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AGRICULTURAL  INQUIRY. 


TUESDAY,  ATJGTJST  2,  1921. 

Congress  op  the  United  States, 
Joint  Commission  op  Agricultural  Inquiry, 

Washington^  u.  C. 

The  joint  commission  met,  pursuant  to  call  of  the  chairman,  at 
10  o'clock  a.  m.,  in  room  No.  70,  Capitol  Building,  Representative 
Sydney  Anderson  (chairman)  presiding. 

The  Chairman.  The  conmussion  will  come  to  order.  The  com- 
mission this  morning  will  hear  Hon.  John  Skelton  Williams,  former 
Comptroller  of  the  Currency. 

Mr.  Williams,  the  commission  is  investigating,  among  other  things, 
the  causes  of  the  present  condition  of  agriculture;  and  the  banking 
and  financial  resources  and  credits  of  the  country,  especially  as 
affecting  agricultural  credits.  The  commission  assumes  that  as 
Comptroller  of  the  Currency  you  are  familiar  with  the  policies  that 
have  been  adopted  during  the  past  18  months,  and  that  you  will  be 
in  position  to  give  the  commission  information  upon  which  it  can 
reconmiend  a  definite  policy  with  reference  to  agricultural  credits  in 
particular.  The  commission  will  be  glad  to  hear  you  develop  the 
matter  in  any  way  that  you  desire  to  present  it. 

STATEMENT  OF  HOV.  JOHK  SKELTOV  WILLIAMS,  FOBMEB 
COMPTSOLLEB  OF  THE  GUBBENGT  AITD  MEMBEB  OF  THE 
FEDEBAL  BESEBVE  BOABD. 

Mr.  WiLUAMS.  Mr.  Chairman  and  gentlemen  of  the  commission, 
the  value  of  testimony  depends  not  only  upon  the  character  of  the 
witness  and  the  study  which  he  may  have  given  to  the  particular 
subject  which  is  under  discussion,  but  also  to  a  large  extent  upon  the 
practical  experience  of  the  witness;  and  with  the  permission  of  the 
commission,  I  should  therefore  like  to  state  briefly  what  my  experi- 
ence has  been  during  the  past  quarter  of  a  century. 

For  more  than  30  years  (except  during  the  past  eight  years  which 
I  have  spent  in  Washmgton  as  First  Assistant  Secretary  of  the  Treas- 
nry  and  as  Comptroller  of  the  Currency)  I  have  been  a  director,  vice 

S resident,  president,  or  chairman  of  trust  companies  and  banks,  both 
National  and  State,  not  only  in  the  South,  but  also  for  a  considerable 
portion  of  this  period  in  Baltimore  and  New  York  City.  Twenty  years 
ago  I  was  president  or  chairman  of  the  trust  company  section  of  the 
American  Bankers'  Association,  and  member  of  the  executive  council 
of  the  American  Bankers'  Association. 

More  than  25  years  ago  I  became  president  of  a  railroad  company 
in  the  South,  and  three  or  four  ^ears  later  planned,  oi^anized,  and 
was  president  of  the  Seaboard  Air  Line  system,  operatmg  approxi- 
mately 3,000  miles  of  railroad.    I  parted  with  my  interests  m  that 
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'  property  "in  1904 -arid  Retired  from  its  management,  but  about  three 
years  later  when  the  property  got  into  difficmties  following  the  panic 
of  1907, 1  was  urged  to  return  to  a  participation  in  its  affairs,  aiding 
in  its  reorganization,  which  was  probably  the  most  successful  ever 
carried  through  for  a  railroad  of  tnat  size,  the  floating  debt  creditors 
being  paid  in  full  without  assessment  upon  stockholders,  and  the 
credit  of  the  company  fully  restored.  I  retired  from  membership  in 
the  board  of  directors  and  executive  committee  of  the  company  a 
few  months  before  coming  to  Washington  in  1913. 

Eight  years  ago,  in  1913,  I  accepted  from  President  Wilson  and 
Secretary  McAdoo  the  oflSce  of  First  Assistant  Secretary  of  the 
Treasury,  and  by  the  President  was  designated  Acting  Secretary  of 
the  Treasury  in  the  absence  of  Secretary  McAdoo. 

I  declinea  the  office  of  the  Ck)mptroller  of  the  Currencv  when  it 
was  first  offered  to  me,  but  later  on  when  it  was  tendered,  a  second 
time  I  accepted,  and  as  comptroller  had-  supervision  over  more  than 
8,000  national  banks  with  20,000,000  depositors  and  twenty-three 
billions  of  resources;  I  was  also  ex  officio  member  of  the  Federal 
Reserve  Board. 

When  the  railroads  were  taken  over  by  the  Government  in  1917, 
in  addition  to  my  other  duties,  I  was  appointed  by  Director  General 
McAdoo  J  Director  of  the  Division  of  Fmance  and  also  Director  of 
the  Division  of  Purchases,  and  as  such  arranged,  under  Director 
General  McAdoo's  direction,  loans  and  advances  of  many  hundreds 
of  millions  of  dollars  to  the  railroads;  also  supervised  the  purchases 
of  about  $2,000,000,000  worth  of  supplies  and  equipment  for  the 
300,000  miles  of  railroads  in  the  United  States.  In  March,  1919,  I 
resigned  the  offices  of  director  of  finance  and  purchases,  which  were 
held  by  me  without  remuneration,  and  those  positions  were  sub- 
sequently filled  by  two  able  men.  Congressman  Sherley,  former  chair- 
man of  the  Appropriations  Committee  of  the  House,  becoming 
director  of  finance,  and  Henry  B.  Spencer,  former  vice  president  of 
the  Southern  Railway  system,  becoming  director  of  purchases,  at 
salaries  of  $25,000  per  year,  which  were  not  large  for  the  skill  and 
responsibility  involved. 

I  was  also  during  the  year  1918,  by  appointment  of  President 
Wilson,  a  member  of  the  Capitol  Issues  Committee,  and  as  such 
approved  or  rejected  applications  for  the  issuance  of  several  billions 
of  dollars  of  new  securities.  Those  services  were  also  rendered 
entirely  without  remuneration. 

My  appointments  to  public  office  have  been  three  times  confirmed 
by  the  United  States  Senate,  practically  unanimously  each  time. 
Upon  the  termination  of  my  term  as  Comptroller  of  the  Currency 
in  1919  I  was  reappointed,  and  my  nomination  was  favorably  passed 
upon  by  the  Senate  Banking  and  Currency  Conmiitteej  but  action 
by  the  Senate  was  prevented  by  a  filibuster  in  the  dosmg  hours  of 
the  session.  My  renomination  as  comptroller  was  sent  by  the  Presi- 
dent to  each  succeeding  session  of  the  Senate.  The  Senate  Committee 
on  a  strictly  party  vote  refused  to  report  favorably,  but  made  no 
unfavorable  report,  aJthough  I  urged!^  them  earnestly  to  make  a 
r^ort  either  favorable  or  unfavorable  so  that  the  Senate  might  act 
on  it.  This  the  chairman  of  the  Banking  and  Currency  Committee 
also  refused  to  do.    A  member  of  the  Inderal  Reserve  Board  who 
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saw  Chairman  McLean  on  the  subject  informed  me  immediately  after 
his  interview  that  Senator  McLean  agreed  that  I  had  made  a  good 
comptroller  and  said  that  he  had  nothing  against  me,  and  that  as 
far  as  he  was  personally  concerned,  he  would  be  willing  to  report 
the  nomination  favorably  and  have  it  confirmed,  but  that  he  nad 
promised  some  one  outside  of  the  Senate  that  he  would  not  do  so, 
and  was  therefore  restrained  from  favorable  action;  but  that  if  the 
gentleman  to  whom  he  had  given  his  promise  would  release  him  he 
would  make,  in  behalf  of  his  committee,  a  favorable  report. 

I  think  it  only  proper,  gentlemen,  that  you  should  know  plainly 
why  my  nomination  was  not  reported  or  acted  upon  in  the  Senate. 
I  am  prepared  to  submit  correspondence  to  corroborate  the  state- 
ment 1  have  just  made  if  it  should  be  questioned  or  denied  by  anyone 

Let  me  say  at  the  outset  that  ray  criticisms  are  not  and  never 
have  been  directed  against  the  Federal  reserve  system,  but  against 
the  administration  of  that  system.  My  admiration  for  the  system 
and  for  the  men  who  created  it  has  been  expressed  continuously 
publicly  and  privately,  and  I  ask  to  insert  in  tne  record  the  foUow- 
mg  extracts  from  my  address  at  Washington  in  April,  and  from  my 
more  recent  address  at  Augusta,  Ga. 

Before  the  Peoples'  Reconstruction  League  at  Washington  April 
15,  1921,  I  said: 

The  theory,  conception,  and  purpose  of  the  Federal  reserve  system  are  as  near 
perfection  as  the  human  mind  can  produce.  I  am  earnestly  sincere  in  declaring 
that  it  was  one  of  the  most  potent  means  for  saving  this  country  and  the  world  dur- 
ing the  war,  and  that  without  it  hideous  disaster  would  have  come  ujjon  us.  I  can 
recall  nimierous  occasions  during  these  past  few  fateful  years  when  without  the  aid 
of  the  Federal  reserve  system  rum  would  have  been  inevitable. 

But  no  machinery  can  operate  successfully  indefinitely  without  intelligent  super- 
vision and  direction. 

R^ardlees  of  whatever  flaws  there  may  be  in  its  administration,  our  Federal  re- 
serve system  has,  in  the  past,  saved  our  country  from  conditions  far  worse  than  those 
which  we  are  now  enduring,  and  I  believe  that  with  the  reversal  of  certain  policies, 
and  by  the  adoption  of  a  constructive  program  the  Federal  reserve  system  could 
now  aid  enormously  in  restoring  lost  confidence  and  in  inspiring  hope  and  a  justifiable 
optiniism. 

There  has,  in  my  opinion,  been  an  indefensible  withholding  of  credit  in  many 
of  the  producing  sections  of  the  country  when  sorely  needed.  I  stated  frankly  at  a 
meeting  of  the  Federal  Reserve  Board  not  many  weeks  ago  that  a  high  ratio  of  reserve, 
indicating  useless  impounding  of  funds  in  reserve  banks,  under  existing  conditions, 
when  money  is  so  badly  wanted  for  the  vital  purposes  of  aericultural  and  business 
of  all  kinds,  is  a  thing  for  the  board  to  be  ashamed  of,  rather  than  to  boast  of. 

At  Augusta,  Ga.,  I  said  in  a  speech,  July  14,  1921,  before  the 
board  of  commerce  and  Georgia  Press  Association : 

The  Federal  reserve  act  is  the  finest  tool  for  commercial  protection  and  construc- 
tion ever  put  into  the  hands  of  a  Government  and  people.  J  believe  that  by  awkward 
*nd  inefficient  handling  it  has  been  used  to  injure  where  it  was  intended  to  guard, 
»nd  to  encourage  and  protect  what  it  should  have  restrained  and  prevented. 

I  will  also  add  that  I  know  of  no  present  or  past  member  of 
the  Federal  Reserve  Board  who  has  worked  harder  to  defend  the 
Federal  reserve  law  from  the  attacks  of  men  within  and  without 
the  board  who  would  impair  or  multilate  it,  than  wSecretarv  McAdoo, 
Secretary  Glass,  and  myself,  assisted  at  times  by  Mr.  Hamlin.  I 
refer  here  especiallv  to  the  efforts  which  were  made  in  1915  to  dis- 
establish four  of  tne  12  banks,  and  also  to  the  efforts  which  were 
niade  from  within  the  board  to  reduce  the  capital  of  the  Federal 
icserve  banks  by  one-half.     I  also  joined  heartily  with  Secretary 


Digitized  by 


Google 


6  AGRICULTURAL  INQUIRY.  V 

McAdoo  in  insisting  that  the  Federal  reserve  system  should  be  started 
promptly  in  November,  1914,  despite  the  gloomy  prophecies  which 
were  made  bv  a  certain  element  within  the  board  who  urged  delay 
and  predicted  that  if  the  banks  should  open  at  that  time  they  would 
have  to  close  within  a  few  months. 

I  understand,  Mr.  Chairman  and  gentlemen,  that  I  have  been 
asked  to  appear  before  you  because  of  certain  pubUc  speeches  which 
I  have  made  recently  in  which  I  have  discussed  the  Federal  reserve 
system  and  its  administration.  If  it  is  agreeable,  and  permissible 
for  me  to  do  so,  I  should  like  to  present  for  your  record  three  of 
these  public  addresses  which  have  dealt  with  the  Federal  reserve 
system,  one  address  being  made  in  Washington,  in  April,  and  a 
recent  address  in  Augusta,  Ga.,  and  one 

Representative  Mills  (interposing).  Just  one  ininute.  It  is  not 
my  understanding,  Mr.  Chairman,  that  Mr.  Williams  has  been  called 
before  this  conunission  because  of  any  public  utterances  which  he  has 
made.  It  is  my  imderstanding  that  he  is  called  before  this  commis- 
sion bv  the  request  of  one  Memoer  of  Confess  especially,  and  various 
other  Members  of  Congress,  because  of  his  knowledge  of  the  general 
credit  situation.  It  is  not  mv  understanding  that  tms  commission  is 
particularly  interested  in  tie  charges  which  Mr.  Williams  made 
against  -the  Federal  Reserve  Board,  and  therefore  it  seems  to  me 
that  the  introduction  of  speeches  in  toto,  containing  a  lot  of  irrelevant 
matter,  should  not  be  permitted  in  this  record. 

The  Chairman.  The  chairman  thinks  that  whatever  statements 
are  to  be  made  here  should  be.  made  in  such  a  way  as  to  be  subject  to 
examination  and  cross-examination,  and  that  if  the  comptroller 
desires  to  bring  to  the  attention  of  the  commission  the  matters  con- 
tained in  his  speeches,  the  matter  should  be  read  into  the  recorti, 
rather  than  inserted  into  the  record,  so  that  there  will  be  opportunity 
for  cross-examination. 

Senator  Harrison.  Mr.  Chairman,  I  do  not  think  there  is  any  doubt 
that  one  of  the  reasons  why  Mr.  Williams  is  before  the  commission  is 
because  of  these  speeches  he  has  made.  When  he  was  called  I  under- 
stand the  rule  or  policy  of  the  commission  was  that  he  was  to  discuss 
these  things  that  were  contained  in  the  resolution  adopted  by  the 
Senate  ana  House.  If  these  s]:>eeches  cover  that  subject  matter,  it 
seems  to  me  it  would  be  admissible. 

Representative  Mills.  They  cover  a  lot  of  other  things. 

Senator  Harrison.  I  do  not  know  what  they  cover.  I  have  not 
read  them. 

Representative  Mills.  They  do  cover  a  lot  of  other  matters,  and  if 
those  matters  go  into  the  record,  it  will  necessitate  a  great  deal  of 
investigation  on  the  part  of  this  commission. 

Representative  Ten  Evck.  What  are  the  matters  that  do  not  per- 
tain to  the  general  conditions  of  the  country? 

Representative  Mills.  We  would  have  to  read  the  speeches,  and 
that  is  the  reason  why  I  think  it  is  objectionable  to  put  any  matter 
into  the  record  in  this  wholesale  fashion,  without  any  opportunity  to 
know  what  is  going  into  the  record. 

Senator  HAiuasoN.  You  have  been  more  fortunate  than  I,  to  be 
able  to  read  the  speeches. 

Representative  Mills.  I  have  been  able  to  secure  only  one. 

Senator  Robinson.  As  a  matter  of  fact,  I  think  the  speeches  have 
all  been  printed  in  the  Congressional  Record. 
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Mr.  Williams.  I  do  not  think  all  of  them  have. 
Senator  Robinson.  The  Augusta,  Ga.,  speech  has,  and  I  think  one 
other. 

Mr.  Williams,  It  was  only  my  purpose  to  introduce  three,  which 
it  seems  to  me  bear  on  the  subject  we  are  discussing.  The  speeches 
are  the  one  delivered  at  Bangor,  Me.,  a  year  ago;  one  delivered  in 
Washington  in  April;  and  one  delivered  at  Augusta,  Ga.,  about  two 
weeks  ago. 

Representative  Funk.  Do  those  speeches  pertain  to  the  workings 
of  the  Federal  Reserve  Board  ? 
Mr.  Williams.  Very  directly. 

The  Chairman.  The  only  oDJection  I  see  to  the  introduction  of 
these  speeches  is  that  the  members  have  not  read  them,  and  will 
not  have  ample  opportunity  for  cross-examination  on  what  is  in 
them.  If  there  are  portions  which  bear  directly  on  the  matters  in 
which  the  commission  is  interested,  it  seems  to  me  it  would  be  more 
in  accordance  with  proper  procedure  that  those  portions  of  the 
speeches  should  be  read  in,  with  such  additional  conmient  as  Mr. 
Williams  wants  to  make,  and  with  opportunity  for  cross-examination 
with  respect  to  those  statements  which  are  made. 

May  I  ask  you,  Mr.  Williams,  if  it  is  your  intention  to  conmient 
on  the. material  already  in  those  speeches  and  to  amplify  it  in  any 
wot! 

Mr.  Williams.  I  thought  we  would  save  time  by  introducii^  the 
speeches,  and  I  will  have  very  little  to  say  about  them,  as  it  is  my 
feeling  that  they  would  speak  for  themselves. 

The  Chairman.  So  far  as  I  am  concerned,  I  think  the  pommission 
is  entitled  to  have  full  cross-examination  with  respect  to  the  matter 
that  is  presented  here  for  consideration,  and  I  personally,  am  not 
willing  tnat  matter  should  go  into  the  record  in  the  form  of  speeches 
made  at  various  places  in  the  United  States,  without  the  opportunity 
on  the  part  of  the  members  of  the  commission,  including  myself,  to 
examine  into  the  facts  upon  which  the  claims  are  made,  or  the  facts 
on  which  the  statements  made  by  the  witness  in  those  speeches  are 
based. 

Representative  Ten  Eyck.  What  is  the  difference  whether  he  reads 
them,  or  speaks  here,  or  puts  the  matter  into  the  record?  Each 
man  nas  a  right  to  read  over  the  matter  and  cross-examine  him,  and 
bring  him  back  for  cross-examination,  if  desired.  If  the  witness 
feels  disposed  to  put  it  in  here  in  typewritten  form,  or  printed  form, 
I  see  no  reason  wny  it  should  not  go  in,  and  later  on  brmg  him  back 
for  cross-examination,  if  desired.  But  instead  of  sitting  here  and 
listening  to  the  three  speeches,  it  seems  to  me  they  should  go  in. 

Representative  Mills.  But  there  are  a  lot  ol  things  in  those 
speecnes  that  will  not  go  into  this  record,  and  that  I  assume  Mr. 
WiUiams  will  not  ask  to  go  in.  I  admit  there  is  a  ^eat  deal  of  ma- 
terial in  the  speeches  that  should  go  into  the  record  and  is  relevant, 
but  there  is  a  great  deal  that  is  not  relevant.  And  this  commission 
ought  to  have  an  opportunity  to  pass  on  what  is  relevant  and  what 
is  not  relevant. 

Representative  Funk.  We  would  consider  onlv  that  part  in  each 
of  those  speeches  that  is  relevant;  if  there  is  other  ana  extraneous 
matter  in  the  speeches,  we  will  ignore  it. 

Representative  Mills.  But  can  we  ignore  it  in  justice  to  the  people 
against  whom  charges  .are  made?    And  they  will  say  that  we  have 
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allowed  these  speeches  to  go  m,  and  they  will  desire  an  opportunity 
to  refute  these  statements,  and  we  will  be  investigating  everything 
except  agriculture.  I  think  this  commission  should  have  an  oppor- 
tunity to  pass  on  what  is  going  into  the  record.  I  have  only  read 
one  of  the  speeches,  but  I  should  like  to  read  the  other  two. 

Senator  Harrison.  Why  could  we  not  put  them  into  the  record, 
and  then  after  we  have  read  them  we  could  strike  out  that  part 
which  is  not  relevant? 

Representative  Mills.  If  you  allow  that  one  speech  to  go  in,  I 
should  like  to  examine  Mr.  Williams  on  everything  that  is  contained 
in  the  Augusta  speech,  and  we  will  be  here  for  a  week,  I  warn  you. 
and  that  for  90  per  cent  of  the  time  we  will  be  talking  about  ana 
investigating  matters  that  do  not  pertain  to  agriculture. 

Senator  Harrison.  In  order  to  get  somewhere  with  it,  Mr.  Chair- 
man, I  move  that  the  speeches  be  admitted  into  the  record,  with 
the  opportunity  of  striking  out  everything  that  is  not  pertinent 
before  they  are  printed  in  the  hearings;  and  that  the  witness  can 
then  elaborate  on  the  proposition. 

The  Chairman.  Senator  Harrison  moves  that  the  speeches  be  ad- 
mitted into  the  record  with  the  understanding  that  all  matter  not 
relevant  to  the  subject  imder  consideration  oe  eliminated  before 
printing. 

Representative  Mills.  May  I  ask  how  we  shall  proceed  to  deter- 
mine whether  the  matter  is  relevant  ?  Shall  we  proceed  to  consider 
the  speeches  and  vote  upon  the  various  sentences? 

Senator  Robinson.  As  a  substitute  for  the  motion  of  the  Senator 
from  Mississippi,  I  move  that  the  speeches  be  admitted  into  the 
record. 

Senator  Harrison.  I  withdraw  my  motion. 

The  Chairman.  The  motion  of  Senator  Harrison  is  withdrawn,  and 
Senator  Robinson  moves  that  the  speeches  be  admitted  into  the 
record. 

Representative  Mills.  Mr.  Chairman,  I  make  a  point  of  order  that 
under  a  rule  adopted  bv  this  commission  the  matter  of  what  was 
relevant  to  the  terms  of  this  inquiry  was  left  to  the  decision  of  the 
Chair  upon  objection  of  any  member  of  the  commission,  and  it  is 
obvious  that  imder  that  rule  you  can  not  admit  speeches  which  the 
Chair  himself  has  not  read. 

Senator  Robinson.  Mr.  Chairman,  in  reply  to  the  statement  of  the 
gentleman  from  New  York,  and  discussing  the  point  of  order,  I  call 
attention  to  the  fact  that  this  commission  has  never  precluded  itself 
from  admitting  anything  into  the  record  that  the  commission  regards 
as  admissible  m  evidence,  and  that  the  commission  has  never  given 
die  Chair  arbitrary  power  to  exclude  or  admit  testimony  which  the 
commission  itself  desires  to  admit  into  the  record. 

The  Chairman.  The  Chair  is  of  the  impression  that  the  proper 
practice  should  be  that  if  objection  is  made  to  the  admission  ot  testi- 
mony the  Chair  should  rule,  and  if  the  Chair  should  rule  that  it  was 
not  admissible  in  evidence,  that  his  decision  is  then  subject  to  appeal 
to  the  conmiission  and  subject  to  the  decision  of  the  commission. 

Senator  Robinson.  That  is  true;  that  is  the  practice  in  all  the 
committes  of  the  Senate  and  the  House. 

The  Chairman.  If  the  point  of  order  is  made  by  Representative 
Mills  that  the  whole  matter  now  submitted  for  the  record  is  not  in 
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order  the  Chair  will  sustain  the  point  of  order,  and  the  Chair  will 

now  put  the  question  whether 

Kepresentative  Sumners  (interposing).  Mr.  Chairman,  before  the 
question  is  put  I  want  to  suggest  for  me  consideration  of  the  com- 
mission that  perhaps  a  good  way  out  of  this  situation  would  be  for 
the  conmiission  to  receive  these  speeches  and  have  the  commission 
at  a  later  time  decide  whether  or  not  they  shall  be  incorporated  into 
the  record. 

Senator  Robinson.  I  am  willing  to  do  that. 
Representative  Sumners.  It  seems  to  me  that  would  obviate  the 
difficulty  now  confronting  us. 

Senator  Robinson.  The  difficulty  about  that  is  that  the  purpose  of 
Mr.  Williams  in  offering:  these  speeches  is  to  condense  his  own  testi- 
mony here,  and  I  take  it  that  the  witness  himself  would  like  to  know 
what  part  is  going  in,  to  the  end  that  he  may  offer  to  read  parts  that 
he  desires  to  have  considered  and  which  may  be  excluded  by  tho' 
action  of  the  conmiission.  I  do  not  know  what  particular  matter  in 
the  speeches  might  be  objectionable,  or  whether  any  part  is.  The 
gentleman  from  jNew  York  has  stated  that  parts  of  them  are  objec- 
tionable to  him. 

Representative  Mills.  They  are  not  objectionable  to  me,  Senator, 
but  tney  are  irrelevant  to  the  matter  before  this  commission. 

Senator  Robinson.  That  is  what  I  mean. 

Representative  Sumnebs.  My  suggestion  ffrew  out  of  this  thought, 
that  when  Mr.  Williams  shall  have  concluded  his  testimony  an  ex- 
amination of  the  speeches  may  be  made,  and  it  will  then  be  apparent 
what  part  of  the  speeches  supplement  his  testimony.  It  does  not 
make  much  diflFerence  now  one  way  or  the  other. 

The  Chairman.  The  difficulty  is  just  this,  Mr.  Sumners:  Of  course, 
if  these  speeches  are  admitted  to  the  record,  then  the  various  charges 
made  in  those  speeches  become  normally  the  subject  of  further  m- 
vestigation  by  tne  commission,  and  that  means  tfat  those  who  are 
attacKed  by  Mr.  Williams  ought  to  have  full  and  complete  opoor- 
tunity  to  refute  any  charges  that  are  made.  Representative  Mills's 
idea,  I  take  it,  is  to  restrict  the  scope  of  the  investigation  to  the 
matters  that  are  clearly  within  the  purview  of  the  resolution  under 
which  the  commission  is  acting. 

The  question  now  seems  to  be  upon  the  ruling  of  the  Chair  that 
these  speeches  are  not  admissible.  Shall  the  Chair  be  sustained  ? 

Representative  Ten  Eyck.  Mr.  Chairman,  I  feel  that  here  is 
testimony  to  be  presented  in  printed  form.  I,  for  one,  do  not  want 
to  have  it  go  abroad  that  we  are  endeavoring  to  restrict  the  investi- 
gation as  to  any  particular  subject;  I  think  it  will  hurt  the  influence 
of  the  commission  later  on.  And  I  feel  that  these  speeches  ou^ht  to 
be  taken  just  as  the  witness  presents  them,  and  the  commission 
always  has  the  power  to  act  in  any  way  it  wishes  to  afterwards. 

Senator  Harbison.  We  shall  not  give  any  consideration  to  any 
part  of  it,  except  that  part  which  pertains  to  the  subject  matter 
contemplated  in  the  resolution  under  which  we  are  acting. 

Representative  Mills.  But  you  will  have  in  your  record  charges 
against  individuals  and  institutions,  and  you  will  have  given  no 
opportunity  to  those  individuals  and  institutions  to  refute  those 
charges. 
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Senator  Harrison.  I  am  perfectfully  willing  to  strike  out  of  the 
record  any  part  of  those  speeches  that  do  not  pertain  to  the  subject 
matter  under  consideration  here. 

Representative  Mills.  When  do  we  have  that  opportunity? 

Senator  Harrison.  After  we  have  read  the  speecnes. 

Representative  Mills.  Then  we  shall  solemnly  sit  here  and  make 
motions  to  strike  out? 

Senator  Harrison.  I  think  we  should  read  the  speeches. 

Representative  Ten  Eyck.  I  think  we  should  read  all  of  the 
testimony  that  is  presented  here,  in  order  to  make  up  an  intelligent 
report. 

Representative  Mills.  I  think  we  should  read  the  testimony  that 
is  pertinent  to  the  matter  we  are  investigating. 

The  Chairman.  The  question  is,  Shall  the  decision  of  the  Chair  be 
sustained  ? 

^  Senator  Harrison.  The  point  of  order  was  made,  and  as  the  matter 
now  stands  it  is  a  question  whether  the  Chair  shall  be  sustained  on 
his  ruling. 

The  QiAiRMAN.  The  question  is.  Shall  the  Chair  be  sustained  ? 
Those  in  favor  of  sustaining  the  Chair  will  vote  aye  and  those  op- 
posed will  vote  no. 

(Thereupon  a  viva  voce  vote  was  taken.) 

The  Chairman.  The  noes  seem  to  have  it. 

Representative  Mills.  I  ask  for  a  roll  call. 

The  Chairman.  The  clerk  will  call  the  roll. 

Thereupon  the  clerk  proceeded  to  call  the  roll.  Senator  Lenroot 
was  not  present.  Senator  Capper  voted  aye;  Senator  McNary 
voted  aye;  Senator  Robinson  voted  no;  Senator  Harrison  voted  no; 
Chairman  Anderson  voted  aye;  Representative  Mills  voted  aye; 
Representative  Funk  voted  no;  Representative  Sumners  voted  no; 
Representative  Ten  Eyck  voted  no. 

The  Chairman..  On  this  vote  there  are  4  ayes  and  5  noes.  The 
decision  of  the  Chair  is  not  sustained,  and  the  speeches  will  be  ad- 
mitted to  the  record,  as  follows: 

Task  Titanic — Strength  Supreme — Fafth  Invincible. 

[Address  of  John  SkeltOfQ  Williams,  Comptroller  of  the  Currency,  before  the  annual  oonyention  of  the 
Maine  Bankers'  Assocfiation  at  Bangor,  Me.,  June  26, 1920.] 

Mr.  President,  members  of  the  Maine  Bankers*  Association,  ladies  and  gentlemen: 
My  father's  elder  brother,  who  was  an  officer  in  the  Confederate  Army,  was  severely 
wounded  and  captured  by  Union  troops  in  1865.  When  he  was  paroled  and  sent  home, 
he  told  his  son,  then  a  small  boy,  "Kemember  always,  my  son,  if  you  meet  anywhere 
a  member  of  the  Eleventh  Maine  Refi:iment,  to  treat  him  as  you  would  >rour  brother.'* 
He  said  many  times  afterward  that  he  had  resigned  himself  to  die  until  he  fell  into 
the  keeping  of  that  r^;iment,  the  men  of  which  were  not  only  brave  soldiers,  but  kindly 
and  chivalric  gentlemen,  and  had  saved  his  life.  Therefore  gratitude  and  warm 
feeling  for  Maine  is  a  kind  of  tradition  in  my  family.  My  kinsman,  to  whom  the  charge 
was  given,  was  talking  to  me  abdut  it  a  few  days  ago,  when  I  mentioned  that  I  was 
coining  here;  and  he  said  to  me,  'Tve  been  looking  50  years  for  opportunity  to  do 
something  for  a  Maine  man,  but  all  the  men  from  that  State  I've  met  were  much  more 
likely  to  do  something  for  me  than  to  need  m}r  help.  They  seem  to  be  mighty  well 
able  to  take  care  of  themselves."  So  the  family  debt  to  your  State  and  people  not 
only  remains  unpaid,  but  is  increased  heavily  by  the  honor  you  have  done  me  in 
asking  me  here,  and  by  the  many  delightful  kindnesses  of  which  I  am  the  grateful 
recipient.  Your  invitation  and  reception  are  alike  graceful,  gracious,  and  generous, 
connrming  the  hi^h  and  warm  estimation  for  you  I  already  had  formed  from  contact 
with  your  honored  president  of  the  Maine  National  Bankers^  Association.  I  knew  an 
association  which  cnose  such  a  leader  and  representative  must  share  his  quality.  It 
is  easy  to  know  strangers  when  you  know  what  kind  of  a  man  they  admire  and  honor. 
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My  official  contact  with  Maine  banks  and  bankers,  let  me  add,  has  illustrated  and 

broiigfat  home  to  me  the  experience  of  mv  cousin  in  looking  for  a  Maine  man  to  help. 
They  seem  to  be  mighty  well  able  to  take  care  of  themselves.  Your  State  has  the 
remarkable  recwd  of  no  failure  of  a  national  bank  since  the  system  was  established 
57  veare  ago.  That  absolutely  clean  score  is  a  higher  and  better  eulogy  of  the  character 
and  qualitv  of  the  men  who  conduct  your  banks  and  of  their  predecessors  than  any 
words  of  mine  could  express.  It  is  the  conclusive  and  convincing  evidence  of  sturdy 
honesty  and  that  finest  sagacity  that  sees  straight  and  true  because  it  fearles^lv  con- 
nders  and  faces  facts  and  the  real  meaning  of  experiences.  My  obserN'ation  is  that  most 
business  troubles  come  from  forming  conclusions  and  purposes  and  trvdng  to  approve 
them  bv  makins:  hard  facts  malleable  and  inflexible  logic  flexible.  I  also  congratu- 
late you  cordial]/  upon  the  excellent  record  of  your  State  banks — only  one  failure 
being  reported  in  Maine  during  the  past  10  years.  In  another  State  some  distance 
off  there  were  10  State  bank  failures  in  one  vear,  in  1919. 

Maybe  your  Puritan  ancestry  and  traditions  harden  you  to  the  habit  of  recognition 
of  actualities  of  right  and  wrong,  and  you  inherit  from  New  England  women,  famed 
the  world  over  for  careful  housewifery,  the  instinct  for  cleanliness.  Talking  here 
frankly  among  ourselves,  I  may  say  that  perhaps  I  get  from  a  strain  of  New  England 
blood  in  my  own  veins,  that  same  instinct.  It  taught  the  New  England  women,  long 
before  the  scientists  gave  us  the  germ  theory,  that  thoroughness  in  housekeeping  and 
house  cleaning  was  an  essential  virtue,  that  slovenly  and  careless  habits  meant  dis- 
aster and  die^ace.  If  you  could  stand  where  I  do  officially,  you  would  realize  the 
distressing  and  dangerous  consequences  of  absence  or  suppression  of  that  instinct. 

It  is  not  quite  true  in  bftnking  that  a  chain  is  only  so  strong  as  its  weakest  link.  It 
is  true  that  a  speck  of  foul  method  or  malfeaeance  in  a  banking  institution  especially 
one  apparently  successful,  spreads  through  the  territory  like  a  spot  of  rot  in  an  apple, 
that  wnen  one  bi^nk  begins  to  f  oiget  to  throw  out  garoage  ana  to  leave  trash  in  the 
comera,  it  becomes  a  center  of  infection.  To  put  it  in  a  homely  way,  one  of  my 
functionB  is  to  be  absolutely  sure  that  the  rotten  spots  are  cut  out  and  that  there  are 
no  dangerous,  overlooked  dust  heaps  in  the  comers,  or  under  the  furniture.  The 
housekeeper  who  does  that  task  in  the  home  may  be  a  bit  distdlrbing  at  times,  but  she 
makes  a  clean,  wholescnne,  safe  house.  Compliance  by  the  Maine  bankers  with  the 
Puritan  standards  and  habits  of  thou^t,  and  obedience  to  the  New  England  instinct 
seem  to  be  proved  by  the  condition  of  impregnable  granite  solvency  befitting  the  State 
of  mu<^  granite.  If  we  were  blessed  with  like  conditions  everywhere,  the  division  of 
insolvent  banks  in  the  comptroller's  bureau  would  have  nothing  to  do  and  we  would 
be  rid  of  one  office  at  least. 

We  are  not  so  far  from  that  now.  A  few  years  ago  if  any  man  had  predicted  that 
with  8,000  national  banks  in  this  country,  more  than  a  year  would  pass  without  a 
dollar  of  loss  to  a  depositor  among  them,  he  would  have  been  dismissed  as  a  dreamer  of 
idle  drieaTus.  Yet,  if  Maine  can  show  the  record  of  no  national  bank  failure  in  57 
years,  why  can  not  Uie  entire  country  do  it?  I  am  optimist  enough  to  hope  that  men 
now  here  will  live  to  see  the  time  when  a  bank  failure  an>rwhere  in  the  United  States 
wiU  be  a  thing  unthought  of.  We  are  told  it  used  to  be  so  in  China  after  the  establish- 
ment of  the  system  of  diopping  off  with  an  ax  the  heads  of  all  officers  of  a  failed  bank: 
but  a  much  better  way  of  prevention  is  to  make  sure  that  the  officers  have  heads  and 
keep  their  heads  about  them  and  their  eyes  open. 

fifficiency  and  fidelity  have  already  reached  so  high  a  point  that  the  record  of  the 
national  hwaka  for  immunity  from  failure  for  the  22  months'  period  from  January  I, 
1918,  to  the  close  of  the  last  fiscal  year,  October  31, 1919,  embracing  10  months  of  the 
trials  of  war  and  12  months  of  the  strain  of  the  recpnstruction  period,  was  thirty  times 
or  3.000  per  cent  better  than  the  average  for  the  40  years  prior  to  the  year  1913. 

With  more  careful  management,  stricter  adherence  to  law,  and  closer  supervision , 
our  national  banks  have  within  the  past  six  years  reached  the  highest  point  of  pros- 
perity, and  their  net  earnings  in  this  period  have  shown  a  greater  increase  than  during 
the  entire  40  years  prior  to  the  year  of  1914. 

It  will  also  interest  you  to  Imow  that  the  official  reports  show  that  the  national 
banks  of  the  country  now  have  on  their  books  more  than  20,000^000  deposit  accounts, 
as  compared  with  something  lees  than  7,700,000  ten  years  ago,  an  mcrease  in  the  decade 
ol  over  150  per  cent. 

The  apprehension  which  was  at  one  time  expressed  that  with  the  inauguration  of 
the  Federal  reserve  banks  there  might  be  a  subsidence  in  our  national  banks  was  quite 
unjustified,  for  the  records  diow  tlmt  the  annual  increase  in  the  paid-up  capital  of  the 
nadonal  banks  of  the  country  during  the  past  six  years  has  averaged  approximately 
100  p&  cent  more  than  the  average  annual  increase  in  the  50  years  prior  to  the  year 
1914. 
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You  will  judge — and  judge  correctly — ^from  the  ret»ord  which  I  have  the  honor  of 
placing  before  you  that  I  am  an  optimist  on  American  banking.  I  frankly  avow 
myself  to  be  one,  not  only  on  bankii^,  but  on  everything  else  with  which  the  American 
people  are  concerned.  The  more  f  read  of  our  history  the  more  firmly  establidicni 
my  optimism  becomes.  I  believe  human  nature  improves,  although  the  betterment 
is  so  gradual  as  to  be  imperceptible  at  times,  except  as  we  compare  the  standard 
methods,  customs  and  conditions  of  now  with  those  of  two  or  three  thousand  years  ago. 
But  we  have  the  faculties  of  holding  the  advancements  we  make,  of  learning  from  our 
own  mistakes,  of  making  disasters  into  blessings,  of  impressing  our  civilization  and 
thought  on  those  who  come  among  us. 

Another  wave  of  bank  wrecking  and  smashing  in  this  country  ought  to  be  as  impossi- 
ble as  another  Ci\il  War.  Thus  far,  under  the  guidance  and  by  the  blessings  of  God, 
we  have  ripened  through  the  variations  of  storm  and  sunshine  without  rotting.  From 
the  very  beginning  we  have  had  waves  of  radical  and  revolutionary  sentiment  which 
have  startled  the  people  of  successive  generations.  All  have  subsided  and  each  has  left 
us  some  residuum  of  real  good.  Wave  after  wave  of  immigration  has  come  upon  us 
and  assumed  threatening  proportions,  but  we  have  absorbed,  assimilated,  used  and 
improved  all.  It  is  true,  in  a  measure,  that  the  radicalism  of  to-day  is  the  conserva- 
tism of  to-morrow,  and  equally  true  with  us,  that  the  forces  which  seemed  to  mean 
destniction  in  one  generation  have  become  powerful  implements  of  construction  in 
the  next — as  the  old  Spanish  proverb  has  it:  *'  God  writes  straight  up-yn  crooked  linee.*' 

I  think  attentive  consideration  of  our  progress  will  prove  that  what  we  have  regarded 
as  violent  radicalism  has  followed  the  pushing  outward  of  our  frontiers,  that  the  newly 
come  people  and  the  pioneers  have  tended  always  to  restlessness  and  revolution.  Ajb 
the  churches,  the  methodical  and  conservative  influence  of  the  business  man,  and 
prosperity  and  stability  of  thought  have  reached  them,  they  have  steadied  to  sub- 
stantial and  valuable  citizenship. 

Not  to  flatter  you  here,  but  to  be  in  accord  with  the  facts  and  to  do  plain  justice, 
I  may  repeat  the  familiar  reference  to  the  vast  part  New  England's  morality  of  thought, 
reverence  for  law  and  \jsage,  political  power,  financial  power,  social  power  have  had 
in  this  wonderful  work.  You  have  had  your  times  of  extreme  radicalism  when  you 
were  the  outposts  of  a  new  civilization  brought  to  a  strange  country.  Witch  burning 
was  religion  gone  mad,  the  blue  laws  were  morality  made  frantic  by  logic,  followed  to 
the  absurd  extreme  of  disregard  of  facts  of  human  nature.  Shay's  rebellion  was  the 
conception  of  liberty  and  equality  perverted  to  insane  uprising.  But  history  proves 
that  our  Constitution,  which  brougnt  order  from  chaos  and  made  an  effective  Nation 
from  a  loose  association  of  jealous  and  undirected  communities,  was  given  us  by  the 
pressure  and  labor  of  the  business  men  of  the  country  led  by  our  master  business  man, 
George  Washington.  The  fierce  struggle  over  the  adoption  of  that  great  chart  of  govern- 
ment was  largely  between  the  nonprofessional  doers  of  things  and  the  professional 
thinkers  of  thoughts  and  dreamers  of  dreams.  It  is  within  the  bounds  of  strict  truth 
to  sajr  that  Boston  and  Mount  Vernon  gave  the  Constitution  life  after  great  minds 
conceived  it,  and  that  our  Virginia  Chief  Justice  Marshall  appointed  by  your  President 
Adams  made  it  effectual  and  efiicient. 

The  Puritans  who  occupied  New  England,  the  people  of  different  forms  of  worship 
and  political  training  who  landed  in  Virginia  and  on  the  southern  coasts,  both  repre- 
senting all  the  strata  of  society,  were  alike  the  living  examples  of  the  same  great  prin- 
ciple that  the  easy  way  is  not  the  best  way  always,  that  for  the  things  in  life  really 
worth  haxdng,  for  the  ambitions  and  purposes  worthy  of  manhood  and  womanhood, 
price  must  be  paid  in  danger,  in  pain  and  sorrow,  in  deprivation  and  labor.  They 
could  not  create  or  transmit  a  perfect  race.  They  did  establish  here  a  race  in  which 
that  principle  lives,  generation  after  generation,  sometimes  apparently  dormant,  but 
ever  deathless,  ready  to  awake  to  acti\dty  at  the  touch  of  occasion  or  the  coming  of 
emergency. 

That  pnncix)le  is  power,  driving  power,  controlling  power,  spreading  and  permeating 
power,  governing  sometimes  sternly,  sometimes  softly  as  the  coming  of  the  dew  or  the 
spreading  of  the  morning  light.  It  is  the  foundation  which  has  given  us  safety  after 
many  mistakes  and  failures  on  which  we  have  rebuilt  after  many  disasters. 

Because  I  see  the  evidence  of  it  in  every  chapter  and  crisis  of  our  varying  history, 
because  always  the  storms  and  waves  of  heresies,  lunacies,  crimes,  and  grievous 
error  sweeping  over  it  and  beating  upon  it  have  left  it  enduring  as  your  Pilgrim  Rock , 
I  am  an  optimist  on  America.  In  Virginia  we  celebrated  13  years  ago  the  three  hun- 
dredth anniversary  of  the  landing  at  Jamestown.  This  year  vou  celebrate  the  three 
hundredth  anniversary  of  the  landing  at  Plymouth.  Study  our  history  closely, 
step  by  step,  from  these  two  arrivals  at  points  on  our  coast  separated  by  so  many 
hundred  miles,  of  voyagers  in  many  outward  aspects  so  widely  different,  in  the  under- 
l3ang  essentials  of  character,  fiber,  instinct,  and  ultimate  purpose  so  splendidly  alike, 
BO  closely  akin. 
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It  WIS  in  obedience  of  an  old,  long-known  law  of  humanity  that  you  in  New  England 
'vent  beyond  us  in  developing  wealth,  commerce,  and  productive  power.  That  law 
id  thflt  the  greater  and  more  complex  the  obstaclee  and  difficulties  that  beset  man, 
the  hardier  ne  becomes,  the  faster  he  learns  from  necessity  to  utilize  every  oppor- 
tunity to  make  the  beet  of  what  he  has.  Because  nature  was  kinder  and  conditions 
were  easier,  the  South  lingered  in  the  path  of  material  progress  and  let  supremacv  of 
wealth  and  population  shp  from  her.  You  here,  in  New  England  and  the  Middle 
States,  took  the  scepter  and  throne  of  financial  control.  Your  stubborness  and  un- 
wsverii^  fealty  to  the  idea  of  a  permanent  and  mighty  Union  was,  probably,  the  most 
powerful  factor  in  maintaining  the  Union  and  crushing  secession.  Your  capital  was 
one  of  the  potent  factors  in  rebuilding  the  South  and  reestablishing  a  great  section 
which  was  dismantled,  and  to  the  eyes  of  the  pessimist  and  those  of  httle  faith  looked 
to  be  rain — to  be  more  hopeless,  than  any  country  of  Europe  seems  now. 

The  South  was  tau^t  by  the  adversities  of  war  as  your  people  before  you  were 
taught  by  the  adversities  of  nature.  The  South  has  acquired  strength  from  struggle 
as  you  did,  as  the  brave  and  strong  have  ever  done,  and  is  now  your  friendly  and  eager 
rival  in  building  our  common  country  to  unprecedented  and  unparalled  greatness 
and  power — I  hope,  too,  to  such  majesty  of  thought  and  consecration  of  purpose  as 
will  acromphsh  vaster  work  for  humanity  than  any  nation  has  ever  dreamed. 

That  is  my  hope,  my  beUef .  It  is  not  for  us  to  look  with  contempt  or  indifference 
upon  anv  people.  Considering  where  we  stand  now  in  the  world,  we  have  ample 
reasons  for  exultant  pride;  but  with  the  pride  in  our  power  must  be  overwhelminfl; 
sense  of  the  responsibility  that  power  fastens  upon  us  which  we  may  not  escape,  which 
manhood  and  honesty  and  our  own  welfare  forbid  us  from  attempting  to  avoid. 

We  have  the  right  to  look  to  the  future  with  confident  hope;  but  as  we  look  back- 
ward, our  pride  and  hope  must  be  glorified  by  deep  humihty  and  earnest  gratitude 
to  the  power  that  has  made  and  preserved  us  a  Nation.  Some  residents  of  South 
Carolina  say  the  people  of  that  State  go  stark,  ra\ing,  crazy  regularly  about  every 
33  years.  It  seems  to  me  sometimes  that  many  other  States  of  the  Union  have  about 
the  same  record.  There  is  hardly  a  crime  or  a  lunacy  of  which  we  have  not  been 
guilty  at  one  time  or  another.  Maybe  we  have  been  saved  by  the  fact  that  always 
some  of  us — some  of  our  powerful  men  and  States — have  maintained  sanity,  so  that 
we  did  not  all  go  wild  at  the  same  time.  When  Massachusetts,  while  your  State  was 
yet  part  of  it,  and  most  of  Now  England  blustered  of  seceding,  along  1812,  other  States 
stood  steady.  Ten  years  later,  when  Virginia.  Ohio,  and  Kentucky  were  threatening 
defiance  of  ^e  Government  and  withdrawal  from  the  Union,  New  England  and  the 
Middle  States  decided  that  the  Union  was  good  enough  to  endure. 

So  we  have  come  through  these  300  years  since  your  Pilgrims  landed  and  these 
hundred  and  forty-four  years  since  our  independence  was  declared.  Radicalism, 
unrest,  revolutionhave  risen  on  our  frontiers  as  we  have  spread  outward  and  onward, 
have  caused  dismay  and  affright  and  subsided.  The  waves  of  immigration  which  have 
come  upon  us  and  aroused  gloomy  forebodings  and  developed  dark  presages  of  disaster 
have  aU  settled  presently  to  peace  and  harmonious  unity  with  the  mighty  mass  of 
stability  and  strength.  States  and  sections  have  threatened  dissolution  and  ruin  and 
lived  to  give  examples  and  evidences  of  the  sturdiest  patriotism,  to  become  immovable 
forces  of  conservatism.  History  tells  us  all  this  of  the  past.  The  visible  facts  give  us 
assurances  of  the  future  of  the  Nation. 

1  can  find  in  the  facts  no  confirmation  of  the  opinion,  sometimes  expressed,  that  we 
have  grown  rich  by  squandering  our  capital,  exnausting  our  natural  resources.  The 
truth  seems  to  me  to  be  that  we  have  not  yet  taken  the  cream  from  those  resources. 
We  are  finding  continually  new  ways  to  multiply  them.  We  get  from  coal,  from  oil, 
from  gas,  from  cotton  seed — ^which  we  used  to  throw  away — from  animals  we  kill  for 
food,  a  thousand  new  useful  products  and  by-products  undreamed  of  a  generation  ago. 
We  have  in  reserve  within  our  own  borders  80^000,000  horsepower  of  water  power 
yet  untouched  and  undeveloped  and  ready  to  give'us  light,  heat,  and  driving  force 
equivalent  to  640,000,000  tons  of  coal  a  year  perpetually,  which  is  more  coal  annually 
than  we  have  ever  yet  produced  in  any  one  year.  We  have  learned  how  to  take  from 
air,  from  the  sea,  from  the  unconsidered  waste  or  desert  lakes,  the  means  of  keeping 
our  soil  perpetually  replenished. 

And  how  are  we  prepared  to  provide  for  utilizing  all  this  for  ourselves  and  doing 
the  part  becoming  tne  strongest  of  the  nations  in  the  rebuilding  of  nations,  the  read- 
justment of  the  world,  the  hastening  of  a  time  of  ordered  peace  and  more  progress, 
aafeiy  and  happiness  for  humanity  than  the  world  ever  has  seen? 

Let  us  turn  now  for  a  while  to  the  figures  which  tell  us  something  of  our  present 
fiymy^Hfil  position.  Looking  back  over  certain  important  features  and  aspects  of 
oar  banking  record  we  may  perhaps  read  more  clearly  the  prospects  for  the  inmiediate 
or  near  future  of  money  conditions  and  the  banking  outlook  upon  which  all  other 
business  interests  <«o  greatl    d  pend. 
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Until  the  Spanish-American  War  we  were  regarded  by  the  older  countries  of  Europe 
with  rather  supercilious  disdain,  and  more  or  less  as  an  experiment  in  government. 
Perhaps  all  the  powers  but  Germany  began  to  realize  after  that  event,  and  the  rapidity 
with  which  the  climax  came,  that  we  were  to  be  reckoned  with.  Now  we  are  conceded 
by  all  to  be  the  mightiest,  strongest,  and  richest  nation  of  the  globe — the  balance  wheel 
of  Hie  world. 

Our  industrial  and  financial  growth  has  broken  all  records  in  the  history  of  progress. 
Hardly  20  years  have  passed  since  Enduid  exceeded  us  and  led  the  world  in  the 
production  of  steel,  iron,  and  coal — ^the  toimdiktion  stones  of  industrial  wealth.  This 
country  is  now  mining  yearlv  more  coal  than  was  produced  in  the  whole  world  as 
late  as  20  or  25  years  ago,  and  our  present  output  already  is  more  than  twice  that  of 
Great  Britain — and  with  the  water  power  and  the  limitless  oil  shales  of  the  West  to  rein- 
force and  conserve  our  stores.  In  1918  our  furnaces  turned  out  nearly  twice  as  much 
ng  iron  as  all  the  rest  of  the  world  produced  in  1897,  and  our  production  of  steel  in 
918  was  three  tinies  as  great  as  that  of  all  other  countries  of  the  world  combined 
just  20  years  before. 

In  1919  the  foreign  commerce  of  the  United  States  amounted  to  $12,000,000,000, 
exceeding  by  more  than  $5,000,000,000  the  total  forei^  commerce  at  the  time  of  the 
outbreak  of  the  European  war,  in  1914,  of  Great  Britain,  until  that  time  the  greatest 
commercial  nation  on  the  globe,  while  our  exports  of  merchandise  last  year  were  two 
and  a  half  times  as  great  as  the  maximum  exports  ever  reported  by  Great  Britain  at 
any  time  in  her  commercial  history. 

Our  ^wth  in  banking  power  has  fully  kept  pace  with  our  industrial  and  conmiercial 
expansion,  and  at  this  time  it  is  estimated  at  $50,000,000,000,  or  more  than  three  tinies 
the  total  banking  power  of  the  whole  world  in  1890.  It  is  amay.ing  but  nevertheless 
true  that  the  banking  power  of  the  United  States  has  grown  more  in  these  past  seven 
years  than  in  the  entire  century  and  a  quarter  which  elapsed  from  the  adoption  of 
the  Constitution  in  1789  down  to  the  year  1913. 

We  have  been  swiftly  transformed  from  a  debtor  nation,  owing  to  the  rest  of  the 
world,  as  we  did  in  1914,  some  four  or  five  billion  dollars,  represented  by  securities 
and  debit  balances,  into  the  world's  greatest  creditor,  holding  the  demand  obliga- 
tions of  foreign  Governments  for  more  than  $10,000,000,000,  in  addition  to  several 
billion  dollars  due  to  our  merchants,  bankers,  and  investors  by  the  banks  and  business 
men  of  the  most  solvent  nations  of  Europe  and  South  America. 

The  total  resources  of  the  national  banks  of  issue  of  the  leading  countries  of  the 
world — including  the  Bank  of  England,  the  Bank  of  France,  the  Bank  of  Italy,  aiso 
the  great  national  banks  of  Spain,  of  the  Netherlands,  Belgium,  Norway,  Sweden, 
Denmark,  Switzerland,  Rumania,  the  Imperial  Bank  of  Japan,  the  Reichsbank  of  Ger- 
many, and  the  Austro-Hungarian  Bank — ^now  aggregate,  at  tne  normal  rates  of  exchange, 
approximatelv  $51,000,000,000;  but  at  the  exchange  rates  which  prevail  at  this  time, 
the  combined  resources  of  all  of  the  national  banks  of  these  14  leading  countries  of 
Europe  and  Asia  are  worth  in  American  money  lees  than  $12,000,000,000,  which  is 
about  one-half  of  the  resources  of  the  national  banks  of  the  United  States  alone, 
exclusive  of  the  resources  of  our  Federal  reserve  banks,  about  $6,000,000,000,  and  of 
our  State  banks  and  trust  companies  whose  resources  amount  to  over  $26,000,000,000 
additional.  This  means  that  the  assets  of  these  foreign  banks  show  a  depreciation  in 
value,  as  compared  with  the  normal  exchange  rate  of  nearly  $40,000,000,0000. 

While  taking  the  leading  part  in  the  commercial,  the  banking,  and  industrial  affairs 
of  the  world,  our  people,  rich  and  poor  alike,  have  also  distinjguidied  themselves  for 
hi^h  altruism,  and  have  now  the  deep  satisfaction  of  having  given  away  for  the  relief 
of  human  misery  and  human  suffering — and  in  aid  of  our  own  and  oiu:  allies*  fighting 
men  in  these  several  soul-stirring  years  through  which  we  have  just  passed — sums 
vaster  than  any  people  have  ever  before  raised  and  contributed  in  so  short  a  time  for 
the  relief  of  mankind.  During  these  past  three  years  we  have  poiured  out  to  the 
hungry,  the  sick,  and  destitute  abroad  through  the  American  Red  Cross  and  one  or 
two  other  like  agencies  alone  nearly  as  mucn  as  the  whole  of  the  resources  of  the 
great  Bank  of  England  a  little  while  before  the  b^innin^  of  the  World  War  in  1914. 

The  tremendous  impetus  which  was  given  to  industrial  development  here  by  the 
European  war  and  tne  insatiable  demand  arising  from  the  absolute  need  for 
American  products  of  all  kinds,  food,  equipment,  and  munitions,  regardless  of  coet, 
brought  about  a  price  inflation  and  expansion,  resulting  in  unprecedented  increase  in 
wages  and  profits  which  sound  economists  believed  could  not  continue  without  lead> 
ing  ultimately  to  explosion  and  collapse.  Through  many  months  past  the  best 
thought  of  statesmen,  economists,  and  financiers  has  been  directed  toward  the  prob- 
lem of  replacing  our  business  and  industrial  interests  on  a  solid  and  enduring  basis. 
The  deflation  and  subsidence  in  prices  are  proceeding  by  orderlv  and  satiAictory 
steps  and  methods.  If  we  will  continue  to  act  on  wise  counsel  ana  keep  clear  headfs 
and  steady  hands,  we  can  and  will  avert  a  panic  or  crisis  like  those  u  hich  have  in  Hie 
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past  followed  periods  of  wild  proeperity  and  excessive  business  activi^.  The  bet 
•Chat  d^tion  is  gradual,  marked  by  occasional  pauses,  is  the  best  possible  evidence 
that  it  will  proceed  safely.  A  process  of  change  involving  many  billions  of  dollars, 
a  hundred  millions  of  our  own  people,  and,  lees  directly,  all  the  nations  of  the  earth 
must  be  smooth,  slow,  and  steaay  to  avert  a  crash. 

We  need  the  prospective  of  history  to  enable  our  people  to  realize  fully  their  splen- 
did financial  achievements  of  the  past  six  years.  It  was  the  United  States  of  America 
which  not  only  provided  all  of  the  money  needed  to  mobilize,  equip,  and  feed  its 
own  Army  and  Navy  of  4,000,000  men,  of  whom  2,000,000  were  fiffhtmg  3,000  miles 
from  home,  but  this  country  also,  by  its  financial  aid  to  England,  France,  and  Italy 
prevented  the  defeat  of  the  Allies.  Thev  would  have  been  unable  to  continue  the 
war  but  for  American  money,  so  liberaUy  and  promptly  put  at  their  service.  I 
remember  vividly  the  earnest  statement  to  me  by  the  then  Bntish  ambassadw,  Spring- 
Rice,  soon  after  we  entered  the  war,  that  if  our  country  should  not  continue  its  finan- 
cial assistance  and  maintain  in  the  money  markets  of  the  world  the  price  of  sterling 
elchange,  the  Allies  would  be  obliged  to  surrender.  He  warningly  added,  "  It  will 
be  our  time  to  go  first,  but  yours  next. 

In  the  three  years  from  our  entrance  into  the  war  this  country  raised  for  itself  and 
its  allies  thirty-seven  and  one-half  billion  dollais,  about  one-third  by  taxation  and 
two-thirds  by  the  sale  of  bonds  and  short-time  notes.  Present  indications  are  that 
within  the  first  two  years  from  the  signing  of  the  armistice,  this  Government  will  have 
reduced  its  debt  from  the  highest  point  by  two,  if  not  three,  billion  dollars.  In  other 
words,  we  will,  in  two  years  have  paid  off  an  amount  almost  equal  to  Hoe  total  debt 
of  the  United  States  at  the  close  of  the  Civil  War,  then  at  the  highest  point  since  the 
formation  of  our  Government. 

The  total  amount  of  Liberty  bonds  and  Victory  notes  placed  by  this  country  was 
about  twenty-one  and  one-half  billion  dollars,  the  balance  of  the  Government  debt 
being  made  up  of  short-term  certificates  of  indebtedness.  The  records  of  our  national 
banb  show  tnat  at  the  beginning  of  May,  1920,  the  amount  of  Liberty  bonds  and 
Victory  notes  owned  by  them,  plus  the  amount  upon  which  they  were  making  loans, 
was  only  $1,940,000,000. 

If  we  assume  that  the  State  banks  and  trust  companies  of  the  country  hold  an 
equal  amount  of  these  securities  for  investment  and  as  collateral,  it  woiud  appear 
tlttt  the  aggregate  amount  of  Liberty  bonds  and  Victory  notes  now  owned  by  investors 
UMm  which  no  money  is  being  borrowed  in  the  banks^  reaches  the  huge  total  of 
116,000,000,000.  This  vast  sum,  therefore,  represents  savings  of  the  American  people 
which  thf  y  have  invested  in  Government  securities  during  these  past  three  years 
exclusive  of  the  enormous  investments  which  they  have  made  in  the  same  period  in 
other  securities  and  enterprises. 

I  believe  that  the  banks  of  our  country,  both  national  and  State,  are  now  fully  pre- 
pared to  meet  any  strain  or  shrinkage  in  business.  The  Federal  reserve  system,  with- 
out which  it  would  have  been  impossible  for  this  country  to  have  financed  itself  or 
the  Allies,  and  without  which  the  war  would  have  been  lost  to  us — ^involving  miseries 
which  baffle  imagination  and  would  have  been  protracted  through  generations— is 
operating  smoothly  and  most  efitdently,  with  the  gathered  and  accumulated  experi- 
ence of  uie  past  five  and  one-half  years. 

I  am  happy  to  be  able  to  say  to  you  that  I  see  no  clouds  upon  the  horizon  to  justify 
fears  of  a  nnandal  cyclone,  but  we  can  not  count  upon  enjoying  fsai  weather  forever. 
There  will  necessarily  be  some  stiff  breezes,  perhaps  some  stormy  weather,  but  none 
that  we  can  not  saiely  endure  by  adjusting  our  sails  and  holding  firmly  the  helm.  He 
is  a  foolish  captain  who  fails  to  reef  when  weather  signals  and  barometer  tell  of  squalls 
comine. 

Much  has  been  said  in  the  newspapers  recently  of  alleged  scarcity  of  money  and 
credit,  and  grave  fears  and  doubts  nave  been  expressed  regarding  the  ability  of  the 
banks  of  the  country  to  furnish  the  funds  which  will  be  required  in  the  next  few 
months  for  the  movement  of  the  crops.  The  popular  idea  is  that  the  money  needed 
for  crop  movement  may  be  obtained  only  by  loans  and  accommodations  from  banks, 
national  and  State.  I  am  not  in  a  position  to  eive  you  full  figures  as  to  State  banks 
and  trust  companies,  but  I  have  figures  in  regara  to  the  national  banks,  which  I  think 
throw  much  light  upon  the  present  situation. 

The  loans  and  discounts  of  the  national  banks  of  the  country  at  the  time  of  the  last 
rep(uiB  from  all  banks,  just  a  year  ago,  amounted  to  somethiiig  over  $11,000,000,000 
as  compared  with  about  $7,000,000,000  of  loans  and  discounts  in  State  commercial 
banks  and  private  banks;  $3,000,000,000  of  loans  and  discounts  in  mutual  and  stock 
savings  banks,  and  $4,000,000,000  of  loansand  discounts  in  the  trust  companies.  As 
the  loans  and  discounts  in  the  national  banks  therefore  represent  so  large  a  proportion 
of  the  total,  I  think  we  may  be  justified  in  assuming  that  the  figures  as  to  the  national 
banks  are  typical  of  general  banking  conditions. 
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An  analysis  recently  made  of  the  loans  and  discounts  of  all  the  national  banks  of 
the  countiy,  as  reported  at  the  time  of  each  call  for  the  past  50  years,  brings  out  the 
difference  shown  between  the  third  call  for  statements  of  condition,  vsually  in  June, 
and  the  fourth  call^  usually  in  September  or  October.  This  interval  is  the  active 
period  of  crop  moving,  supposed  to  be  the  critical  time  of  the  year.  For  the  past 
50  years  the  loans  and  discounts  of  the  national  banks  have  shown  between  the  sum- 
mer and  autumn  calls  the  following  average  annual  percentages  of  increase  for  each 
of  the  five  decades: 

Percent. 

From  1870  to  1880,  average  yearly  increase  in  loans  and  discounts 1. 5 

From  1880  to  1890,  average  yearly  increase  in  loans  and  discounts 2.  3 

From  1890  to  1900,  average  yearly  increase  in  loans  and  discounts 4 

From  1900  to  1910,  average  yearly  increase  in  loans  and  discounts 2.  2 

From  1910  to  1920,  average  yearly  increase  in  loans  and  discounts 1. 6 

It  is  also  worthy  of  note  that  in  years  of  financial  panic  or  special  money  pressure 
the  loans  and  discounts  of  the  national  banks  instead  of  increasing  in  this  particular 
X)eriod  of  the  year  have  usually  shown  an  actual  contraction.  For  example,  in  the 
year  1884,  between  June  20  and  September  30,  there  was  a  reduction  in  loans  and  dis- 
counts in  the  national  banks  of  1.9  per  cent.  In  the  panic  year  1893,  between  July  12 
and  October  3,  there  was  a  shrinkage  of  8.8  per  cent.  In  1896,  between  July  14  and 
October  6,  there  was  a  decline  in  loans  and  discounts  of  4  per  cent.  In  1914  between 
June  30  and  September  12,  there  was  a  shrinkage  of  0.5  per  cent,  and  in  1918,  the  last 
year  of  the  war,  oetween  June  29  and  September  1,  there  was  a  shrinka^^  of  0.4  per  cent. 

The  present  indications,  unfortunately,  are  that  some  of  the  principal  crops  of  the 
current  year  are  likely  to  be  less  abundant  than  in  1919,  and  as  prices  are  also  showing 
a  declining  tendency,  the  amount  of  money  necessary  to  move  the  crops  this  year 
should  be  proportionately  reduced. 

The  primary  function  of  the  reserve  banks  as  originally  designed  was  to  provide  an 
agency  which  could  furnish  credit  and  currency  in  times  of  financial  emergency,  or  in 
periods  of  the  year  when  additional  funds  were  necessary  for  the  movement  of  crops  or 
to  meet  the  legitimate  demands  of  expanding  business.  Until  the  creation  oi  the 
Federal  reserve  system,  and  until  Secretary  McAdoo,  just  before  this  system  was  in- 
augurated, deposited  Government  money  in  the  banks  to  help  move  the  crops,  the 
only  means  the  banks  had  for  providing  funds  for  special  emergencies  was  by  borrowing 
through  loans  and  rediscounts  of  other  banks  which  might  happen  to  be  better  supplieo, 
or  by  drawing  upon  their  reserves,  principally  carried  with  tne  national  banks  in  the 
reserve  cities.  For  some  years  prior  to  1914  there  had  been  no  opportunity  for  increas- 
ing the  circulating  currency  by  issuing  more  bank  notes  because  of  the  scarcity  of  the 
ola  issues  of  Government  bonds,  nearly  all  of  which  had  been  retired,  except  those 
which  were  already  deposited  as  security  for  bank  circulation. 

Let  us  now  consider  the  extent  to  which  the  banks,  on  their  part,  have  met  the  de- 
mands upon  them  by  borrowing  money  from  other  banks.  The  records  of  the  comp- 
troller 's  office  show  that  the  total  borrowings  of  all  the  national  banks  of  the  country  for 
the  50-year  period  prior  to  1913,  both  on  notes  rediscounted  and  on  bills  payable,  bad 
never  exceeded  at  the  time  of  any  call  for  reports  of  condition  $100,000,000;  the  maxi- 
mum of  100  millions  being  reached  at  the  time  of  the  fifth  call  in  1907  for  reports  of 
condition,  after  the  panic  in  October  of  that  year.  By  November,  1908,  the  total 
borrowings  of  all  the  national  banks  on  notes  rediscounted  and  bills  payable  had  been 
reduced  to  39  millions.  In  the  summer  of  1913  the  aggregate  of  notes  rediscounted 
and  bills  payable  again  went  up,  this  time  to  $108,000,^  at  the  time  of  the  August 
call .  In  1914,  after  the  outbreak  of  the  European  war,  the  total  amount  of  bills  payable 
and  rediscounts  of  all  national  banks  reached  $162,000,000 — the  highest  that  had  ever 
been  recorded  prior  to  the  inauguration  of  the  Federal  reserve  system. 

During  the  year  1915,  after  the  opening  of  the  Federal  reserve  biuiks,  the  maximum 
borrowing  of  all  the  national  banks  was  105  millions,  at  the  time  of  the  September 
call.  In  1916  the  highest  borrowing  of  the  national  banks  on  notes  rediscounted  and 
bills  payable  was  $91,000,000,  in  September  of  that  year. 

The  records  show  and  it  is  worthy  of  note^  that  the  national  banks  of  the  country  did 
not  avail  themselves  of  the  discount  facilities  of  the  Federal  reserve  system  to  uiy 
material  extent  until  the  first  Liberty  loan  was  placed  in  the  summer  of  1917 — two 
and  one-half  years  after  the  opening  of  these  banks. 

In  the  year  1917  the  first  and  second  Liberty  loans  were  placed,  reaching  a 
total  of  nearly  $6,000,000,000,  but  the  maximum  borrowings  by  national  banks  at 
the  time  of  calls  that  year,  including  all  advances  from  the  Federal  reserve  banks 
were  reported,  in  December,  at  $741,000,000.  In  1918  the  third  and  fourth  Liberty- 
loans  aggregating  over  $11,000,000,000  were  floated,  and  the  borrowings  from  the 
Federal  reserve  and  other  banks  at  the  time  of  the  December  call,  in  1918,  had  in- 
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creaged  to  $1,380,000,000.    The  Victory  notes  for  $4,600,000,000  were  placed  in  1919, 

and  the  borrowingB  of  the  national  banks  from  the  Federal  reserve  and  other  banks 
advanced  from  1,380  million  in  December,  1918,  to  the  then  maximum  of  $1,911,000 
in  December,  1919,  of  which  the  far  greater  part  was  borrowed  on  notes  secui^  by  the 
war  bonds. 

It  is  also  distinctly  reassuring  to  contemplate  how  comparatively  small  has  been 
the  expansion,  which  the  placing  of  these  huge  bond  issues  has  involved,  in  the  loans 
and  discounts  made  to  their  customers  by  the  national  banks  durine:  the  period  in  which 
the  Government  was  thus  marketing  and  collecting  the  proceeds  of  $21,500,000,000 
of  Libertjr  bonds  and  Victory  notes,  and  several  billion  dollars  additional  of  short 
term  certificatee  of  indebtedness.  Although  these  vast  transactions  were  carried 
through  in  a  time- of  extraordinary  business  activity,  yet  the  increase  in  the  loans 
and  (fiscounts  of  the  national  banks,  exclusive  of  rediscounts,  in  the  three  years  be- 
tween May  1,  1917,  and  May  4.  1920,  was  only  about  $3,500,000,000— less  than  15  per 
cent  of  all  Grovemment  securities  placed  in  this  period. 

At  the  present  time  the  total  amount  of  money  which  all  the  national  banks  of  the 
country  are  borrowing  on  notes  rediscounted  and  bills  payable,  from  the  Federal 
reem^e  banks,  and  from  all  other  banks,  is  only  about  $2,000,000,000.  As  these 
national  banks  now,  themselves,  own  only  about  $1 .000,000,000  of  Liberty  bonds  and 
Victory  notes  and  are  holding,  as  stated,  approximately  one  billion  additional  as  col- 
lateral, it  is  apparent  that,  if  by  any  means  the  Government  should  take  over  or  re- 
deem the  $2,000,000,000  of  liberty  bonds  and  Victory  notes  owned  and  held  as  collat- 
eral by  national  banks,  these  banks  would  be  able  to  discharge  practically  all  their 
loans  obtained  from  the  Federal  reserve  banks  and  from  all  other  banks.  These  figures 
are  indicative  of  the  strength  of  the  banks  at  this  time,  but  there  is  neither  need  nor 
probability  that  the  Government  will  redeem  its  bonds  in  the  immediate  future  save 
by  purchases  in  the  open  market,  and  through  the  operations  of  the  sinking  fund,  as 
provided  by  law. 

The  strildng  feature  of  the  situation  is  not  that  the  banks  of  the  country  should  have 
become  as  much  indebted  to  the  Federal  reserve  banks  as  they  are,  but  that  they  ^ould 
have  been  able  to  handle  these  gigantic  transactions  during  these  past  three  years  so 
easily  and  so  comfortably,  with  so  little  inflation,  and  with  such  comparatively  small 
borrowings,  when  we  consider  the  unprecedenteil  size  of  the  bond  issues  which  were 
sold  and  collected  for  through  our  banks,  both  National  and  State,  from  20,000,000 
buyers. 

It  will  probably  be  surprising,  and  certainly  rqissuring,  to  the  public  to  know  that 
it  die  time  of  the  last  call  for  statements  of  condition,  the  4th  of  last  month,  4,596 
national  banks,  out  of  a  total  of  8,000,  reported  that  they  were  not  borrowing  one  dollar 
from  their  Federal  reserve  banks  either  through  notes  rediscounted  or  on  biUs  payable; 
the  total  number  so  borrowing  being  less  than  421  per  cent  of  the  whole. 

The  Government  financing  is  now  practically  completed  and  the  Nation  is  reducing 
instead  of  increasing  the  public  debt.  With  the  declining  tendency  in  the  prices  of 
conunodi ties,  now  visible  in  many  directions,  with  the  quieter  tendency  in  many 
classes  of  business,  there  are  cumulative  reasons  for  expecting  a  gradual  and  healthy 
reduction  of  the  indebtedness  now  due  by  the  member  banks  of  the  country  to  the 
Federal  reser\'e  banks  and  an  early  return  to  more  normal  financial  and  industrial 
conditions. 

In  vie«  of  the  apprehension  which  has  been  expressed  as  to  a  possible  shrinkage  in 
bank  deposits  between  the  summer  and  autumn  calls,  incident  to  the  harvestinj?  of  the 
crops,  it  may  be  interesting  to  you  to  learn  first,  that  in  the  amount  of  deposits  held 
by  national  oanks  for  other  national  banks  in  the  past  half  century  there  has  been  an 
increase  between  the  times  of  the  summer  and  autumn  calls  for  reports  of  condition 
almost  as  frequently  as  there  has  been  shown  a  shrinkage.  Increases  are  reported  in 
22  years  and  x^uctions  in  28.  Secondly,  the  individual  deposits  in  the  national  banks 
of  the  country  for  the  past  50  years  have  far  more  frequently  increased  than  thev  have 
declined  during  the  period  wnile  banking  resources  have  been  drawn  upon  to  furnish 
the  crop-moving  fimd.  In  30  years  of  this  period  the  individual  deposits  of  national 
banks  actually  increased,  and  in  only  20  years  of  this  time  did  they  show  a  decline. 

For  reasons  which  I  have  endeavored  to  explain  to  you  here  in  some  detail,  the 
probabilities  are  that  the  demands  upon  the  banks  for  funds  for  crop  moving  purposes 
this  ^ear  will  be  less  than  last  vear  and  less  than  for  several  years  past.  But  ii  this 
anticipation  ehould  not  be  fulfilled,  and  if  the  member  banks  should  make  larger  calls 
than  ever  upon  the  Federal  reserve  banks,  these  will  be  abundantiy  able  to  meet  any 
lentimate  aemand  for  which  human  foresight  may  provide. 

I  have  shown  you  that  the  largest  amount  the  national  banks  of  the  country  ever 
borrowed  in  any  one  year  through  rediscounts  and  bills  payable  prior  to  1913  was 
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$100JW)0,000.  Witliout  reducing  tlieir  reserve  limits  which,  under  the  law,  the  Fed- 
eral Reserve  Board  has  the  right  in  its  discretion  to  waiA  e,  the  Federal  reser\e  banks 
showed  last  week  an  unused  lending  power  of  more  than  $700,000,000,  and  by  reducinj^ 
the  gold  reserve  requirements  by  only  10  per  cent  on  deposits  and  on  notes  this  addi- 
tional lending  power  could  be  increased  to  two  and  a  hali  billion  dollars  which,  added 
to  the  $2,000,000,000  already  loaned  (mostly  on  war  issues)  would  brine  the  total 
lending  power  of  the  reserve  banks  up  to  about  four  and  a  half  billion  dollars,  or  45 
times  as  much  as  the  maximum  amount  which  the  national  banks  of  the  country 
(comprising  a  vast  majority  of  the  membership  of  the  reserve  system)  ever  borrowed 
at  any  one  time  prior  to  1913,  as  disclosed  by  the  official  records,  and  far  more  than 
they  are  likely  to  avail  of  for  a  great  many  years  to  come. 

The  abounding  prosperity  and  strong  concution  of  the  business  houses  of  this  country 
generally  are  vividly  illustrated  by  the  official  record  of  yearly  commercial  failures  as 
compiled  by  the  mercantile  agencies.  These  reports  tell  us  that  the  number  of  busi- 
ness failures  in  the  United  States  for  last  year,  1919,  was  actually  the  smallest  in  about 
40  years,  or  since  the  year  1881 ,  despite  the  fact  that  the  total  number  of  business 
houses  has  more  than  doubled  in  that  time. 

Furthermore,  the  percentage  of  business  failures  to  the  total  number  of  business 
houses  in  the  countrv  for  the  year  1919,  following  in  the  wake  of  the  greatest  war  in 
all  history,  was  the  lowest  reported  for  any  year  since  the  Ci\dl  War,  and  the  total 
liabilities  of  the  failed  business  concerns  in  1919  were  also  the  lowest,  with  one  ex- 
ception, of  any  year  since  1882.  These  figures  are  encouraging  and  are  reflected  in 
the  reduced  losses  accruing  to  the  banks,  and  in  the  unprecedented  prosperity  of 
these  banks — ^for  the  records  prove  that  our  national  banks  have  enjoyed  a  far  greater 
increase  in  net  earnings  in  the  past  six  years  than  in  the  entire  40  preceding  years. 

In  conclusion,  I  have  the  pleasure  ot  saying  to  you  that  so  far  as  can  be  foreseen 
now  with  known  conditions,  from  the  actual  figures  of  the  present  and  study  of  the 
past,  the  banks  of  the  United  States  are  at  this  time  amply  provided  to  meet  any 
imaginable  emergency.  Not  onlv  the  cash  and  other  resources  in  sight,  but  the 
character  and  methods  of  our  banking  community  and  fraternity  give  me  confidence. 
I  think  our  bankers  are  not  only  sure  of  the  machinery  of  the  system,  but  surer  than 
ever  before  of  their  own  institutions,  of  their  associates  and  connections,  near  and 
for,. and  of  the  country.  I  have  something  of  the  feeling  of  that  good  New  England 
housewife,  of  whom  I  spoke  a  while  ago,  and  aft^  whom  you  seem  to  have  patterned 
so  faithfully  and  loyally,  when  she  could  look  about  her  satisfied  that  her  house  was 
in  order. 

Gentlemen,  let  me  thank  you  agiun  for  the  honor  you  did  me  in  asking  me  here;  for 
the  pleasure  you  have  given  me  with  the  opportunity  to  be  amonfi:  you;  for  the  patience 
with  which  you  have  heard  me.  I  confess  to  bein^  a  proud  enttiusiast  on  our  Ameri- 
can banks;  and  when  I  begin  to  think  of  them,  write  of  them,  or  speak  of  them,  it  is 
a  little  difficult  for  me  to  find  a  stopping  place.  I  am  ready  to  stop  now  in  a  moment. 
I  do  congratulate  you  Maine  men  particularly,  on  the  great  record  of  your  own  banks, 
both  State  and  National.    Then  I  congratulate  you  as  citizens  of  the  Union,  on  our 

feneral  financial  condition,  and  on  the  magnificent  showing  of  our  National  and 
federal  reserve  banking  systems  especially.  Our  country,  through  many  tribula- 
tions and  dangers,  has  come  from  poverty,  extreme  weakness  and  obscurity  to  wealth, 
power,  and  the  foremost  place  among  the  nations,  to  strength  and  power  and  greatness 
beyond  the  conception  of  the  most  ardent  dreamer  who  landed  on  these  shores  three 
centuries  ago.  '* Thank  God  and  take  courage,"  they  would  have  said.  It  is  for  us, 
too,  to  thank  God,  to  enlarge  our  courage,  to  fix  our  faith  in  America  and  the  American 
people,  to  feel  we  are  on  granite  foundations,  to  realize  that  we  have  the  huge  strength 
to  00  the  huge  tasks  before  us  and  to  set  our  faces  to  them  and  go  right  on. 


Address  of  John  Skelton  WlUiams,  formerlr  First  Assistant  Secretary  of  the  Treasury,  Comptroller  of  the 
Currency,  and  ex  ofl^o  member  of  the  Federal  Resen'e  Board,  and  Director  of  Finance  and  Purchases 
of  the  United  States  Railroad  Administration,  before  the  convention  of  the  People's  Reconstruction 
League,  at  Washington,  D.  C,  Apr.  15, 1921.] 

"What  Congress  Should  Do." 

Mr.  Chairman  and  members  of  the  People's  Reconstruction  League,  it  is  no  mere 
form  of  words  when  J  tell  you  that  I  thank  you  for  inviting  me  here  to  speak.  I  am. 
glad  of  the  opportunity,  because  eight  years  of  experience  and  observation  behind 
the  scenes  in  the  financial  department  of  our  Government  have  taught  me  much  and 
formed  for  me  thoughts  and  opinions  which,  if  time  allowed — fortunately  for  you  it 
does  not — I  could  pour  out  here  before  you  through  many  hours.    I  venture  to  hope 
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that  poine  of  these  thoughts,  results  of  what  may  be  called  expert  training,  may  be 
useful,  at  least  so  far  as  to  suggest  further  thought  among  my  fellow-citi/ens. 

I  am  asked  to  speak  on  **\Vlb^t  Congress  Should  Do."  There  is  a  Federal  law  which 
requires  the  Comptroller  of  the  Currency  to  include  in  his  annual  reports  to  the  Con- 
gr^  such  recommendations  as  he  may  think  desirable  for  the  improvement  of  our 
banking  and  currency  system,  or  to  increase  the  safety  of  the  depositors  and  holders 
of  national  bank  not^  and  other  creditors  of  our  national  banks:  and  in  obedience  to 
that  law  I  have  had  the  honor  of  submitting,  in  my  annual  reports  as  comptroller,  for 
the  pwt  seven  years,  many  such  recommendations,  some  of  which  have  been  enacted 
into  law  and  pthers  are  still  waiting. 

I  shall  b^j;in  my  address  by  adding  in  advance  one  declaration  of  what  I  think 
Congress  should  not  do.  As  I  am  out  of  office  and  desire  to  stay  out,  you  will  acauit 
me  of  selfish  motive  when  I  express  my  strong  belief  that  Congress  should  not  abolish 
the  office  of  the  Comptroller  of  the  Currency,  as  it  is  asked  to  do.  Having  held  that 
post  from  February,  1914,  to  March,  1921,  1  am  peculiarly  well  qualified  to  judge  of 
ite  importance  in  our  banking  system,  on  the  integrity  and  ability  of  which  our  sta- 
bility and  general  prosperity  so  greatly  depend.    But  more  of  that  presently. 

SECRETARY  OP  AGRICULTURE   SHOULD  BE   EX    OFFICIO   MEMBER    Op    FEDERAL  RE<!ERVE 

BOARD. 

One  of  the  things  that  in  my  opinion  Congress  should  do  is  to  make  the  Secretary  of 
Agriculture,  ex  officio,  a  member  of  the  Federal  Reserve  Board,  and  I  would  give  him 
authority  to  deputize  an  .\88i^ant  Secretary  of  Agriculture  to  represent  him  at  meet- 
ings of  the  boaro  which  he  may  be  unable  to  attend.  This  I  believe  to  be  desirable, 
even  though  it  involve  a  reduction  in  the  number  of  appointed  members.  The  Hon. 
E.  T.  Meredith,  of  Towa,  was  one  of  the  ablest  and  most  useful  directors  of  the  Federal 
Reserve  Bank  of  Chicago  until  he  resigned  to  enter  President  Wilson's  Cabinet  as 
Secretary  of  Agriculture.  If  he  had  been  a  member,  ex  officio,  of  the  Fefleml  Reserve 
Board  during  the  pist  critical  year,  while  he  was  Secretary  of  Agriculture,  his  services 
on  the  boarci  would  have  been  invaluable.  The  Secretary  of  Agriculture  is,  or  should 
he,  a  man  who  knows  closely  and  thoroughly  the  needs  and  condition  of  the  farmers, 
the  original  producers,  the  real  mainsprings  of  our  activities  and  sources  of  our  strength . 
We  are  at  a  moment  of  reaction— reaction  in  this  case,  in  the  right  direction.  *'Back 
to  the  farm*'  has  meaning  far  wider  than  the  return  of  individuals  from  the  cities  to 
the  furrows  and  fields.  It  means  that  the  strongest  and  most  earnest  intellect  of  the 
country  is  being  directed  to  the  farm,  and  the  farmer,  and  their  requirements,  and  has 
been  aroused  to  the  truth  that  unless  there  is  fair  opportunity  and  reward  for  the 
investment,  intelligence,  and  labor  of  the  man  and  woman  on  the  farm,  the  hairing 
of  our  progress  and  the  collapse  of  our  power  are  inevitable. 

The  agricultural  interests— quiet,  generally  steady,  inarticulate,  scattered  and 
nnoiganized  and  sometimes  wasting  strength,  and  losing  cause  by  misdirected  out- 
br^k  and  protest  vainly  vehement— has  not  had  the  power,  or  the  consideration  to 
which  its  importance  entitles  it.  That  unhappy  fact  is  being  realized  now  as  never 
before  in  three-fourths  of  a  century.  We  see  the  curious  and  apparently  contradictory 
condition  that  now  when  the  city  and  town  population,  the  nrst  time  in  our  historv, 
outeumbers  the  country  population,  the  welfare  of  the  farmer  is  studied  more  zealously 
and  its  promotion  sought  more  dili^ntly  than  when  the  farmers  outnumbered  the 
urban  residents  five  to  one.  The  cities  have  been  taught  by  strokes  of  adversitv  that 
they  can  not  fatten  and  thrive  while  there  is  starvation  and  poverty  on  the  farms. 
Therefore  the  presence  of  a  direct  representative  of  the  farming  people  in  the  supreme 
council  of  the  nation's  financial  management  would  be  in  exact  accord  with  the  trend 
of  preeent-day  political  philosophy  and  economic  doctrine. 

MEN  ENTITLED  TO  MAIN  CREDIT  FOR  FEDERAL  RESERVE  ACT,  WHICH  IS  DESCRIBED  AS 
"the  GREATEST  PRODUCT  OP  FINANCLAL  AND  POUTICAL  GENIUS  THE  WORLD  HAS 
KNOWN." 

If  a  real  fanner  or  a  man  in  real  sympathy  with  farmers,  and  having  practical 
knowledge  of  their  situation,  had  been  on  the  Federal  Reserve  Board,  perhaps  his 
influence  and  representations  might  have  saved  that  body  from  some  of  the  errors 
into  which,  in  my  opinion,  it  has  been  led,  or  has  strayed .  As  you  know,  the  Reserve 
Board  forms  and  directs  the  policies  and  management  of  the  Federal  reserve  svstem. 
That  svstem,  I  believe,  to  be  the  greatest  product  of  financial  and  political  genius  the 
world  has  known,  and  the  men  who  had  the  largest  Dart  in  its  creation  and  develop- 
ment were:  President  Woodrow  Wilson,  William  G.  McAdoo,  Secretary  of  the  Treas- 
ury; Carter  Glass,  later  Secretary  of  the  Treasury;  and  at  the  time  of  the  passage  of 
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the  Federal  reserve  act  chairman  of  the  Banking  and  Currency  Committee  of  the 
House  of  Representatives;  and  Senator  Robert  L.  Owen,  then  chairman  of  the  Bank- 
ing and  Currency  Committee  of  the  United  States  Senate. 

WITHOUT  FEDERAL  RESERVE   ACT  THE   WAR  WOULD   HAVE    BEEN  LOST. 

The  theory,  conception,  and  purppse  of  the  Federal  reserve  system  are  as  near  per- 
fection as  the  human  mind  can  produce.  I  am  earnestly  sincere  in  declaring  that  it 
was  one  of  the  most  potent  means  for  saving  this  country  and  the  world  during  the 
war,  and  that  without  it  hideous  disaster  would  have  come  uj^on  us/  I  can  recall 
numerous  occasions  during  these  past  few  fateful  Ye&t's  when  without  the  aid  of  the 
Federal  reserve  system  rum  would  have  been  inevitable. 

But  no  machinery  can  operate  successfully  indefinitely  without  intelligent  super- 
vision and  direction.  The  finest  watch  must  be  examined,  corrected,  oiled,  and 
cleaned  sometimes.  I  think  one  mistake  of  the  Federal  Reserve  Board,  of  which  I, 
officially,  was  a  member,  was  in  leaving  the  Federal  reserve  machine  to  operate  to 
too  great  an  extent  automatically,  regardless  of  special  and  exceptional  circumstances 
and  changing  conditions.  By  that  mistake  farming  communities  and  farmers  and 
business  men  and  others  in  all  parts  of  the  country  have  suffered,  in  my  opinion. 
I  am  jealous  as  any  conservative  business  man  must  be  of  intrusive  interJFerence  by 
Congress,  or  any  political  power,  in  commercial  or  financial  affairs.  Yet  it  seems  to 
me  some  wrongs  have  been  done  and  some  unnecessary  hardships  inflicted  by  lack  of 
r^^ulation  of  the  machinery,  such  as  Congress  could  require  and  enforce,  and  by  some 
changes  make  certain. 

HOW  MONET   RATES  IN   NEW  YORK  CITT  ARE   ARTIFICL/ILLY  MADE   AND  MAINTAINED. 

A  primary  purpose  of  the  reserve  system  is  to  provide  for  the  ebb,  flow,  and  dis- 
tribution of  the  coimtry's  supply  of  money  to  meet  the  Iq^timate  needs  of  the  people 
and  of  commerce.  Generally,  that  purpose  has  been  fulfilled  admirably.  Some- 
times it  has  been  impeded  or  prevented  and  troubles  have  ensued  in  consequence. 
For  instance,  when  abnormally  high  rates  for  money  for  speculative  or  other  pur- 
poses have  been  made  and  maintained  in  New  York,  the  natural  result  has  been  to 
draw  money  from  sections  where  it  was  needed  for  productive  and  constructive 
work  to  where  it  could  earn  extraordinary  profits  from  the  necessities  of  speculators 
and  promoters.  The  farmer,  merchant,  or  manufacturer  in  the  West  and  South, 
and  also  elsewhere  found  money  scarce  at  the  6  per  cent,  7  per  cent,  and  8  per  cent 
rates  he  could  afford  to  pay,  because  New  York  was  offering  from  10  per  cent  to  30 
per  cent.    This  tends  to  defeat  the  wise  and  beneficent  purpose  of  the  system. 

I  used  my  official  powers  to  investigate  this  subject  as  thoroughly  as  possible  and 
made  some  astounding  discoveries.  Tne  daily  rates  for  call  money,  meaning  money 
loaned  on  stock  and  bond  collateral,  to  be  called  at  will,  are  fixed  daily  by  fiom  five 
to  eight  members  of  the  New  York  Stock  Exchange,  men  also  actively  concerned 
in  the  purchase  and  sale  of  stocks,  meeting  informally  at  the  exchange  or  consulting 
over  telephones.  They  are  responsible  to  nobody,  under  no  direction.  Their  casual, 
hasty  decisions  not  only  affect  the  prices  of  money  and  stocks  there — ^frequently 
meaning  diisister  or  gain  to  hundreds  of  individuals  and  interests— but  tend  strongly 
to  determine  the  movement  and  prices  of  money  and  incidentally,  to  a  CTeater  or 
less  extent,  of  wheat  and  other  commodities — for  more  than  a  hundred  million  peo- 
ple. 

Perhaps  it  may  be  difficult  to  prevent  this  fixing  of  the  daily  money  rate,  and 
adoption  of  it,  by  all  the  banks  in  the  financial  capital  of  the  country.  The  State 
of  New  York  makes  the  sky  the  limit  for  interest  on  demand  collateral  loans  for  $5,- 

000  or  more.  I  respectfully  suggest  to  the  Congress  that  these  burdensome  and  some- 
times destructive  rates  could  be  largely,  if  not  entirely,  prevented  by  an  amend- 
ment to  the  Federal  reserve  a' t  whicn  should  provide  that  no  Federal  reserve  bank 
shall  loan  money  to  a  member  bank  which  charges  its  customers  as  interest  on  any 
of  its  loans  a  rate  in  excess  of  what  Congress  may  regard  as  a  reasonable  maximum 
rate.  Many  of  the  most  successful  banks  in  the  country — both  large  and  small — 
adhere  closely  to  the  interest  rates  fixed  by  law,  and  prosper  while  doing  so.  It 
has  been  suggested  that  the  passage  of  such  an  amendment  would  result  in  the  with- 
drawal from  the  Federal  reserve  system  of  many  State  banks  and  trust  companies, 
which  would  refuse  to  accept  such  restrictions,  but  my  answer  is  that  I  believe  the 
system  would  be  stroUjger  and  better  off  without  those  banks  which  think  they  can 
not  exist  or  prosper  without  exacting  usurious  and  unconscionable  ratOb-  for  money. 

1  also  believe  that  even  without  such  a  law,  active,  vigilant,  intelligent  administra- 
tion of  the  Federal  reserve  system  machinery  could  prevent  or  limit  such  conditions 
\nd  methods,  which  so  greatly  impair  its  usefulness  and  diminish  its  value. 
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''BUREAUMANIA"   and  the   "  CIBCUMLOCUTION   OrFICB." 

Talking  on  this  subject  I  shall  be  forced  to  speak  bluntly.  I  do  not  know  that  it 
ifl  neceeaary  for  me  to  follow  the  recent  example  of  another  Comptroller  of  the  Currency 
to  regale  and  entertain  you  with  collo(][uial  conversations  quite  as  vivid  and  pic- 
turesque as  those  he  employed  so  brilliantly,  so  successfully.  But  it  is  proper  for 
a  man  talking  to,  and  for,  men  who  dig  their  livings  from  the  ground  to  call  a  spade 
a  spade  when  necessary. 

I  believe  Congress  should  so  amend  the  Federal  reserve  act  as  to  make  it  not  only 
fool  proof  and  crook  proof,  but  immune  from  the  disease  which  I  coin  a  word  to  des- 
cribe as  "  bureaumania. "  That  is  the  mania  so  prevalent  here  in  Washington,  and 
at  every  other  seat  of  Government,  for  trusting  the  official  machinery  to  work  auto- 
matically, insisting  on  inflexible  routine,  refusing  to  recognize  or  imagine  that  the 
lifting  and  chan^in^  of  conditions  may  reouire  departure  from  established  rules 
and  precedents.  It  is  not  a  new  trouble.  Dickens  description  t)f  the  "Circum- 
location  office"  in  London,  written  70  years  ago,  reads  like  a  photograph  of  one  of 
our  departments.  Every  civilized  Government  has  been  and  is  hampered  in  every 
emergency  by  "  bureaumania. "  Victims  of  it  lose  initiative^  human  8)^mpathy,  and 
the  capacity  for  human  interest  in  any  event  or  person.  Their  thought  is  compressed 
in  fixed  umform  molds,  each  exactly  like  all  the  others.  Emotions  are  diluted  un- 
til hardly  a  trace  of  them  remains,  and  faculties  are  congealed  and  atrophied. 

BANKS  CAN   NOT  BE  BPFICIBNTLY  SUPERVISED  BY  A   "DEBATING  80CTETY.** 

Early  in  my  tenure  of  office  I  learned  that  the  national  banking  system  can  not 
be  properly  watched,  regulated,  and  governed  from  Washington  merely  by  traditions, 
fixra  rules,  form  letters,  and  "respectfully  referreds."  Eight  thousand  banks  repre- 
sent eight  thousand,  more  or  less,  different  personalities  and  conditions  to  be  dealt  with. 
With  some  of  them  the  blunders  of  honest  men  must  be  corrected  and  ill  consequences 
averted  with  generous  and  gentle  consideration.  With  others  arrogant  defiance  and 
disregard  of  the  law,  crookedness,  or  culpable  carelessness  must  be  met  by  stem 
rebuke,  and,  when  necessary,  prosecution.  In  mv  judgment  attempt  to  operate  this 
Vast  complex  system  either  automatically  or  by  a  debating  society  of  seven  benevolent 
gentlemen,  through  usual  bureaucratic  metl^ods,  and  without  the  direction  of  a  vi^r- 
oits,  thinking,  understanding  personality  mmiliar  with  facte  and  problems  outside 
official  information,  would  be  injurious  certainly,  disastrous  almost  inevitably. 

That  this  evil  of  "bureaumama"  that  would  threaten  our  national  banking  systen* 
has  already  impaired  the  value  of  the  Federal  reserve  system  I  believe  strongly — my 
belief  based  on  practical  experience  and  the  results  of  actual  experiment,  ifsing  my 
mivilege  as  an  ex  officio  member,  one  of  a  total  of  seven  members,  of  the  Federal 
Reserve  Board,  I  have  filed  protests  as  strong  as  I  could  make  them  against  failure 
to  use  the  board's  power  to  correct  or  modify  the  wrongs  and  evils  which  1  thought 
I  could  see  very  distinctly.  I  regret  to  say  that  my  remonstrances  and  appeals  seemed 
to  create  in  the  majoritv  of  my  fellow  members  the  mood  of  an  old  gentleman  aroused 
rudely  from  a  nap.  They  were  more  querulous  than  interested,  seemed  to  be  more 
intent  on  constructing  a  snarling  retort  than  on  considering  whether  there  was  need 
of  reform  or  correction.  They  had  started  the  machine  to  work,  strictly  in  accord 
with  the  law,  and  apparentl^r  considered  their  duty  to  be  to  let  it  work  along,  regard- 
less of  what  havoc  or  injustice  it  might  cause  or  what  unforeseen  conditions  might 
demand  some  tightening  up  here  or  loosening  there,  slowing  down,  or  oiling. 

BARKEST  PROTESTS  AGAINST  BOARD 's  FAILURE  TO  USE  ITS  POWERS  TO  CORRECT  PRESS- 
ING  EVILS   PASS   UNHEEDED. 

The  ensuing  correspondence  was  voluminous — ^more  than  100  pages  of  typewritten 
matter.  They  seemed  to  me  to  dodge  and  evade  the  main  issue  by  making  complaint 
tJiat  the  Comptroller  of  the  Currency's  examinations  of  banks  were  too  frequent  or 
too  infrequent,  too  rigid  or  too  lax.  As  to  that  they  were  promptly  referred  to  the 
official  records  for  complete  vindication  of  the  methods  and  policies  of  the  comp- 
troller's bureau  under  my  administration.  The  official  figures  showed  them  that  in 
the  matter  of  immunity  from  failure,  in  growth,  in  earnings,  and  in  service  rendered, 
the  record  imder  the  last  administration  was  by  far  the  best  in  the  history  of  the 
national  banking  system.  For  example,  the  percentage  of  losses  to  depositors  to  total 
depoeiti;,  last  year  was  the  smallest  in  about  40  years,  except  only  the  nscal  j^ear  1919, 
when  there  was  not  one  dollar's  loss  to  any  depositor  in  any  national  bank  in  the 
United  States,  although  the  number  of  depositors  was  approximately  20,000,000  and 
tiie  sum  toUl  of  their  deposits  about  116,000,000,000. 
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It  is  obvious  that  the  question  of  the  examination  of  national  banks  was  quite 
irrelevant  to  the  giave  matters  of  which  I  complained  in  mv  correspondence  with 
the  board,  such  as  (a)  the  perilous  swiftness  of  the  process  of  deflation;  (6)  the  artificial 
diversion  to  New  York  oi  hundreds  of  millions  of  dollars,  sorely  needed  elsewhere; 
(r)  the  huge  sums  advanced  to  certain  banks  for  use  in  promotions  and  speculations, 
and  (d)  the  excessive  and  burdensome  interest  rates  imposed  upon  so  many  banks 
in  the  West  and  South.  The  rate  charged  at  one  time  oy  a  Federal  reserve  bank, 
imder  regulations  approved  bv  the  board,  in  one  exceptional  case  to  a  small  bank 
in  a  farming  section  amounted  to  more  than  80  per  cent  per  annum. 

These  things  seemed  wrong  to  me  from  my  standpoint,  as  an  ordinary  workinc" 
American  business  man,  temporarily  intrusted  witn  certain  official  powers  and 
duties.  The  majority  of  the  board  apparently  was  very  much  more  concerned  over 
my  duties  than  their  own,  and  judging  from  a  recent  letter  from  the  board  it  saturated 
itself  with  some  kind  of  a  vague  suspicion  that  I  was  tryine  to  -'establish  a  record  *' 
at  its  expense — as  if  I  was  a  candidate  for  something.  It  did  not  seem  to  awake  to 
the  possibility  that  I  might  be  very  seriously  intent  upon  doing  something  to  revive 
and  nelp  the  business  of  the  country  and  make  our  recovery  as  quick  and  painless 
and  comfortable  as  possible.  In  this  same  letter  I  am  informed,  to  my  ^reat  aston- 
ishment, that  the  board  does  not  perceive  or  comprehend  the  constructive  sugges- 
tions I  had  so  consistently  urged,  but  it  complains  that  I  have  attacked  or  criticized 
the  board  of  which  they  appear  to  be  acutely  sensitive.  If  that  were  true,  it  seems 
to  me  that  the  ciiticism  should  have  caused  thought  rather  than  resentment,  amend- 
ment if  that  were  found  to  be  justified,  or  definite  contradictions  if  the  facts  and 
figures  would  si  stain  it.  The  truth  is,  I  have  offered  a  series  of  suggestions  and 
recommendatiors,  results  of  study  and  of  conditions,  some  for  the  boaroitself,  others 
to  be  put  before  Congress  and  for  which  the  board's  approval  was  urged. 

NBW  YORK  RESERVE  BANK  LENDS  AT  6  PER  CENT  TO  MEMBER  BANK,  CHARQINO  CUS- 
TOMER AT  SAME  TIME  EQUHTALENT  OF  200  PER  CENT  PER  ANNUM  ON  LARGE  LOAN 
FOR  SIX  MONTHS. 

I  am  giving  this  outline  of  inside  events  to  support  my  contention  that  Congress . 
should  take  action  to  provide  against  negligence,  lack  of  ability,  or  stubborn  oisrc- 
gard  of  the  needs  and  rights  of  tne  publio  by  the  board  or  any  future  board.  As  r  n 
illustration,  I  knew  that  certain  New  York  banks  were  borrowing  from  the  Federal 
reserve  bank,  which  means  from  the  people  of  the  United  States,  millions  of  dollars 
at  5  per  cent  to  6  per  cent,  and  lenoing  it  at  from  10  per  cent  to  50  per  cent,  and 
sometimes  higher  still.  In  ifact.  among  others,  I  gave  them  one  instance,  an  extreme 
case,  where  a  certain  large  bank  la«?t  summer  borrowed  money  from  its  reserve  bank 
at  about  6  per  cent  per  annum,  and  about  the  same  time  loaned  a  customer,  the  head 
of  a  large  manufacturing  enterprise,  $1,000,000,  well  secured  by  collateral,  of  which 
loan  about  $(^00,000  was  passea  on  to  correspondent  I  anks  (without  liabilitjr  to  the 
selling  bank)  at  about  12  per  cent  per  annum,  and  $51H),000  of  the  loan  retained  on 
a  basis  of  interest  and  commission  which  yielded  the  lendinjj  bank  about  200  per 
cent  per  annum,  on  its  net  outlay,  the  whole  loan  being  paid  in  full  in  six  montns. 
When  that  200  per  cent  transaction  was  referred  to  in  a  meeting  of  the  reserve  board, 
one  member,  to  my  amazement,  was  disjx^ed  to  condone  or  defend  it  on  the  ground, 
as  he  expressed  it,  that  "the  1  anks  all  charge  such  rates,  more  or  leas.*'  I  resentea 
his  imputation  upon  the  banks  of  the  country,  and  I  am  happv  to  say  that  his  opinion 
can  not  be  sustained,  for  the  vast  majority  of  our  banks,  of  which  I  am  informed, 
conduct  their  business  on  a  very  different  plane,  and  would  not  be  guilty  of  exacting 
such  extortionate  rates  of  interest  as  I  have  here  referred  to,  which  might  well  bring 
the  blu.'-h  of  shame  to  Shylock's  cheeks. 

BOARD  CAN  NOT  E80APB  NATURAL  CONSEQUENCES   OF  POOR  ADMINISTRATION   OF   A 

GREAT  SYSTEM. 

In  a  letter  to  the  board,  Februanr  19, 1921 ,  in  commenting  upon  the  exaction  of  the 
200  per  cent  per  annum  interest  uom  a  customer  bv  a  member  bank  to  which  the 
reserve  bank  was  at  the  same  time  lending  at  about  6  per  cent,  I  said: 

'  'Is  not  this  incident  another  strong  argument  in  favor  of  the  recommendation  which 
I  have  recently  made  to  Congress  that  banks  obtaining  accommodations  from  reserve 
banks  should  be  prevented  from  charging  their  customers  more  than  a  reasonable  and 
moderate  advance  above  the  rates  they  pay  to  Uie  re8er\'e  banks? 

"  Every  business  man  knows  that  the  inevitable,  lo^cal  results  of  such  unscrupulous 
extortion  as  these  here  brou^t  to  your  notice  is  ruin  for  the  victim  of  them.  The 
cradi  whidi  the  banks  exacting  such  tribute— with  the  unconscious  assistance  of  the 
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Federal  reserve  bank — created  to  conserve  and  protect  our  commerce  and  finances — 
did  80  much  to  precipitate,  mi^t  have  been  far-reaching.  It  nught  have  thrown 
thousands  of  employees  out  of  work,  forcing  distress  on  their  families  and  destroying 
their  power  to  buy  from  our  merchants  and  manufacturers  and  pay  their  rent  to  resd 
estate  owners.  It  would  have  added  very  seriously  to  the  dangers  to  our  welfare 
already  existing. 

*'The  Reserve  Board  can  not  with  impunity  condone  or  sit  silently  by  while  its 
funds  are  being  used  for  wrecking  piui>osee.  It  may  make  itself,  it  seems  to  me, 
particeps  criminis,  accessory  before  and  after  the  fact.'' 

Furthermore,  the  200  per  cent  transaction  referred  to  above  was  a  time  loan,  and  in 
direct  violation  of  the  usury  laws,  even  in  the  State  of  New  York,  But  the  penalties 
provided  by  statute  were  not  enforceable  by  the  Comptroller  of  the  Currency.  Action 
in  such  cases  has  to  be  brought  by  the  borrower,  but  as  the  victims  in  iisurious  transac- 
tions are  generally  reluctant  to  brin^  proceedings  against  banks  for  fear  of  being  shut 
off  from  further  credit,  offenders  ordinarily  go  unpunished.  In  my  last  annual  report 
I  again  urged  an  amendment  to  the  bank  act,  which  I  had  recommended  in  several 
previous  reports,  to  authorize  and  direct  tiie  Department  of  Justice  to  brins  suit 
against  offending  banks  guilty  of  usury — ^and  I  tnink  ihe  amendment  should  also 
iiH^Iude  all  banks  which  are  members  of  the  reserve  system — upon  information  fur- 
niahed  either  through  the  Comptroller  of  the  Currency  or  other  sources.  Such  a  law 
vigorously  enforced  would  be  of  inestimable  value  to  the  country. 

CEBTAIN  MEMBER  BANKS  BORROW  HEAVILY  FROM  RESERVE  BANK  WHILE  LENDING 
LARGE  AMOUNTS  TO  THEIR  OWN  OFFICERS  FOR  SPECULATIONS  IN  STOCKS  AND  BONDS. 

In  formal  communications  I  made  it  quite  clear  to  the  Federal  Reserve  Board  that 
certain  favored  institutions,  to  which  a  certain  prominent  Federal  reserve  bank  had 
banded  out  enormous  sums  of  money,  were  emplo3dng  their  funds  largely  in  the  pro- 
motion of  speculations  of  divers  kinds,  and  I  called  attention  to  various  instances 
where  the  executive  officers  of  certain  large  debtor  member  banks  were  bcwrowing 
heavily  from  their  own  banks  for  their  speculative  ventures  and  hazardous  promotions 
and  were  also  obtaining  money  from  other  banks  to  which  the  Federal  reserve  bank 
was  advancing  large  sums.  The  reserve  bank  making  these  huge,  and  often,  improvi- 
dent, loans  was  itself  borrowing,  at  times,  heavily  from  other  Federal  reserve  banks, 
iu  and  near. 

In  my  last  annual  report  to  the  Congress,  in  urging  an  amendment  to  the  national 
bank  act,  to  prevent  bank  officers  from  borrowing  from  their  own  banks,  I  said: 

"Cases  from  time  to  time  come  to  light  where  important  banks  to  which  are  intrusted 
mfllions  of  dollars  of  the  funds  of  depositors  are  found  lending  the  funds  of  the  bank 
in  large  sums  to  practically  all  their  senior  and  junior  officers— president,  vice  presi- 
dents, cashier,  and  assistant  cashiers— and  while  they  are  extending  these  large  and 
excessive  accommodations  to  their  own  officers,  directly  and  indirectly,  largely  for 
speculative  ventures,  the  banks  are  themselves  borrowing  heavily  from  the  Federal 
resene  bank  of  their  district.** 

HUGE  LOANS  GRANTED  ON  EASY  TERMS  TO  BIG  MEMBER  BANKS  CONSPICUOUS  FOR 
SPECULATIVE  OPERATIONS,  WHILE  SOME  OTHER  MEMBER  BANKS  SUFFER  AND  PAY 
IXTORTIONATE  RATES. 

Another  phase  of  these  loans  made  by  member  banks  to  insiders,  on  stocks  and  bonds, 
is  what  has  been  called  the  * 'family"  rate,  charged  by  certain  banks  to  their  own  offi- 
cers, and  officers  of  other  banks  who  may  be  expected  to  reciprocate,  and  which  rate 
n  materially  less — sometimes  less  than  half — the  rate  charged  other  less  favored 
customers.  It  is  quite  impossible  to  justify  practices  prevailing  in  some  of  the  banks 
which  have  re  eived,  at  easy  rates^  the  largest  indulgences  from  the  reserve  system, 
while  smaller  banks  have  been  skimped,  and  taxed  unconscionably  on  the  far  lees 
advances  grudgingly  doled  out  to  them. 

More  than  a  year  ago,  on  January  28,  1920,  I  warned  the  board,  by  letter,  against 
concentration  of  the  funds  of  the  Federal  reserve  system  for  use  in  speculative  opera- 
tions and  promotions,  and  expressed  m^  strong  disapproval  of  certain  conditions  to 
which  I  specifically  directed  tneir  attention. 

In  anotner  letter  to  the  reserve  board  under  date  of  February  19,  1921,  I  said: 

"The  manner  in  which  certain  New  York  banking  institutions  have  borrowed 
enonnous  sums  from  the  Federal  reserve  bank  of  New  York  at  rates  of  from  5  per 
cent  to  7  per  cent  and  have  taken  advantage  of  the  necessities  of  needy  borrowers,  in 
trying  times,  by  'accommodating'  them  with  time  money  at  rates,  in  some  instances 
ashi^  as  50  -peae  cent  per  annum,  and  in  at  least  one  instance  about  200  per  cent  per 
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annum,  is,  in  my  opinion,  uneconomic,  unsconBcionable,  and  barbarous,  and  I  am 
not  willing,  as  ^  as  I  am  concerned,  to  have  such  operations  pass  unnoticed  or  with- 
out protest. 

"Our  reserve  board  will  not  hereafter  be  able  to  escape  heavy  public  censure  on 
the  excuse  that  it  was  not  advised  of  the  details  of  such  transactions.'' 

RESERVE  BOARD  AND  RESERVE  BANKS  SHOULD  SXERaSE  CLOSER  SUPERVISION  AND 
CARE  IN   DISPENSING   FUNDS  OP  RESERVE  SYSTEM. 

The  Federal  Reserve  Board,  as  I  understand,  claims  that  it  is  not  within  the  duty 
or  the  power  of  eiUier  the  board  or  the  officers  of  the  New  York  reserve  bank  to  prevent 
this  abuse  and  misuse  for  extortionate  private  gain  of  the  faciliteis  for  safety  and 
convenience  of  all  the  people,  provided  by  the  Government.  I  say  that  if  the  authority 
does  not  exist,  it  ^ould  be  provided  by  act  of  Congress.  I  know  enough  of  the  practical 
facts  of  banking  to  know  that  it  is  also  always  possible  for  a  bank  to  restrain  a  borrow- 
ing customer-Hbig  or  little — who  is  borrowing  more  than  his  share  or  using  what  he 
borrows  for  purposes  improper  or  detrimental  to  the  public  welfare.  But  the  instances 
1  have  cited,  m  my  correspondence  with  the  board,  prove  that  the  board  and  the 
reserve  banks  should  be  given  specifically  the  power,  if  they  lack  it,  and  they  should 
be  specifically  required  to  use  it. 

But  it  is  useless  and  foolish  to  contend  that  our  Government  is  impotent  to  forbid 
diversion  of  money  supplies  it  provides  so  liberally,  through  the  issue  of  its  Federal 
reserve  notes  and  otherwise  to  maintain  general  prosperity,  to  hinder  that  prosperity 
and  enable  |>owerful  individuals  to  fatten  their  purses  witnout  risking  a  dollar  of  their 
own.  It  is  indisputably  true,  as  I  have  statea,  that  banks  have  borrowed  heavily 
from  Federal  reserve  banks  and  used,  the  funds  so  obtained  to  promote  speculative 
undertakings  of  their  own  oflScers,  as  well  as  for  customers— sometimes  by  the  use  of 
"dummies  — to  amounts  far  in  excess  of  prudent  limits,  or  even  the  limits  fixed  by 
law.  I  contend,  and  shall  continue  to  contend,  that  the  dut^r  of  the  Federal  Reserve 
Board  or  the  directors  of  the  Federal  reserve  banks  is  to  call  imperative  halt  on  such 
dangerous  and  unlawful  habits,  and  if  that  duty,  for  any  reason,  is  neglected.  Congress 
diomd  find  others  to  assure  its  performance. 

BOARD  APPROVED  "  PROGRESSIVE ''  INTEREST  POLICY  UNDER  WHICH  AS  HIGH  AS  87} 
PER  CENT  PER  ANNUlf  INTEREST  WAS  CHARGED  MEMBER  BANK  BY  A  FEDERAL 
RESERVE  BANK. 

Many  weeks  ago  I  urged  the  board  ver^  earnestly  to  suspend,  in  all  districts,  the 
so-called  "progressive"  interest  rates  wluch  were  working  serious  hardships  upon 
many  small  banks  which  could  least  afford  the  exactions  imposed.  My  attention 
had  been  called  to  a  little  national  bank  in  the  cotton  section  of  Alabama,  which,  in 
September,  1920,  in  the  height  of  the  cotton-moving  season,  was  straining  its  resources 
and  credit  to  aid  its  community  and  assist  its  customers,  85  per  cent  of  them  faroiers 
and  cattle  raisers.  That  country  bank  was  charged  by  its  reserve  bank  under  the 
"progressive"  plan  from  6  per  cent  to  87}  per  cent  per  annum.  The  average  rate 
wnich  it  paid  tne  last  two  weeks  in  September  for  the  advance  of  $112,000  was  about 
45  per  cent.  The  excess  interest  above  6  per  cent  which  was  chaiged  this  small 
bank  for  that  two-weeks'  period  was  equivalent  to  more  than  7  per  cent  dividends 
on  the  bank's  capital  stock  for  a  whole  year.  I  do  not  know  how  many  other  cases 
of  extortionate  interest  charges  thero  were,  but  there  were  others,  and  there  should 
be  none. 

The  record  shows  that  on  February  4,  1921,  in  a  letter  to  the  board  referring  to  the 
extortionate  interest  rates  charged  by  reserve  banks  to  member  banks  in  certain 
districts,  I  said: 

"If  you  care  to  call  for  them,  the  records  of  the  reserve  banks,  I  am  advised,  will 
provide  you  too  many  instances  of  the  exaction  of  these  amazing  and  ruinous  rates. 

COMPTROLLBR'S  MOTION  TO  LIMIT  RATES  CHARGED  MEMBER  BANKS  BY  ALL  RESERVE 
BANKS  TO  10  PER  CENT  VOTED  DOWN  BY  BOARD. 

"I  trust  that  the  board  may  determine  that  a  safer,  sounder,  and  more  humane 
policy  will  be  to  lend  member  banks  as  much  as  discretion  will  allow  at  rates  in  no 
event  in  excess  of  10  per  cent  per  annum  (as  was  contemplated  in  tiie  resolution 
which  I  had  the  honor  to  offer  recently  in  the  board,  but  wnich  was  voted  down  at 
the  board  meeting  of  the  2d  instant),  and  when  that  line  has  been  reached  refuse  them 
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further  accommodation — certainly  not  impose  upon  them  interest  rates  which  are 
merely  aids  to  suicide. " 

•  *«««»» 

"The  practical  meaning  of  this  is  that  the  bank"  (which  had  been  charged  the  874 
per  cent  per  annum  interest)  "was  driven  to  choose  between  permitting  the  ruin  of 
dependent  customers  on  the  one  side,  and  on  the  other  side  putting  itself  in  serious 
duiger  while  trying  to  save  its  clients  of  having  surplus  and  perhaps  capital  wiped 
out  by  the  exorbitant  interest  charges  exacted  by  the  reserve  bank. 

"The  superinterest  charged  this  little  bank,  in  excess  of  6  per  cent  per  annum  for 
the  two  weeks  ending  September  30  last,  was  so  exorbitant  that  if  kept  up  it  would 
in  less  than  a  year  have  eaten  up  the  bank's  entire  capital  and  surplus  and  rendered 
it  insolvent." 

The  board  claimed  that  the  "average"  interest  charj^ed  by  the  reserve  bank  on 
all  loans  to  all  member  banks  in  the  district  referred  to  was  not  hidh,  but  this  is  a 
poor  consolation  to  those  member  banks  from  which  were  exacted  kilung  rates,  which 
certain  victims  in  some  districts  ex];)ired  in  paying,  as,  for  example,  in  Colorado  and 
in  Texas.  It  should  be  said  to  their  credit  that  certain  Federal  reserve  banks,  in- 
cluding the  reserve  bank  of  Atlanta,  had,  formally  or  informally,  urged  the  board 
in  the  summer  of  1920  to  give  them  permission  to  adopt  more  liberal  policies,  especially 
with  respect  to  loans  on  Liberty  bonds,  but  their  requests  were  refused,  the  board 
alleging  technical  objections. 

I  am  mtified  to  be  able  to  add  that  the  "progressive"  plan  in  the  Atlanta  district 
under  which  the  87*  per  cent  interest  charge  was  made,  was  suspended  two  weeks 
after  the  governor  of  tne  board  had  received  my  letter  of  October  18,  1920,  in  which 
I  had  urged  general  reconsideration  and  revision  of  "the  plans  and  policies  which 
have  aid^  in  bringing  about  deflation.'*  I  had  also  warned  the  governor  in  the  same 
letter  that  "if  this  is  not  done  speedily  I  am  fearful  as  to  the  consequences  which 
may  ensue." 

When  my  motion,  however,  to  abolish  the  "prop-essive"  interest  rate  in  the  other 
districts  in  which  it  was  then  still  in  force,  or  limit  it  to  6  per  cent  per  annum,  was 
refused  by  the  board  in  February,  I  sougjit  to  provide  that  in  no  case  shoxild  a  reserve 
bank  under  that  plan  charge  a  member  bank  interest  exceeding  10  per  cent  per 
annum.  But  this  motion  was  aleo  rejected.  "The  "progressive"  interest  plan  as  it 
has  been  operated  in  some  sections  exactly  defeats  one  of  the  chief  and  best  purposes 
of  the  Federal  reserve  system,  which  is  to  prevent  congestion  of  money  at  the  centers 
and  scarcity  in  the  agncultural  districts  when  needed  to  gather  and  move  crops.  I 
thou^t  the  suggestion  for  a  suspension  or  modification  or  reasonable  limitation  of  the 
pn^ressive  rate  in  all  districts,  as  well  as  in  those  where  it  had  already  been  discon- 
tinued, was  distinctly  constructive.  I  think  now  that  Congress  should  enact  an 
amendment  to  forbid  such  exactions  resulting  from  misunderstandings  or  bad  judg- 
ment or  lack  of  sympathy  with  the  plight  of  small  banks  and  those  they  serve. 

1  am  bound  to  say  that  so  far  as  I  can  judge  from  the  correspondence/ neither  the 
burd^is  put  on  small  banks  in  the  agricultural  districts  nor  the  enrichment  from 
Crovemment  funds  of  the  big  banks  in  the  centers,  interested  the  majority  of  the 
Federal  Reser\^e  Board  so  much  as  the  alleged  too  frequent  or  too  infrequent  exam- 
inations of  banks  by  the  comptroller's  bureau,  my  own  motives  in  raising  these 
azuioying  questions,  the  names  of  persons  to  whom  I  had  given  copies  of  mv  remon- 
strance, and  the  tremendous  issue  as  to  whether  or  not  I  should  oe  fumisfced  with 
copies  of  stenographic  reports  of  certain  meetings  of  the  board,  which  minutes  the 
board  has  apparently  decided  to  keep  secret  and,  as  they  have  stated  solemnly, 
•'under  seal." 

TOCB    WASTED   IN   TRIVIAL   DISCUSSIONS   IN    BOARD    MEETINGS;    IMPORTANT   MATTERS 
OVERLOOKED   OR  SIDETRACKED. 

I  was  about  to  forget  the  other  great  distiurbing  question — ^the  number  of  board 
meetings  I  did  and  did  not  attend.  I  confess  my  absences  from  the  board  (but  not 
from  the  comptroller's  office)  were  frequent,  although  I  probably  averaged  two  or 
three  such  meetings  per  week.  1  really  felt  that  I  could  employ  my  time  more  use- 
fully than  in  attending  board  palavers  and  in  listening  to  discursive  discussions, 
banning  nowhere  and  ending  in  precisely  the  same  place,  conducted  by  eminent 
eentlemen.  Probably  our  board  is  not  exceptional  in  this  weakness.  The  New 
York  Herald  only  yesterday,  in  opposing  editorially  the  addition  of  another  member 
of  ihe  Cabinet,  described  perfectly  the  situation  as  I  sometimes  found  it. 

The  ^itorial  says:  "Any  man,  though  he  be  a  steam  engine  for  work  and  a  wonder 
for  achieving  results  in  the  world  of  affairs,  knows  how  perfectly  hopeless  it  is  to  get 


Digitized  by 


Google 


26  AGRICULTURAL.  INQUIRY; 

anything  worth  while  done  by  a  large  committee.  The  beginning  and  the  end  of  its 
functioning  is  nearly  always  talk.  Pretty  much  everything  in  between  is  talk.  De- 
cision is  postponed  for  conversation,  and  accomplishment  is  sidetracked  by  debates." 

A  great  statesman  gave  us  the  axiom,  "Battles  have  been  won  by  fools  and  cowards, 
but  never  by  a  debating  society.**  J  am  so  much  of  an  iconoclast  and  S3  thoroughly 
broke  to  the  habit  of  trying  to  do  something  practical  that  even  eminence  does  not  mal  e 
futility  interesting. 

The  intensity  of  the  intellectual  activities  of  these  board  convocations  may  be 
judged  from  the  fact  that  on  February  14,  1921,  I  received  a  notice  that  the  board  on 
Febniary  10,  1921,  four  days  previous,  had  decided  to  take  action  and  make  a  report 
relative  to  a  somewhat  energetic  ana,  I  thought,  important  communication  I  had 
addressed  and  forwarded  to  it,  from  a  distance  of  about  25  feet,  on  December  28, 1920, 
44  days  previous.  The  conclusion  reached  by  this  solemn  consultation  was  that  I  be 
asked  or  required  to  supply  the  board  with  names  of  parsons  to  whom  I  had  given  copies 
of  my  letter,  so  that  the  executive  committee  might  be  in  a  "position"  to  "formulate 
its  report"  to  the  board. 

COMPTROLLER  URGES   TUBLICITY  FOR  CORRESPONDENCE   REGARDING   BOARD'S  POLICT 

AND  MANAGEMENT. 

What  on  earth  the  names  or  numbers  of  persons  to  whom  I  had  given  these  copies 
had  to  do  with  the  board's  process  of  incubation,  or  how  such  information  possibly 
could  effect  the  quality  or  Quantity  of  the  hatch,  I  never  have  been  informed,  suthouen 
I  very  earnestly  demandea  in  two  separate  letters  to  have  it  explained  to  me.  My 
clear  inference  from  all  the  circumstances  was  that  if  the  board  had  not  caught  rumor 
that  eyes  other  than  mine  and  theirs  had  seen  my  communication  the  keen  interest 
they  Cegan  to  manifest  in  the  subject  would  not  have  been  aroused.  Let  me  add 
that  in  a  letter  to  the  board,  March  1,  1921,  I  said  frankly: 

"I  will  be  glad  to  have  the  whole  of  my  correspondence  with  the  board  made  public, 
deleting  such  names  or  references  as  may  cause  individual  hardships  or  injury." 

I  had  also  said  in  a  previous  letter,  "To  maVe  public  this  information  I  believe 
would  be  distinctly  salutary  and  beneficial,"  and  I  oelieved  the  public  entitled  to  it. 
but  the  board  shrank,  apparently  in  dismay,  from  the  suggestion.  I  also  told  the  board 
that  I  would  eladly  forward  to  each  person  who  had  received  from  me  copies  of  the 
letter  about  which  they  expressed  so  much  concern  (where  publicity  might  embarass 
or  injure  others  names  had  been  deleted  before  giving  out  the  copies  of  the  letter) 
any  answer  or  explanation  or  defense  the  board  might  have  to  present,  but  at  this 
offer  they  also  shied. 

BOARD  SUMMONS  AID  OP  NEW  YORK  RESERVE  BANK  OFHCIAL  TO  " LOBBY*'  POR  IT  AT 

CAPITOL. 

Instead  of  giving  the  public  the  benefit  of  the  facts  set  forth  in  the  correspondence 
the  board,  I  hear,  sent  a  hurry  call  to  New  York  for  a  certain  high  official  of  the  New 
York  Reserve  Bank  who  was  supposed  to  have  a  large  acquaintance  and  influence 


with  United  States  Senators,  and  this  gentleman,  I  am  informed,  spent  five  days  or 
more  at  the  Capitol,  in  the  latter  part  of  Febniary — ^in  plain  language — "lobbying," 
for  the  board,  and  endeavorin;?  to  find  out  what  Senators  had  "seen"  the  correspon- 
dence, in  order  to  make  quiet  and  ex  parte  explanations  of  matters  for  which  the  board 
had  been  seriously  criticised,  and  as  to  which  I  had  urged  publicity  and  op  'n  dis- 
cussion, which  the  board  luid  refused. 

It  is  my  judgment  that  conditions  and  features  of  management  contained  in  that 
correspondence  were  of  special  interest  to  Members  of  the  Senate  and  the  House  of 
Representatives  by  which  the  Federal  reserve  system  had  been  created  as  well  as  of 
vital  concern  to  the  public.  Communications  I  laid  before  the  board  on  February 
19  and  26,  1921,  would  also  be  instructive  in  this  connection — likewise  my  letter  to 
the  board  of  March  2ft,  1921. 

Comprehensive  statements  from  the  Comptroller  of  the  Currency  giving  facts  with- 
in his  official  knowledge,  and  asking  attention  to  serious  and  alarming  conditions  in 
the  bumness  world  were  before  tlie  Federal  Reserve  Board,  and  the  comptroller's 
definite  recommendations  unacted  ui>on  after  44  days.  At  the  expiration  of  that 
time,  more  Aan  twice  as  long  as  is  required  for  the  productive  activities  of  the  ordinary 
hen — ^the  board,  suddenly  aroused,  bestirred  itself  and  responded  with  demand  to 
know  who  else  had  read  the  comptroller's  letter,  that  it  might  * 'formulate  a  report." 
Even  the  gravity  of  the  occasion  could  not  hidethe  humorous  aspects  of  the  p^form- 
ance. 
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BOARD  WARNED    IN    OCTOBER,    1920,  TO  RBYISB  POUOES  TO  ICEET  NEW  AND  CHANGED 
CONDITIONS    AND   ADMONISHED    AS    TO    FEARFUL   CONSEQUENCES    OF   NEGLECT. 

Id  all  seriousnefls,  gentlemen,  I  am  impressed  with  the  necesBity  for  eome  amend- 
ment to  the  Federal  reserve  act  which  will  awaken  the  board  from  the  inertia  and 
stiffness  and  concentration  on  trivialities  that  are  symptoms  of  **bureanmania." 
Tlie  subject  on  which  I  wrote  in  October  last,  and  a^in  in  December,  and  which 
developed  fadnt  reaction  in  February,  was  of  vital  importance.  I  had  begun  in 
October  to  beseech  for  it  the  board's  attention.  On  the  18th  of  that  month  I  pointed 
out  that  the  decline  in  prices,  facilitated  by  the  policies  of  the  Board,  had  become  too 
rapid.  I  itemized  some  of  the  appalling  shrinKages  of  values,  for  instance,  loss  of 
$5C0,000,000  in  wheat,  to  which  500  0€0,COO  or  more  is  to  be  aided  since  that  time; 
from  one  to  two  billions  in  com,  a  billion  in  cotton.    I  used  these  words  at  that  time: 

^*The  plans  and  policies  which  have  aided  in  bringing  about  deflation  in  the  oreat 
staple  commodities  should  be  at  once  taken  up  for  consideration  and  revised  as  far  as 
may  be  necessary  to  meet  present  and  changed  conditions.  If  this  is  not  done  speed- 
ily, I  am  fearful  as  to  the  consequences  which  may  ensue.'' 

Three  days  later,  on  October  21,  1920,  I  addressed  a  communication  to  the  Secretary 
of  the  Treasury,  who  is  also  the  chairman  of  the  Federal  Reeerve  Beard,  preeenting 
arguments  which  seemed  to  me  to  be  impelling,  urging  that  Fome  constnictive  measures 
of  relief  be  adopted  to  steady  the  situation  and  ea^e  the  further  shrinkage  in  value?, 
wfaich  tas  since  then  taken  place  with  such  ruinous  results.  In  that  letter  I  said,  in 
part: 

*'Tte  strain  upon  the  business  fabric  of  the  country  is,  in  some  respects,  unparalleled, 
and  I  do  feel  that  the  time  has  come  for  the  exercise  of  such  palutary  and  constructive 
powers  as  may  be  at  our  command.    ♦    ♦    ♦ 

*  Tbe  situation  ♦  ♦  ♦  has  become  more  aggravated  of  late,  and  unless  relief 
can  be  found  an  incn'ease  in  bank  failures,  I  believe,  will  be  ine%itable. 

"The  revi\al  of  the  War  Finance  Corporation  would,  proxide  in  my  judgment,  a 
much-neec'ed  steadying  influence  at  this  time  " 

My  remonstrances,  however,  went  unheeded,  but  the  War  Finance  Corporation 
was  revived  as  a  result  of  action  by  Congress  about  five  months  later  and  against  the 
earnest  expostulations  of  the  chairman  of  the  Federal  Reserve  Board. 

WARNXKOS  BBPBATED  IN  DECEMBER  AND  BOARD  AGAIN   URGED  TO  ADOPT  EFFECTIVE 

MEASURES  OP  RELIEF. 

By  the  end  of  December  two  more  months  had  gone.  Reports  reaching  me  from  all 
MTts  of  the  country  increased  my  concern.  It  was  then  that  I  wrote  the  letter  of 
December  28.  In  this  I  reviewea,  reoeated,  and  amplified  what  I  had  said  before, 
adding  that  shrinkage  of  additional  oillions  had  come  since  October.  I  tried  to 
demoHBtrate  that  the  welfare  of  the  world  depended  upon  the  welfare  of  this  country, 
and  that  the  fate  of  this  country,  for  the  near  future  at  least,  depencled  largelv  on  the 
policies  of  the  Federal  Reserve  Board,  controlling  the  financial  levers.  In  tt)e  letter 
of  December  28  the  following  paragraphs,  I  think,  may  be  interesting  to  you  just  now: 

** Since  my  letter  to  you  was  written,  commercial,  industrial,  and  financial  con- 
ditionB  have  become  steadily  worse  and  the  further  shrinkage  which  has  taken  place 
since  the  middle  of  October  amounts  to  billions  of  dollars. 

**  I  feel  more  strongly  than  ever  that  the  welfare  of  the  country  calls  for  the  adoption 
of  aomewhat  more  liberal  policies  on  the  part  of  the  Federal  Reserve  Board  and  the 
Federal  reserve  banks,  whose  powers  are  now  more  widely  recognized  and  acknowl- 
edged than  ever  before. 

^It  ifl  my  strong  belief  that  it  is  within  the  power  of  the  Federal  Reserve  Board  at 
this  time,  by  the  adoption  of  new,  wise,  liberal,  and  sound  policies  and  the  announce- 
ment of  such  policies,  to  instill  a  feeling  of  confidence  and  hope  and  to  check  the 
spirit  of  demoralization  which,  unless  arrested  in  time,  may  lead  to  disaster.    *    *    ♦ 

**EventSy  developments,  and  conditions  warn  us  to  remember  that  a  stoppage  too 
sadden  may  be  di^trous  as  an  explosion,  that  an  unyielding  barrier  thrust  into  the 
path  of  a  runaway  machine  may  only  hasten  wreckage  and  assure  a  smash  which 
sidllfuUy  regulated  guidance  mi^nt  prevent. 

**Two  months  of  actual  experience  which  have  elapsed  since  my  letter  to  you  of 
October  18,  1920,  was  written  tend  to  intensify  rather  than  diminisn  my  fears  for  the 
immediate  future.  I  am  as  confident  of  the  safety  and  development  of  American 
businesB,  society,  and  government  as  the  most  enthusiastic  optimist,  but  it  is  our  part 
to  strain  every  nerve  and  apply  every  resource  of  labor,  thought,  and  self-sacrificing 
patriotism  to  avert  an  interval  of  disaster,  or  to  make  it  brief  and  easy  as  may  be 
possible.    •    *    •" 
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TREASURY  IN  PREVIOUS  TEARS  MET  CRISES  RESOURCEFULLY  AND  PREVENTED  DISASTER 
BY  SWIFT,   CONSTRUCTIVE  ACTION. 

In  that  same  letter  I  had  reminded  the  board  of  the  constructive  work  of  Secretary 
McAdoo  in  previous  crises  in  the  following  language: 

'^During  the  past  several  years  I  have  seen  many  occasions  where  the  action  of  the 
Treasury  I>e{)artment  has  distinctly  prevented  financial  panics. 

*'I  have  witnessed  other  occasions  where  the  mediation  and  timely  action  of  the 
Treasury  Department  has  ameliorated  many  serious  and  dangerous  situations  and  has 
been  an  important  factor  in  checking  grave  losses  to  the  business  interests  of  the 
country. 

''At  other  times  the  same  influence  has  been  exerted  to  aid  directly  in  the  stimu- 
lation and  encouragement  of  our  commercial  and  industrial  interests. 

"The  part  which  the  Treasury  took  in  the  formation  of  the  cotton  pool  in  1914  is 
one  illustration.  Another  illustration  "was  the  action  of  the  Treasury  in  oiganizing  the 
War  Risk  Insurance  Bureau,  which  made  possible  the  continuance  of  our  export 
trade  in  the  early  days  of  the  war  when  cargo  insurance  was  unobtainable  elsewhere. 
."The  action  of  the  Treasury  in  making  practicable  the  emer^ncy  currency  law 
and  in  facilitating  and  expediting;  the  issuance  of  that  currency  in  tne  summer  and 
autumn  of  1914  averted  a  financial  catastrophe  and  prevented  chaos.  These  illus- 
trations could  be  multiplied  if  need  be,  but  you  are  doubtless  as  familiar  with  them 
as  I  am.'' 

BOARD  URGED  TO  RESTRAIN  PROFITEERING  BY  MEMBER  BANKS  BORROWING  FROM 
RESERVE  BANKS  AT  4}  TO  7  PER  CENT  AND  LENDING  TO  CUSTOMERS  AT  20  TO  200 
PER  CENT. 

The  excessive  rates  which  were  being  exacted  by  member  banks  to  which  the 
reserve  bank  of  New  York  was  in  some  instances  lending  lavishly,  were  also  alluded 
to  in  the  same  letter,  as  follows: 

"Member  banks  should  be  given  to  understand  that  the  board  disapproves  and  will 
not  countenance  the  excessive  rates  which  have  been  in  vogue  in  New  York  City 
and  which  are  higher  than  the  rates  charged  by  banks  in  any  other  country  in  the 
world.  Such  rates,  in  my  opinion,  have  been  very  damaging  to  the  commercial 
and  financial  interests  of  the  country,  and  I  submit  that  it  would  be  well  for  the 
board  to  establish  regulations  to  prevent  the  reserve  banks  from  lending  money  to 
member  banks  at  6  per  cent  to  be  passed  on  to  customers  at  extortionate  rates.  The 
effect  of  such  a  regulation,  1  believe,  w6uld  be  most  helpful  and  salutary. 

"The  records  of  this  omce  show  numerous  instances  of  banks  which  have  gotten 
large  sums  of  money  from  the  reserve  banks  to  be  loaned  in  Wall  Street  for  the  purpose 
of  profiting  by  the  difference  in  interest  rates. 

"The  official  reports  also  show  that  in  addition  to  the  money  "Which  the  New  York 
banks  were  lending  on  call  in  New  York  for  account  of  their  correspondents  and 
customers,  the  national  banks  of  New  York  City  this  time  last  year  had  on  deposit 
to  the  credit  of  their  correspondent  banks  in  all  parts  of  the  country  approxiamtely 
1900,000,000  more,  while  the  total  sum  which  the  New  York  national  banks  were 
were  lending,  directly  and  indirectly,  to  all  other  banks  throughout  the  country  was 
considerably  less  than  one-fourth  of  that  Bxua.    ♦    *    ♦ 

"The  important  thing  is  to  find  and  apply  i)roi)er  remedies.  Perhaps  there  has 
never  been  a  time  when  the  business  and  industrial  interests  of  the  country  were  more 
deeply  dependent  upon  a  sound,  wise,  and  courageous  administration  of  our  banking 
and  financial  system  than  at  the  present  moment." 

RESERVE  BANKS  SHOULD  NOW  REDUCE  RATES  TO  6  PER  CENT  MAXIMUM. 

In  the  same  letter  among  the  measures  and  changes  in  policy  which  I  urged  upon 
the  board  were  the  following: 

First.  Reduction  in  the  rate  of  interest  charged  by  Federal  reserve  banks  on  the 
loans  to  member  banks  secured  by  Liberty  bonds  from  6  per  cent  to  7  per  cent  to  a 
uniform  rate  of,  say,  4i  per  cent,  as  it  was  clear  that  the  policy  of  the  reserve  banks 
toward  loans  on  Liberty  bonds,  besides  working  hardships  on  borrowers,  was  de- 
pressing the  market  value  of  the  bonds  and  the  credit  of  the  Government. 

Second.  Suspension  or  modification  of  the  "progressive"  rate  in  the  three  Federal 
reserve  districts  where  it  still  prevailed,  to  6  per  cent  per  annum.  Instances  can  be 
cited  where  banks  had  been  charged  20  per  cent,  30  per  cent,  and  40  per  cent,  and 
in  one  exceptional  case  as  high  as  87^  per  cent.  I  Drought  to  the  attention  of  the 
board  specinc  instances  of  suffering  and  the  lack  of  money  and  credit  scarcity  in  many 
'Afferent  sections  of  the  country,  and  said: 
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"Such  facts  and  conditionfi  as  have  been  brought  so  vividlv  before  us  can  not  be 
met  with  theories  or  removed  by  explanations  and  should  not  be  dealt  with  by  vague 
sormiseB  and  promises  or  unconsidered  experiments.  They  demand  defimte  and 
eDergetic  action,  even  if  precedent  must  be  disregarded,  accepted  rules  suspended 
or  waived,  and  new  plans  and  methods  devised. 

"The  people  have  entrusted  their  welfare  and  interests  to  those  of  us  who  have  been 
honored  with  public  office  of  any  decree  and  in  any  department  of  the  Government, 
supposing  us  to  be  fitted  for  our  task  b}r  knowledge,  intellect,  and  character.  Our 
plam  duty  is  to  act  as  promptly  and  as  independently  of  usual  habits  of  thought  as 
may  be  necessary  to  find  ana  apply  remedy. 

XXEQCAUTIES   IN    LOANS    GRANTED    BY    RESERVE    BANKS,    SOME    GOT   LAVISH    LOANS, 
OTHERS   DENIED  CREDIT. 

"While  there  appears  to  be  this  scarcity  of  money  and  of  credit  in  the  great  agri- 
cultural and  producing  sections  of  the  West  and  Northwest  and  in  the  South  and  South- 
west, we  find  that  individual  banks  in  New  York  City  are  borrowing  from  the  reserve 
8>'Btem,  in  a  number  of  cases,  more  than  $100,000,000  each  and  sometimes  as  much  as 
1145,000,000  is  loaned  there  to  a  single  bank,  twice  as  much  as  the  total  loans  some  of 
the  reser\'e  banks  have  been  lending  recently  to  all  the  member  banks  in  their  dis- 
tricts.   *    ♦    ♦ 

"The  inequalities  and  injustice  in  the  distribution  of  these  funds  become  apparent 
when  we  analyze  the  uses  which  big  favored  banks  in  the  East  sometimes  make  of 
the  money  they  borrow  from  the  reserve  system.** 

A  few  weeks  later,  on  Januarv  17,  1921,  in  again  ur^ng  the  board  to  some  con- 
structive action  for  the  relief  of  the  situation,  conditions  m  many  parts  of  the  country 
having  become  still  more  desperate,  I  said: 

"  1  can  not  see  that  auv  former  expansion  of  values,  however  artificial  or  exaggerated, 
would  make  an  excuse  for  us  if  we  aided  in  or  by  inaction  allowed  such  rapidand  ex- 
treme shrinkages  as  would  mean  general  collapse  and  ruin.  Perhaps  the  supreme 
test  and  finest  achievement  of  statesmanship  is  in  saving  the  people  from  the  worst 
consequences  of  their  own  mistakes.  In  this  present  situation  the  vast  majority  of 
those  on  whom  the  ruin  would  fall  are  those  in  no  way  responsible  for  the  conditions 
that  caused  it. 

"I  do  not  think  we  would  prove  ourselves  fit  for  the  important  work  entrusted  to 
us  if  we  stood  content  to  remind  thousands  suffering  from  hunger  and  cold  that  some 
profiteers  and  speculators  and  a  few  others  produced  and  many  partook  of  a  surfeit 
iMt  year.  The  gain  in  prices  may  have  been  ^tastic  and  largely  on  paper,  but  the 
losB,  coming  so  swiftly,  produces  very  real  distress  for  hosts  of  good  people,  including 
women  and  children.  We  can  not  cure  or  palliate  destitution  by  philosophizing  or 
explaining  or  proving  that  it  comes  obedient  to  the  laws  of  political  economy  *' 

WARNINGS  AND  REMONSTRANCES,  OHTEN  TIME  AND  AGAIN,  PASS  UNHEEDED  BT  BOARD, 
WITH  DIREFUL  CONSEQUENCES. 

Fourteen  months  have  elapsed  since  my  letter  to  the  board  of  January  28,  1920, 
▼ith  reference  to  which,  in  a  letter  to  the  governor  of  the  board  of  February  19,  1921, 
concerning  the  unequal  distribution  of  the  funds  of  the  system  and  the  large  loans 
which  were  being  extended  to  certain  favored  member  institutions,  I  had  said: 

"I  pointed  out  to  you  that  the  New  York  reserve  bank  was,  at  that  time  (January, 
1920),  lending  an  amount  nearlv  six  times  its  own  capital,  that  is  to  say  six  times  the 
capital  of  the  reserve  bank  of  New  York  to  *  *  *  one  member  institution,  and 
I  snowed  you  that  tiie  money  which  the  New  York  reserve  bank  had  loaned  to  *  ♦  * 
one  borrower  on  December  31,  1919,  amounted  to  nearly  twice  as  much  as  the  aggre- 
9te  amount  of  loans  and  discounts  which  the  Federal  Reserve  Bank  of  Dallas  was 
lending  at  that  time  to  all  of  its  member  banks  in  that  great  district,  embracing  the 
entire  State  of  Texas  and  part  of  the  States  of  Louisiana,  Oklahoma,  New  Mexico,  and 
Arizona. 

"  It  appears  that  in  order  to  make  these  huge  loans  to  those  institutions  the  New 
York  Feaend  reserve  bank  had  found  it  desirable  to  rediscount  or  borrow.  About 
the  time  of  my  letter  to  you  of  January  28,  1920,  over  $118,000,000  from  seven  other 
Federal  reserve  banks,  including  among  others,  the  reserve  banks  of  Dallas,  Chicago, 
ud  Atlanta,  whose  resources  available  for  their  own  member  banks  were  to  that 
extent  lessened.*' 

Six  months  have  now  passed  since  I  took  the  liberty  of  giving  my  warning  of  October 
l«t  to  the  Secretary  of  the  Treasury  and  to  the  board,  and  of  urging  so  earnestly  a 
revision  of  policies.  * 
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Four  months  have  gone  since  I  supplemented  that  warning  in  an  earnest  and 
elaborate  presentation  of  the  situation.  The  suffering  throughout  the  country  had 
meanwhile  become  greatly  intensified.  In  that  subsequent  letter  I  had  advocated 
reduction  of  interest  rates  and  increased  extension  of  credit  for  urgent  business  needs 
to  the  limits  consistent  with  prudence  and  the  equitable  distribution  of  our  available 
resources. 

Instances  illustrative  of  the  widespread  distress  in  the  West  and  South,  and  in  the 
R)ast  as  well,  and  argument  for  such  a  policv  of  forbearance  and  consideration  for 
borrowing  banks,  as  would  enable  them  to  give  like  treatment  to  individuids,  was 
drawn  as  strong  as  my  ability  permitted.  It  seemed  to  me  something  was  wrong 
somewhere  and  somehow,  when  with  an  actual  shrinkage  in  values  of  our  commodi- 
ties within  a  year  of  twelve  to  eighteen  billion  dollars,  four  or  five  favored  member 
banks  in  New  York  Citv  were  borrowing  from  the  Government's  reservoir  of  money 
and  credit  as  much  as  four  or  five  thousand  member  banks  in  the  West  and  South 
were  borrowing  from  five  Federal  reserve  banks,  embracing  in  their  respective  dis- 
tricts 21  great  States. 

''average"  rates  charged  are  delusive,  some  gorged,  others  starved. 

The  board,  with  its  knowledge  of  these  huge  loans  to  certain  New  York  City  banks, 
claims  there  was,  "on  an  average,**  no  restriction  of  credit,  etc.;  but  again  it  must  be 
pointed  out  that  it  is  a  poor  consolation  to  starving  families  to  be  assured  that  taking 
into  consideration  food  wasted  in  riotous  living  and  luxury,  the  "aver^^'*  amount 
consumed  in  their  conmiunity  is  fair.  Of  such  "averages  *  as  these  we  may  well 
exclaim,  "What  crimes  are  committed  in  thy  name."  The  piuT)oee  of  the  Federal 
reserve  act  is  not  to  secure  satisfactory  "averages'* — ^we  alresidy  had  tolerably  good 
"averages" — but  to  secure  a  fair  distribution  and  equitable  allotments  to  each  and 
every  one. 

$500,000,000  FROM  OTHER   SECTIONS,  ENTICED    BY   FANCY    INTEREST   RATES,    FOR   LOANS 

IN  WALL  STREET. 

I  was  further  painfully  impressed  by  the  evidence  of  the  official  records  that  at  the 
beginning  of  August,  1920,  in  crop  moving  time,  the  national  banks  in  New  York  City 
were  lending  for  correspondents  on  so-csuled  "Wall  Street"  loans  for  stock  specula- 
tions and  operations,  more  than  $500,000,000  coaxed  from  banks  everywhere  in  the 
country  by  the  hi^h  rates  speculators  would  pay.  This  was  more  than  the  Federal 
reserve  banks  of  Minneapolis,  St.  Louis,  Kansas  City,  Dallas,  and  Atlanta  were  lending 
to  their  4,000  or  more  member  banks. 

This  document,  my  letter  of  December  28,  1920,  to  the  board,  was  long,  elaborate, 
carefully  prepared.  I  tried  to  make  the  statements  of  conditions,  as  I  saw  them  from 
my  inside  view,  vivid  and  energetic  and  the  suggestions  for  improvement  clear.  The 
reaction  I  got,  after  44  days,  was  that  I  had  written  something,  not  to  be  acted  upon 
but  to  be  reported  on — ^when  the  board  knew  how  many  persons  had  seen  my  letter, 
and  what  their  names  were.  The  board  was  to  determine,  not  how  to  do  something, 
but,  perhaps,  how  to  formulate  reasons  for  not  doing  it.  "Whatever  was  required  to 
be  done,"  says  Dickens,  "The  circumlocution  office  was  beforehand  with  all  the 
public  departments  in  the  art  of  perceiving  how  not  to  do  it.*' 

board  says  shrinkage  in  values  "somewhat  ANALOGOUS  TO  PUNCTURING  BALLOON 
TO  LET  OUT  GAS."  COMPTROLLER  REPLIES  SENSIBLE  MEN  BRING  DOWN  BALLOONS 
BY  CAREFUL  HANDLING  OF  VALVE  ROPES  AND  BALLAST. 

After  a  preliminary  incubation  of  two  weeks,  the  governor  of  the  board  had  also 
written  me  in  a  general  way  on  January  13,  some  comments  on  my  letter  of  December 
28,  defensive  of  board  policies  and  the  status  quo,  but  without  acting  upon  the  recom- 
mendations in  my  letter,  and  he  stated  that  the  views  expressed  in  his  letter  were  also 
those  of  other  members  of  the  board.  He  impressed  me  as  being  rather  more  intent 
on  rasping  me,  if  possible,  than  on  acting  to  meet  the  imhappy  conditions  existing, 
but  did  remark  that  the  process  of  deflation  was  "somewhat  anaJo^us"  to  what  takes- 
place  "when  a  balloon  is  punctured  and  the  gas  escapes."  Taking  this  as  a  text,  I 
urged  that  sensible  men  bring  down  balloons  by  careful  handling  of  valve  ropes  and 
ballast,  not  by  driving  a  hole  in  the  bag  and  precipitating  collapse  and  destruction. 
That  had  been  the  gist  of  my  entire  complaint  and  plea.  It  was  impossible  so  far  as 
my  experience  went,  to  ^ten  the  minds  of  the  board  on  that  point.  I  never  have, 
to  this  day,  secured  a  definite  denial  of  any  mateiial  statements  I  have  made  or  a 
solid  reason  for  opposing  any  of  the  suggestions  or  recommendations  I  ventured  to 
offer. 
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Willie  in  the  earlier  period  the  board  was  very  helpful  in  facilitating  an  orderly 
decline,  its  subsequent  obtuFo  refusal  to  recognize  changed  conditions,  and  to  reAnse 
its  policies  accordingly,  though  fully  warned  and  urged  to  do  so,  has,  in  my  opinion, 
to  use  the  board  governor's  simile  been  **  somewhat  analogfous"  to  puncturing  a  balloon 
and  producing  a  ruinous  and  needless  crash,  which  wise  management  could  have 
averted.  This  was  no  fault  of  the  Federal  reserve  act,  but  of  its  administration,  for 
without  the  Federal  reserve  system  conditions  would  be  infinitely  worse  than  they 
are,  despite  its  faulty  administration.  The  most  perfect  machine  which  genius  can 
invent,  or  ingenuity  construct,  may  be  ruined  by  ignorance  and  mismanagement. 

WISE  EXERCISB  OF  POWERS  BY  RESERVE  BOARD  COULD  HAVE  MADE  SHRINKAGE  MORE 
UNIFORM  AND  GRADUAL  AND  SAVED  COUNTRY  "FROM  MUCH  OF  THE  DISTRESS  AND 
RUIN  THROUGH  WHICH  WE  HAVE  BEEN  DRAGGED." 

All  this  has  been  cited  to  illustrate  the  need  of  some  action  bv  Congress  in  the 
interest  of  farmers,  of  the  laboriufi:  men,  and  the  business  men  of  tne  whole  country, 
to  make  the  vastly  important  Federal  Reserve  Board  a  more  elastic,  more  initiative, 
sympathetic,  and  responsive  body  than  it  is;  to  put  it  in  more  direct  contact  with  the 
public,  and  to  fix  its  responsibility.  There  is  no  time  or  need  here  to  consider  details 
of  such  l^slatioD.  Among  our  532  members  of  Congress  there  is  brain  power  enough 
to  devise  simple  remedies  for  an  obvious  situation.  I  believe  firly  that  the  board  by 
its  power  to  regulate  and  increase  or  reduce  the  supplies  of  funds  and  the  interest 
charges  for  money  could  have  saved  us  from  a  fall  so  precipitate  and  smashing,  and 
from  much  of  the  distress  and  ruin  through  which  we  have  been  dragged,  it  could  have 
made  the  shrinkage  of  values  more  gradual  and  uniform  instead  of  violent  and  sporadic, 
could  have  helped  strongly  to  keep  the  circulating  currents  of  commercial  at  more 
evra  flow,  so  that  the  losses  of  each  producer  might  be  offset  by  reasonable  reduction 
in  the  cost  of  what  he  must  consume. 

LORD  LEVERHULME  DECLARES   "TOO   RAPID   DEFLATION "   HAS   BROUGHT  STAGNATION 

AND   UNEMPLOYMENT. 

These  views  and  apprehensions,  which  I  expressed  in  urging  the  boand,  during  the 
past  six  months,  to  constructive  action  and  to  a  revision  of  its  policy  of  contraction 
before  it  was  too  late,  were  shared  by  able  and  clear>thinking  men  far  and  wide. 
The  fetal  consequences  of  its  folly  or  inertia,  or  both,  have  been  far-reaching.  Lord 
Leverhulme,  one  of  the  largest  and  most  successful  manufacturers  in  the  British 
Empire,  a  man  of  broad  vision  whose  interests  are  world-wide,  recently  declared  in 
an  interview,  as  reported  in  our  newspapers,  that: 

"The  proce*  of  too  rapid  deflation  is  undoubtedly  the  cause  of  the  present  un- 
einplo^rmerit  and  trade  stagnation. ' ' 

Continuing,  the  interviewer  said: 

"The  prices  of  commodities  rose  to  the  extreme  limit  during  the  war,  and  their 
reduction  was  a  prime  necessity,  but  the  fall  has  been  too  sudden  for  adjustment. 
This  deflation  has  been  accompUshed  through  the  banks  calling  in  loans  which  were 
itted  to  finance  stocks  at  high  prices,  and  the  effect  of  the  forced  realization  of  these 
stocks  has  been  to  drive  down  prices  of  commodities  below  the  cost  of  production. 

"Under  these  circumstances,  manufacturers  are  not  likely  to  go  on  producing  at  a 
lofli,  and  have  consequently  been  compelled  to  shut  down  tneir  factories." 

Our  country  being  now  the  principal  creditor  nation  of  the  world,  its  financial 
policies,  as  is  clearly  recognized,  have  a  world-wide  effect. 

ITBBD  FOR  WI8B   COUNSEL,   EXPERIENCE,    KNOWLEDGE   OF   BUSINESS,    COURAGE,    AND 
SYMPATHY  WITH  PUBUC  NEEDS. 

We  learn  by  experience,  and  should  i>rovide  that  the  Federal  reserve  boards  of  the 
future  diall  hiave  less  of  the  characteristics  of  the  automatic  bureau  and  more  of  the 
activities  and  spirit  of  the  wide-awake  business  man.  I  believe  it  desirable  from  the 
standpoint  of  the  public,  and  of  the  commercial  interests  of  the  country  that  the  mem- 
benhip  of  the  board  should  include  at  least  one  man  of  wide  business  experience,  out- 
side of  banking.  The  six  members  at  the  time  of  m  v  resignation  incl  uded ,  in  acdition 
to  the  Comptroller  of  the  Currency,  two  colleg^e  professors,  two  bankers,  a  lawyer,  and 
a  newspaper  man  from  Poughkeepsie.  A  Chicago  business  man  of  signal  abuitj  and 
exemplary  character  whose  counsel  would  have  been  of  great  value,  especially  m  our 
recent  experiences,  was  refused  by  the  Senate  when  nominated  by  the  President 
•srend  years  ago. 
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BNUOHTENfiD  STATESMANSHIP  SHOWN   BY  BANK  OP  PRANCE  IN  LESSENING  VIOLENCE 

OP  CRISIS. 

The  enlightened  stateemanehip  with  which  the  management  of  the  great  Bank  of 
France  met  this  world  crisiB  and  tempered  its  strain  and  shock  for  its  people  may  be 
judged  by  a  statement  made  by  the  governor  of  the  Bank  of  France  in  his  recently 
published  annual  report.  In  referring  to  the  existing  financial  and  commercial 
crisis,  he  said: 

"  We  have  welcomed,  whether  by  means  of  rediscount  or  by  direct  discount,  all 
paper  whose  creation  responded  to  the  le^timate  needs  of  commerce  and  production. 
By  this  liberal  policy,  to  which  we  have  remained  and  always  will  remain  faithful, 
We  expect  to  support  with  all  our  power  the  activities  of  widely  varying  business 
enterprises  which  in  France  are  needed  to  lessen  the  violence  of  the  crisis.  ' 

In  striking  contrast  was  the  plan  discussed  by  an  "important  official "  of  the  Federal 
Reserve  Bank  of  New  York,  with  a  heartlessness  which  even  amazed  Wall  Street,  and 
of  which  I  shall  speak  again  presently,  which  called  for  "putting  on  still  more  pres- 
sure, thus  cleaning  up  the  after-war  mess  in  a  hmry  and  getting  it  over,'*  though  it 
should  involve  "many  forced  failures;"  but  the  "important  oflficiar*  referred  to  com- 
placently concluded  that  it  seemed  best  to  stick  to  the  present  set  course  without 
increasing  or  reducing  pressure,  "despite  the  criticism"  which  it  was  admitted  was 
"  heard  from  all  quarters  for  lower  interest  rates  and  withdrawal  of  pressure  to  force 
payment  of  outstanding  loans.*' 

As  is  natural  and  proper,  I  offer  my  suggestions  of  what  Congress  should  do  chiefly 
within  the  limits  of  my  own  direct  experiences.  Along  the  same  line  I  have  embraced 
in  my  annual  reports,  including  the  last,  a  number  of  suggestions  for  legislation  to 
cleanse  and  strengthen  our  national  banking  and  Federal  reserve  systems.  Among 
these  is  included  the  measure  to  give  the  Federal  reserve  banks,  under  proper  safe- 
guard, more  latitude  and  power  to  render  aid  in  an  emergency,  to  member  banks  than 
IS  permitted  imder  the  law  as  it  now  stands.  Other  important  changes  in  and  addi- 
tions to  existing  laws  which  my  observation  convinces  me  are  neeoed  are  set  forth 
clearly  in  my  last  report  to  Congress,  submitted  not  many  weeks  ago;  but  tiiese  are  not 
of  special  interest  here. 

I  have  attempted  to  indicate  briefly  how  the  Federal  reserve  system  might  have 
been  used,  in  my  opinion,  to  lessen  the  difficulties  with  which  our  agricultural  in- 
terests have  been  beset  so  sc^ly,  and  how  it  may  be  used  in  the  future.  It  is  not 
yet  too  late  for  the  board  to  face  about  and  help. 

OOVERNMENT  BXPENDITURES    ENSUING   TEAR  CAN  ANP  SHOULD  BE  REDUCED  TO 
$3,000,000,000  AND  EXCBS8-PR0PIT8  TAX  SHOULD  STOP. 

Turning  now  to  more  general  matters,  let  me  si^y  that  from  such  study  as  I  have 
been  able  to  ^ve  the  subject^  and  based  upon  m^r  experience  and  observations^  I 
believe  it  possible  for  the  ensuing  fiscal  year,  beginning  July  1,  for  the  present  admin- 
istration to  reduce  the  total  expenses  of  the  Government,  including  interest  and  a 
reasonable  sinking  fund  on  the  public  debt,  to  approximately  13,000,000,000,  and  in 
reducing  receipts  raised  by  taxation,  I  believe  a  way  should  and  can  be  found  to  do 
away  with  the  burdensome  and  complicated  excess-profits  tax.  We  have  been 
engrossed  in  fightinj^  and  winning  a  great  war  and  in  handling  the  immediate  effects 
and  results.  The  time  for  setting  our  house  in  order  after  the  fray  has  come.  I  was 
an  American  before  I  was  a  Democrat,  and  like  every  other  man  whose  ambition  is 
to  be  a  good  citizen,  I  hold  the  welfare  of  people  and  country  far  nearer  my  heart 
than  any  party  or  political  advantage. 

Therefore,  I  hope  most  sincerely  that  the  present  Congress  and  administration  will 
complete  the  work  of  retrenching  expenses  and  reducing  taxes  thoroughly  and 
promptly. 

BUSINESS  WORLD  GETTING  DOWN  TO  BEDROCK.      READJUSTMENTS  IN  STEEL  AND  IRON 
products;  in  retail  dealers'   PROPITS  and  in  WAGES,  YET  TO  COMB. 

Before  closing  I  will,  if  you  will  indulge  me  a  little  longer,  say  a  few  words  as  to 
present  business  and  financial  conditions,  and  the  outlook.  We  are  now  indisputably 
closer  to  bedrock  than  we  have  been  for  years,  and  we  have  it  within  our  power  to 
hasten  the  time  when  farms,  factories,  mills,  mines,  and  railroads  shall  again  go 
forward  at  full  soeed. 

For  generations  past  the  market  for  steel  and  iron  has  been  regarded  as  the  ther- 
mometer of  trade.  The  prices  for  these  underlying  basic  commodities  have  been 
r^;ardod  as  an  index  of  general  condition  of  business.    At  the  present  time  this  is  nol 
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entirely  true,  for  in  the  ^reat  depreasdon  which  now  exists,  the  most  acute  perhaps 
that  we  have  experienced  in  this  generation,  owing  to  the  heat  artificially  applied  to 
the  bulb  of  the  steel  thermometer,  steel  and  iron  prices  are  still  registering  stbout  100 
per  cent  above  the  prewar  basis.  These  artificial  prices  are  adding  enormously, 
directly  and  indirectly,  to  the  cost  of  living  and  I  believe  firmly  are  doing  much  to 
block  the  road  io  business  resumption  and  prosperity.  They  must  be  reduced 
radically. 

The  exclusive  profits  still  being  exacted  by  some  middlemen  and  retail  stores 
are  also  unfedr  and  are  delaying  the  needed  increase  in  consumption  and  in  produc- 
tion which  must  precede  better  times. 

Like  all  who  tnink  and  honestly  hope  for  the  welfare  and  happiness  of  our  race, 
I  am  earnestly  in  favor  of  decent  hours  and  liberal  wages  for  the  working  man  and 
of  a  fairer  division  of  the  joint  products  of  capital  and  labor.  But  in  making  these 
adjuptments  there  are  great  economic  laws  of  which  it  is  necessary  for  us  to  take 
cognizance.  It  is  hopeless  to  attempt  to  force  a  railroad,  or  any  other  joint-stock 
cOTporation  or  business  enterprL«e  to  continue  to  operate  at  a  heavy  loss  and  to  pay 
one  class  of  employees  $8  or  $10  a  day  if  there  are  hosts  of  men  well  qualified  and 
anxious  to  do  the  same  work  for  $5  and  $6  a  day. 

PRINCIPLE   OF  8-HOUR  DAY  AND  EFFICIENCY  OP  LABOR  ADVOCATED. 

I  am  an  eitfnest  advocate  of  the  principle  of  the  8-hour  day,  which  has  necessarily 
to  be  modified  under  some  conditions,  but  I  am  equally  strong  in  insisting  that  serv- 
ice rendered  shall  be  efficient  and  thorough.  Let  me  also  sAd  that  it  ought  to  be 
clear  to  any  thinking  mind  that  it  is  far  better  for  manufacturers  and  business  men 
of  all  kinds  to  keep  their  mills  and  factories  going  even  if  they  have  to  operate  at  no 
profit,  or  at  a  small  profit.  It  b  also  sound  policy  and  common  sense  for  tne  working- 
man  to  accept  such  reduction  in  wages  as  may  be  necessary  to  enable  his  factory  to 
opiate  rather  than  to  precipitate  a  strike  or  a  lockout  and  earn  nothing  at  all. 

The  12,  14,  and  16  hour  days,  7  days  in  the  week,  which  it  has  been  charged  have 
been,  up  to  now,  exacted  by  some  great  corporations,  are  intorerable  and  inhuman. 
Ei^t  yeare  ago,  as  Assistant  Secretary  of  the  Treasury,  my  duties  included  super- 
vi^on  of  the  Bureau  of  Engraving  and  Printing,  employing  then  about  4,000  workers, 
and  under  my  instructions  the  ofirector  of  the  bureau  arranged  for  operatives  whose 
work  was  particularly  monotonous  and  wearing  to  have  a  number  of  rest  periods  of, 
aay,  10  nunutes  each,  at  intervals  during  the  day,  without  reguiring  them  to  work 
overtime  for  time  so  taken.  He  subseauently  reported  to  me  tnat  as  a  result  of  that 
plan  the  efficiency  and  output  of  that  aepartment  was  increased  about  15  per  cent — 
more  work  performed  in  l^s  time. 

Beardless  of  whatever  flaws  there  may  be  in  its  administration,  our  Federal  reserve 
system  has,  in  the  past,  saved  our  country  from  conditions  far  worse  than  those  which 
we  are  now  enduring,  and  I  believe  that  with  the  reversal  of  certain  policies,  and  by 
the  adoption  of  a  constructive  program  the  Federal  reserve  system  could  now  aid 
enormously  in  restoring  lost  confidence  and  in  inspiring  hope  and  a  justifiable  opti- 
mism. 

BE8ERV&   BOARD   UNDER   EXISTING   CONDniONS   SHOULD   VIEW    WFTH   SHAME    RATHER 
THAN  PRIDE  BIG   RESERVE   RATIOS. 

There  has,  in  my  opinion,  been  an  indefensible  withholding  of  credit  in  many 
of  the  produciig  sections  of  the  country  when  sorely  needed.  1  stated  frankly  at  a 
nieetin^  of  the  Federal  Reserve  Board  not  many  weeks  ago  that  a  high  ratio  of  reserve, 
indicating  useless  impounding  of  funds  in  reserve  banks,  under  existing  conditions, 
when  money  is  so  badly  wanted  for  the  vital  purposes  of  agriculture  and  bui^iness  of 
ill  kinds,  was  a  thing  for  the  board  to  be  ashamed  of,  rather  than  to  boast  of. 

The  time  has  come,  in  my  judgment,  when  the  rates  of  Federal  reserve  banks  in  all 
dietrictfi  should  be  reduced  to  a  maximum  of  6  per  cent  per  annum. 

RATE  ON  BANK  LOANS  SECURED  BY  LIBERTY  BONDS    SHOULD  BE  REDUCED  TO  4i  PER 

CENT. 

On  United  States  Government  bonds  purchased  and  subscribed  for  at  par  upon 
which  the  banks  are  now  lending  the  origmal  subscribers,  the  discount  rate  to  mem- 
ber Itfuiks  ^ould  be  reduced  to  ^  per  cent,  with  a  proviso  that  the  member  bank 
shall  reduce  the  rate  to  its  customer  to  not  exceeding  5  per  cent. 
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UNUSED  LENDING  POWEE  OF  FEDERAL  RESERVE  BANKS  NOW  FIFTEEN  HUNDKED 
MILLION  DOLLARS — TEN  TIMES  AS  MUCH  AS  ALL  NATIONAL  BANKS  OF  THE  COUNTRr 
EVER  BORROWED  AT  ANY  ONE  TIME   BEFORE   1914. 

Prior  to  the  inauguration  of  tJie  Federal  reserve  system,  according  to  the  official 
reports,  the  maximum  amount  of  money  which  the  national  banks  of  the  United 
States  had  ever  borrowed  at  any  one  time  on  their  bills  payable  and  rediscounts 
was  not  over  $150,000,000.  I  know  it  will  be  of  genuine  interest  to  every  man  in 
this  assembly  to  know  that  our  12  Federal  reserve  bwiks  at  this  time  have  an  unused 
lending  power  of  approximately  fifteen  hundred  millions  dollars,  or  10  times  as  much 
as  the  maximum  amount  which  all  the  national  banks  of  the  country  ever  borrowed 
at  any  one  time  on  their  bills  payable  or  rediscounts  prior  to  the  European  war. 

Under  such  conditions  as  these,  there  is  no  reason  why  every  farmer  and  business 
man  in  this  country  of  good  credit  should  not  be  able  to  obtain  all  the  money  needed 
for  their  conservative  business  wants — at  least  so  far  as  the  domestic  requirements 
of  our  own  country  are  concerned.  Obviously  the  question  of  funds  for  foreign  trade 
while  the  world  is  upset  as  it  is  at  this  time  isanoUier  problem  yet  to  be  solved. 

Of  course,  you  do  not  expect,  and  I  do  not  intend,  that  I  pour  out  on  you  any  theories 
of  government  or  general  program  of  legislation,  domestic  and  foreign.  I  presume 
you  have  agreed  on  legislation  you  will  ask  in  favor  of  the  organized  farmers  and  work- 
ingmen  of  the  country.  I  have  tried  to  give  you  for  your  consideration  and  mental 
digestion  some  of  the  thoughts  brought  to  me  by  contact  with  conditions. 

POLICY  DISCUSSED  BY  '^HIQH  OFFICIAL"  TO  PUT  ON     *  STILL  MORE  PRESSURE*'  AT   THIS 
TIME    RESENTED  AS   A    **MA8SACRE   OF   BUSINESS." 

Precisely  in  point  with  what  I  have  been  saying  and  as  illustration  of  what  I  may 
call  callous,  if  not  the  brutal,  attitude  of  some  of  our  officials,  let  me  read  you  a  para- 
graph or  two  from  the  New  York  financial  article  printed  in  the  newspapers  the  day 
before  yesterday. 

The  writer  of  the  article  said: 

'*From  a  talk  I  had  to-day  with  one  of  the  important  officials  of  the  Federal  reserve 
bank  here  it  appears  that  there  is  a  consensus  of  opinion  among  the  different  governors 
of  the  Federal  reserve  banks  favoring  a  continuation  of  present  policies  despite  Uie 
criticism  heard  from  all  quarters  for  lower  interest  rates  and  withdrawal  of  pressure 
to  force  payment  of  outstanding  loans.  There  are  three  general  policies  which  might 
be  adoptea,  it  was  pointed  out. 

"One  would  be  to  ease  up  on  interest  rates,  but  that  policy,  with  the  heavy  inflow 
of  gold,  it  was  ai^ed,  might  result  in  a  renewal  of  dangerous  peculation  and  inflation. 

"Another  policy  might  be  adopted  that  would  resiflt  in  putting  on  still  more  pres- 
sure, thus  cleaning  up  the  after-war  mess  in  a  hurry  and  eettin^  it  over.  But  if  ^at 
course  were  adopted,  it  was  pointed  out,  *  we  would  be  a  long  time  in  picking  up  tiie 
pieces  caused  by  the  many  forced  failures.' 

**  By  far  the  best  plan,  it  was  argued,  was  the  one  now  being  followed,  which  permits 
continuous,  but  moderate  liquidation." 

It  must  oe  noted  that  the  only  objection  mentioned  by  the  "important  official" 
of  the  Federal  reserve  bank  quoted,  to  the  plan  for  "putting  on  still  more  pressure, " 
was  not  the  cruel  injustice,  the  disregard  of  every  principle  for  which  the  Federal 
reserve  measure  was  created,  which  it  would  involve,  but  the  probability  that  they 
"would  be  a  long  time  in  picking  up  the  pieces,"  i.  e.,  the  dead  bodies  "caused  by 
the  many  forced  failures.' 

One  policy ' *  might' '  cause  renewal  of  dangerous  inflation  and  speculation.  Another 
would  mean  acute  panic  forced  by  unskillful  or  indifferent  management  or  wanton 
mismanagement  of  the  machinery  ably  devised  to  give  relief  and  prevent  panics. 
It  is  proposed  to  check  disease,  and  give  the  doctors  and  nurses  surcease  from  troubles 
and  responsibility  by  killing  all  the  patients  in  the  hospitals— a  plan  actually  under 
discussion  bein^  to  restore  business  to  general  soimd  condition  by  a  preliminary 
massacre  of  busmess. 

The  now  prevailing  method  is  supTK)sed  to  be  a  compromise  between  these  two,  and 
we  are  told  there  is  a  consensus  of  opinion  among  the  governors  of  the  Federal  reserve 
banks  to  let  it  continue.  The  suggestions  offered  by  the  "important  official' '  of  the 
Federal  reserve  bank  quoted  above  are,  I  assume,  a  reflection  of  the  attitude  of  the 
board,  for  which  I  can  conceive  of  no  excuse.  Apparently  it  has  not  occurred  to  the 
board  that  it  may  be  possible  by  anxious  and  alert  vigilance  and  careful  responsivenees 
to  daily  situations  and  varying  sectional  requirements,  to  avoid  either  of  the  alter- 
natives described  above— delirium  on  one  side,  death  on  another,  or  a  sleeping  sick- 
ness, as  at  present. 


Digitized  by 


Google 


AGRICULTURAL  INQUIRY.  35 

The  mao  who  put  an  automobile  on  the  road  with  steering  gear  set  and  let  it  run; 
or  the  doctor  who  failed  to  adapt  his  treatment  to  stimulate  or  retard  heart  action, 
18  conditions  indicated,  would  be  liable  to  indictment  for  murder. 

The  policy  outlined  in  this  newspaper  paragraph,  as  obtained  from  a  Federal  reserve 
btok  official,  is  precisely  that  against  which  I  war,  and  against  which  I  hope  all  of  us 
will  war.  It  is  the  policy  of  setting  the  steering  gear  and  letting  her  go;  of  applying 
the  same  treatment  to  high  fever  and  paralysis— the  "bureau' '  method  of  hard  and 
fiz(Hl  rules. 

The  Federal  reserve  system  was  not  intended  to  be  worked  that  way .  It  presupposes 
ittention,  intelligence,  flexibility  of  thought  in  those  who  operate  it,  tne  capacity 
to  feel  and  understand  and  to  value  the  welfare  of  the  country  and  of  each  of  the 
individuals  composing  it  as  more  important  than  official  dignity,  pride  in  an  adopted 
policy,  or  blind  and  slavish  allegiance  to  rules  by  those  who  first  create  them,  and 
then  abjectly  worship  them. 

"UQUIDATION  NEEDS  TIME  IP  DISASTER  IS  TO  BE  PREVENTED,"  SAID  PROF.  LAUOHLIN. 

The  method  mentioned  by  the  "important  official' '  of  the  Federal  reserve  system, 
18  quoted  by  the  New  York  financial  writer,  is  directly  contrary  to  common  sense, 
fadr  dealing,  and  the  most  elementary  principles  of  economics.  In  painful  contrast 
with  certimi  board  theories  and  practices,  are  the  mature  conclusions,  not  only  of 
leiders  in  business,  but  the  ablest  thinkers,  and  teachers  of  economics.  For  example, 
Prof.  J.  Laurence  Laughlin,  of  the  University  of  Chicago,  a  distinguished  and  accepted 
luthority,  nine  years  ago,  in  discussing  the  subject  of  banking  reform,  made  the 
following  statements,  which  in  the  interest  of  the  country,  I  respectfully  submit, 
it  would  be  well  for  our  reserve  board  to  ponder,  inwardly  digest,  and  act  upon: 

"A  crisis  comes  because  credit  has  been  unduly  expandied  in  a  period  of  prolonged 
prosperity;  in  an  optimistic  spirit  men  have  entereclinto  transactions  beyond  their 
ictual  means,  as  is  shown  when  the  test  of  actual  payment  is  exacted  ^  and  in  a  time 
of  fright  collateral  as  well  as  goods  falls  in  price.  In  such  a  situation  liquidation 
needs  time  if  disaster  is  to  be  prevented. 

"*  *  *  the  great  need  is  some  means — whatever  it  may  be— which  will  enable 
1  bank  to  make  loans  to  a  client,  who  can  thereby  be  saved  from  failure  and  from 
histy  and  ruinous  liquidation." 

Contrary  to  this  sound,  practical  and  humane  doctrine  the  *' important  Federal 
roserve  bank  official''  announced  that  a  plan  actually  under  discussion,  conscience - 
leas  though  it  be,  contemplates  "puttii^;  on  still  more  pressure,"  and  it  appears 
thit  the  only  argument  he  mentions  against  that  policy,  is  not  the  cruelty  and  suffer- 
ing which  such  a  plan  would  entail,  but  "the  loxig  time"  which  would  be  consumed 
in  "picking  up  the  piecea,"  which  he  frankly  tells  us  "the  many  forced  failures." 
i.  e.,  financial  ruin  of  thousands  of  firms,  corporations,  and  individuals— would  in- 
volve. Bradstreet's  Mercantile  Agency  reports  that  there  had  already  been  in  the 
Unitel  States  in  Uie  six  months  ending  on  the  1st  instant  8,607  failures,  an  increase 
of  5,775  over  the  same  period  a  year  ago.  Now  it  is  suggested  to  put  on  "still  more 
pressure"  and  "force"  many  more  failures. 

riOERAL  RESERVE  SYSTEM  INTENDED  FOR  GOOD  OP  THE  WHOLE  PEOPLE,  AND  SHOULD 
BE   ADMINISTERED   IMPARTIALLY. 

I  beheve,  gentlemen,  the  Federal  reserve  system  was  intended  and  should  be 
used  for  the  good  of  the  whole  people.  I  also  believe  the  rural  sections  and  agri- 
cultural interests  have  not  been  given  the  share  of  advantages  and  benefits  they 
dwuld  have  had  and  have  suffered  from  that  denial.  I  know  that  l^islation  can 
lid  enormously  in  assuring  to  those  sections  and  interests  their  fair  share,  and  can 
mike  our  banks  stronger  and  safer  even  than  they  are,  which  would  be  good  for 
ill  of  us. 

I  im  here  to  say  what  I  think,  and  to  share  with  you  what  I  have  learned  and  to 
ttmire  you  that  I  shall  never  neglect  an  opportiuiity  to  use  voice,  energy,  and  in- 
fluence, and  any  knowledge  or  ability  I  have,  for  the  purpose  of  having  the  protec- 
tion md  benefit  of  our  wonderful  Federal  reserve  system — designed  and  constructed 
for  all— bestowed  equally  and  impartially  on  all. 
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Silk  Shirts  and  Bubbles. 

(Address  of  John  Skelton  Williams  before  the  Augusta  Board  of  Commerce  and  Georgia  Press  Associaticn 

at  Augusta,  Ga.,  July  14,  1921.] 

Hon.  John  Skelton  Williams  spoke  as  follows: 

"Mr.  Chairman,  members  of  the  Augusta  Board  of  Commerce,  farmers  of  Georgia, 
members  of  the  Georgia  Press  Association,  ladies  and  gentlemen,  addresses  of  this 
kind,  according  to  immemorial  custom,  are  served  like  a  Chinese  banquet,  hind  pwt 
before.  We  begin  with  the  dessert  of  compliment  and  oratorical  confectionery,  put  the 
spice  and  pepper  in  the  middle,  and  wind  up  with  solid  intellectual  food,  in  case  we 
have  any  to  offer. 

"  It  is  not,  however,  merely  complimentary  or  conventional  when  I  say  I  thank  you 
for  the  honor  you  have  done  me  in  inviting  me  here,  for  I  appreciate  most  deeply  your 
invitation  to  talk  to  the  imperial  powers  of  the  Empire  State,  an  empire  in  territory, 
in  wealth,  and  in  i>ower,  conducted  on  the  highest  principles  of  democracy. 

"I  thank  you  for  asking  me  here  not  only  because  I  feel  gratified  by  the  personal 
courtesy  but  because  I  believe  I  have  something  to  say  that  should  be  said.  Ha\'ing 
no  political  purpose,  no  ax  to  grind,  as  you  people  say,  I  suppose  I  can  talk  rather 
more  freely  than  those  who  are  more  or  leas  entangled  with  parties  or  factions  or 
individuals. 

**My  employment  through  the  last  seven  years  as  Comptroller  of  the  Currency  of  the 
United  States  has  given  me  exceptional  opportunities  for  knowing  the  inside  and  the 
outside  of  our  commercial  and  banking  operations  and  conditions,  the  moving  spirits 
and  influences,  and  has  imposed  on  me  the  duty  of  making  special  study  of  tiiem, 
divested  as  I  am  of  the  interests  and  alliances  which  sway  the  judgments  of  men. 

*'We  are  now  passing  and  have  been  jmssing  through  the  same  processes  that  have 
followed  every  great  war.  In  my  opinion  we  have  been  subjected  to  unnecessary 
hardships  and  losses  by  failure  to  use  properly  the  means  provided  for  avoiding  or 
ameliorating  those  hardships.  We  will  recover  completely  and  triumphantly,  but 
there  have  been  delays,  dismays,  and  disasters  from  methods  and  policies  which  I 
believe  to  have  been  unnecessary,  erroneous,  and  inexcusable,  and  neither  political 
party  can  charge  the  other  with  responsibility  for  these  grave  errors,  because  the  men 
m  authority  upon  whom  the  responsibility  primarily  rested  were,  I  believe,  affiliated 
in  equal  numbers  with  both  parties. 

''rsewspapers  and  magazines  and  much  of  our  daily  conversation  have  been  filled 
with  the  period  of  extravagance  among  the  people.  We  have  read  columns,  and  many 
of  us  have  listened  for  hours  to  talking  of  the  silk  shirts  of  the  workingmen  and  the  fine 
automobiles  the  farmers  bought  during  the  flush  times.  Bo.th  those  much-discussed 
classes  may  comfort  themselves  with  the  knowledge  that  if  they  were  unwise  and  lack- 
ing in  foresight,  they  were  not  more  so  than  many,  if  not  most,  of  those  supposed  to 
be  the  seers  and  high  priests  of  our  finance  and  the  special  repositories  and  sources 
of  business  wisdom.  The  silk  shirt  was  on  the  man's  back,  and  the  automobile  was 
on  the  big  road  or  plainly  in  view  in  the  bam,  but  the  millions  invested  in  wildcat, 
impossible,  or  fraudulent  enterprises  and  schemes  are  out  of  sight  on  the  pages  of  books 
locked  in  safes  and  vaults  or  shut  in  safe  deposit  boxes  in  the  shape  of  paper  with  pretty 
pictures  and  printing  and  bearing  large  figures  and  not  worth  what  was  paid  the  printer 
to  make  them.  The  difference  is  that,  while  the  money  spent  by  the  workmaji  and 
farmer  went  to  help  the  dealers  and  manufacturers,  dnd  was  their  own,  the  invest- 
ments in  worthless  so-called  securities  oftentimes  built  nothing,  developed  nothing, 
and  frequently,  if  not  generally,  belonged  to  other  people,  who  were  maae  to  foot  the 
bill. 

"Recklessness  in  expenditure  and  investment  amounting  almost  to  madness  is 
one  of  the  greatest  of  the  many  evils  attending  and  following  war.  It  has  never  been 
fully  explained,  as  far  as  I  know,  but  it  seems  like  a  psychological  reaction  of  human 
nature  to  emergencies.  Poorer  men  go  to  silk  shirts  or  other  corresponding  indul- 
gences, and  those  better  off  to  bubbles,  apparently  spontaneously  and  automatically. 

*  *  Exactly  two  centuries  ago,  after  two  decades  of  long,  general,  and  deadly  European 
war,  there  was  a  period  of  riotous  waste  among  the  people,  and  frantic  sj>eculation 
wliich  culminated  in  the  notorious  South  Sea  bubble,  one  of  the  most  famous  scandals 
of  history.  Kings  of  the  world 's  foremost  countries  involved  themselves,  and  even  the 
Prince  of  Wales  himself  was  forced  to  resign  from  the  presidency  of  a  bubble  company. 
Contemporary  history  tells  us  of  nobles,  dukes,  bootblacks,  and  criminals  elbowing 
each  other  in  the  London  streets  about  the  offices  where  stock  might  be  bought  at  a 
high  premium,  in  wild  competition  to  secure  some;  of  ladies  of  the  highest  rank  com- 
pronusing  their  characters  that  they  might  win  the  favor  of  a  few  shares.  It  was  a 
swindle  often  repeated  since,  familiar  to  some  of  to-day  from  recent  instances  in 
T^oston  and  elsewhere,  the  simple  scheme  of  usine  the  monev  paid  in  for  new  stock 
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to  pay  dazzling  dividends  on  the  old,  but  in  the  South  Sea  days  the  Government  of 
Great  Britain  became  a  partner,  adding  new  frenzy  to  the  mania  and  for  the  time 
displacing  the  Bank  of  England  itself  in  showering  its  confidence  on  the  agents  of  a 
crazy  dream  and  a  fraud  ridiculously  barefaced. 

'*The  oflficial  reports  of  the  debates  of  the  British  Parliament  of  1721  reveal  that  the 
ruin  became  widespread,  tens  of  thousands  of  families,  once  prosperous  and  respected, 
disBTaced,  bankrupt,  and  destitute. 

To  check  the  speculative  mania  in  those  days  it  became  necessary  for  the  King 
tod  Parliament,  by  proclamation  and  otherwise,  to  call  a  halt  to  the  schemes  and  pro- 
motions which,  in  the  language  of  the  official  record  of  those  days,  were  described  as 
'pernicious  projects  and  imdertakings,  first  set  on  foot  and  promoted  by  crafty  knaves, 
tnen  pursued  by  multitudes  of  covetous  fools,  and  at  last  appeared  to  be,  in  effect,  what 
their  vulgar  appellation  denoted  them  to  be,  namely,  buboles  or  mere  cheats.'  Con- 
tinuing, Uie  omcial  report  declares:  'By  these  extravagant  and  unwarranted  practices 
many  unwary  persons  were  defrauded  and  impoverished  and  a  few  busy  upstarts 
enridied,  to  the  great  detriment  of  domestic  trade.* 

"Among  the  corporations  and  flotations  which  two  centuries  ago  were  specifically 
mentioned  in  the  parliamentary  debates  were  such  as  a  company  for  the  purpose  of 
carrying  on  *an  undertaking  of  great  value,  but  nobody  to  know  what  it  is;'  another 
'for  erecting  salt  pans  in  Holy  Island,  two  million  sterling;'  for  'importing  walnut 
trees  from  Virginia,  two  million  sterling;'  'for  insuring  to  all  masters  and  mistresses 
the  loss  they  shall  sustain  by  servants,  three  million  sterling;'  for  the  'transmutation 
of  quick  silver  into  a  malleable  fine  metal ; '  f or '  buying  and  fitting  out  ships  to  suppress 
pirates.'  etc.  The  famous  company  for  extracting  sunshine  from  cucumbers  does 
not  appear  on  the  list,  but  the  worst  of  them  all  are  but  little  more  absurd  than  some 
of  the  enterprises  in  which  our  people  of  this  day  were  putting  their  money  a  year  or 
two  ago. 

"Incidentally  this  country  gained  vastly  from  the  destruction  abroad,  because 
many  people  of  fine  heritage,  anilities,  and  ambitions  were  driven  to  seek  to  mend 
their  fortunes  in  the  new  land  of  Virginia,  and  their  descendants  have  peopled  and 
bleesed  all  the  older  States  of  our  Union. 

"  I  cite  this  matter  to  illustrate  that  what  we  are  seeing  and  feeling  is  no  new  thing 
under  the  sun,  and  as  a  comforting  assurance  that  we  are  no  worse  and  no  more  sub- 
ject to  crazes  and  paroxysms  than  our  respected  forefathers,  who  ruined  themselves 
with  considerably  more  rapidity  and  completness  than  we  do,  and  with  less  provo- 
cation or  excuse. 

"Coming  down  another  hundred  years,  we  find  more  of  the  same  conditions  we 
have  known  in  the  last  four  years,  only  very  much  worse  in  proportion  to  our  size  and 
wealth.  In  1821,  following  the  Napoleomc  wars  and  our  war  with  Great  Britain, 
this  country  and  Europe  were  feeling  the  results  of  a  debauch  of  imaginary  prosperity. 
Seven  years  after  we  had  made  peace  with  His  Britannic  Majesty  and  six  years  after 
Waterloo  we  were  in  the  depths.  Until  about  1820  anybody  could  sell  anything  at 
any  price.  Wildcat  banking  was  the  rule  and  conservatism  the  discountenanced 
exception.  The  crash  and  panic  that  came  were  as  inevitable  as  the  operation  of 
any  law  of  nature.  Newspapers  of  those  days  were  filled  with  advertisements  of  real 
estate  bought  at  fancy  prices  in  boom  times,  for  which  buyers  could  not  pay,  and 
of  farms  and  homes  seized  for  debt  improvidently  <:ontracted.  The  older  Ameri- 
can States  in  their  turn  contributed  to  the  frontier  States,  as  they  had  been  con- 
tributed to  by  the  old  country,  swarms  of  active  and  enterprising  people  who  had 
been  swept  from  discretion  by  the  frenzy  of  the  time  and  compellea  to  seek  in  new 
Burroundii^  the  fortunes  hoped  for  and  missed.  As  is  the  case  always  in  such  con- 
ditions, a  few  who  had  kept  tJieir  heads  and  taken  advantage  of  the  follies  of  their 
neighbors,  or  who  had  been  lucky  enough  to  close  out  at  the  right  moment,  profited 
enormously  and  piled  up  fortunes  enormous  in  that  day,  but  in  the  cities  the  appeals 
for  charity  were  incessant,  and  New  York  and  Philadelphia  saw  bread  riots. 

"Fifty  years  later,  after  our  Civil  War,  after  duplication  of  the  whirl  of  reckless 
R)ending,  came  duplication  of  the  crash,  and  the  panic  of  1873  shook  the  world. 
Complete  recovery  rrom  this  did  not  come  for  many  years. 

"  Now  we  are  less  than  three  years  from  the  armistice  of  November  11 ,1918.  We 
have  come  throu^  the  period  of  lavish ness  in  far  less  time  than  was  required  for  the 
fever  to  exhaust  itself  after  most  of  the  other  modern  wars  in  which  we  haA  e  been 
concerned.  The  inherent  wealth  of  otir  country  is  so  enormous,  the  energy  and 
intelli^nce  of  our  people  so  unlimited,  and  our  prestige  among  the  nations  of  the 
world  IS  so  high,  that  with  a  wise  use  of  our  opportunities,  an  intelligent  and  coura- 
geous handling  of  our  financial  machinery,  and  an  unselfish  leadership  on  the  part 
of  our  buflinees  and  financial  leaders,  it  is  entirely  possible  for  us  to  get  back  speedily 
to  prosperity  and  good  times.    However,  one  of  the  most  important  opinions  I  am 
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here  to  express  to  you  is  that  we  are  not  recovering  as  rapidly  and  as  smoothly  as 
we  should  nave  done,  and  as  our  great  Federal  reserv^e  system  was  intended  to  enable 
us  to  do.  I  further  declare  the  opinion  that  the  partial  failure  is  not  the  fault  of  the 
Federal  reserve  system  itself,  but  is  the  fault  of  the  administration  of  that  system 
by  individuals  who  have  not  measured  up  as  they  should  have  done  to  the  great 
responsibilities  imposed  upon  them.  I  know  this  opinion  is  founded  on  facts.  I 
believe  I  can  convince  you  that  it  is  fully  sustained  by  the  evidence.  I  formed  that 
opinion  from  close  knowledge  of  the  situation  and  developments  acquired  by  me  offi- 
cially and  accuratelv  while  I  was  comptroller.  I  expressed  my  views  as  strongly 
and  clearly  as  I  could  put  them  into  words,  both  orally  and  in  writing,  during  the 
past  18  months  or  more,  and  I  believe  that  if  my  remonstrances  had  been  heeded 
and  my  admonitions  given  the  consideration  to  which  I  considered  them  entitled, 
coming  from  a  member  of  the  reserve  board,  untold  loss  and  suffering  might  have 
been  avoided. 

"Perhaps  it  is  too  late  now  to  correct  the  very  serious  mistakes  that  have  been,  as 
I  think,  made,  or  to  avoid  or  cure  the  natural  and  inevitable  consequences.  It  is 
not  too  late  to  try  to  point  out  some  of  those  mistakes,  especially  when  there  is  oppor- 
tunity to  do  so  before  the  ruling  powers  of  a  powerful  Commonwealth.  The  local 
press  and  the  farmers  of  anv  community  can  and  should  be  powerful  in  guiding  its 
thought  and  directing  its  action. 

"All  prc^ess  of  the  human  race  and  of  individuals  lb  baaed  on  understanding  of  our 
blunders.  My  hope  is  to  expose  and  explain  blunders  that  have  been  made,  to  try 
to  make  them  so  tnoroughly  understood  that  they  will  not  be  repeated  or  continued. 

**The  Federal  reserve  act  is  the  finest  tool  for  commercial  protection  and  construc- 
tion ever  put  in  the  hands  .of  a  Government  and  people.  I  believe  that  bv  awkward 
and  inefficient  handling  it  has  been  used  to  injure  where  it  was  intended  to  guard, 
and  to  encourage  and  protect  what  it  should  have  restrained  and  prevented.  I  believe 
it  has  been  weakened  and  misdirected  bv  the  *  bureau  disease,'  a  disease  which  I 
have  described  heretofore  as  'bureaumania,'  to  which  too  often  those  intrusted  with 
authority  seem  to  become  subject.  It  is  so  much  easier  to  hold  and  regard  policies 
and- rules  when  once  adopted  as  final,  fixed,  and  unalterable,  rather  than  to  undertake 
the  labor  of  studying  their  workings  and  effects  and  deciding  on  modifications  and 
changes.  It  is  so  much  more  self -satisfying  to  accept  our  own  opinions  as  the  supreme 
fruit  of  wisdom  than  be  at  the  trouble  of  analyzing  and  amending  them  in  the  lig^t 
of  results  and  to  fit  changing  conditions  and  circumstances. 

"I  question  nobody's  motives.  The  dismal,  cold  fact,  as  it  seems  to  me,  is  that 
the  Federal  reserve  act,  which  was  designed  to  provide  a  system  of  banking  and 
currency  supply,  pliable  and  elastic,  adaptable  to  the  variations  of  seasonal  and  sec- 
tional requirements  and  of  supply  and  demand  and  commercial  development,  became 
stiff  and  inelastic,  consequently  oppressive  and  injurious  where  it  should  have  been 
helpful,  and  dangerously  lenient  where  it  should  have  been  repressive. 

"A  valiant  little  country  bank  in  Alabama,  striving  and  straining  to  help  its  farmer 
customers,  needed  $112,000  to  meet  the  needs  of  its  community  in  crop-moving  time, 
the  latter  part  of  September,  1920^  and  that  little  bank  was  charged  for  the  use  of  that 
money  for  about  two  weeks  by  its  Federal  reserve  bank  an  average  rate  of  about 
4  per  cent — not  4  per  cent  per  aUnum,  gentlemen,  but  about  4  per  cent  per  month 
on  an  average;  in  fact,  the  rate  charged  for  a  portion  of  that  money  was  actually 
87i  per  cent  per  annum. 

''1  have  studied  the  reports  of  the  interest  rates  charged  by  the  Government  banks 
of  all  the  other  civilized  countries  of  the  globe  -Kjisflaiid,  France,  Italy,  Scandinavia, 
Japan,  China,  and  you  may  also  include  Germany  and  Austria,  and  all  others^ -and  I 
think  the  recorJ.s  will  show,  gentlemen,  that  the  rates  which  certain  small  banks  in 
Colorado.  Kansas,  Texas,  Louisiana,  Alabama,  and  other  States  were  charged  by  their 
reserve  banks,  in  certain  exceptional  cases,  amounted  to  from  two  to  five  times  as 
much  as  the  rates  charged  by  any  Government  bank  in  anv  civilized  country  on  the 
globe  (lentleraen,  these  amazing  rates  are  brutal,  wholly  without  excuse.  The 
Federal  reserve  system  should  be  made  to  refund  in  every  instance  every  dollar  of 
interest  exacted  in  excess  of  10  per  cent,  if  not  in  excess  of  6  per  cent. 

'More  than  six  months  as^)  I  urged  the  Federal  Reserve  Board  to  abolish  entirely 
these  grossly  excessive  rates  which  were  being  imposed  imder  what  was  called  the 
'progressive  interest  plan,'  and  offered  a  resolution  to  make  the  rate  of  interest  6 
per  cent,  but  my  resolution  was  voted  down.  I  then  offered  another  resolution  that 
the  rate  of  interest  should  not  exceed  10  per  cent  in  any  Instance,  but  this  resolution 
was  also  disapproved  by  my  colleagues. 

"Writing  to  the  board,  under  date  of  February  4,  1921,  I  said  very  plainly: 

*'  *The  more  I  have  looked  into  this  subject  the  more  I  am  convinced  that  the  pro- 
gressive rate,  as  it  has  been  applied  in  certain  districts,  is  wholly  indefensible,  and  I 
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believe  that  the  reserve  banks  and  this  board  would  be  very  severely  criticized  if 
the  rates  of  interest  which  have  been  exacted  upon  this  plan  by  some  of  our  reserve 
banks  should  be  made  public.  I  do  not  believe  we  are  ever  justified  in  pursuing  a 
poUcy  which  can  not  be  approved  by  a  sound  public  opinion.* 

"  It  is  due  to  the  Federal  Reserve  Iiank  of  Atlanta  that  I  should  tell  you  that  officers 
of  that  bank  earnestly  pleaded  with  the  Federal  Reserve  Board  a  year  ago  for  per- 
mission to  adopt,  in  certain  respects,  more  liberal  policies  than  those  laid  down  for 
them  by  the  board,  but  their  supplications  were  unavailing. 

"While  small  banks  in  the  farmine  districts  were  being  taxed  in  this  manner,  great 
banks  in  New  York  were  being  supplied  with  practically  imlimited  amounts  of  money 
at  5,  6,  and  7  per  cent.  The  official  record  will  show  that  while  the  reserve  bank 
collected  $2,100  (ejiual  to  8  per  cent  on  the  bank's  entire  capital  stock  for  12  months) 
from  a  little  bank  in  your  aa joining  State  of  Alabama  for  the  use  of  about  $112,000  for 
two  weeks  in  crop-moving  time  a  year  ago,  a  big  bank  in  New  York,  whose  funds  were 
largely  employed  in  speculative  operations  and  deals,  for  the  same  cash  consideration, 
or.  say,  $2,100,  was  given  the  use  of  about  $800,000  for  the  same  time. 

"The  policy  of  the  Federal  Reserve  Board  and  of  certain  reserve  bank  authorities 
seemed  to  be  that  if  certain  big  banks  wanted  anything,  why  let  them  have  it  promptly 
and  no  (questions  asked;  but  if  a  little  bank  or  a  farmer  needed  funds,  comb  lum  well ; 
make  him  give  up  everything  he  has  as  security,  and  then  make  the  directors,  as  well, 
guarantee  the  loans  for  all  they  are  worth.  This  policy  was  carried  so  far  that  I  have 
been  informed  recently  of  a  national  bank  in  the  Southwest  claims  that  it  was  not  saved 
but  was  broken  by  the  exactions  of  a  reserve  bank,  and  its  directors  are  now  planning 
to  bring  suit  against  a  Federal  reserve  bank  demanding  that  they  pay  its  depositors 
in  full.  The  prodigality  with  which  certain  big  banks  disposed  of  the  funds  so  unstint- 
ingly  loaned  them  oy  certain  reserve  banks  may  be  illustrated  by  a  loan  of  $500,000 
to  a  fisheries  company  made  by  a  big  northern  bank  which  came  to  my  notice.  When 
I  inquired  what  the  security  for  the  loan  was,  I  was  informed  that  the  collateral  was 
fish.  And  when  I  asked  where  the  fish  were,  I  was  informed  officially  that  the  fish 
had  not  been  caught  at  the  time  t^e  loan  was  made,  but  that  they  were  supposed  to 
be  swimming  in  the  oceans  thousands  of  miles  away:  but  that  the  corporation  had 
promised  to  go  fishing,  and  if  they  caught  any  fish,  pack  them  and  can  them  and  then 
put  them  in  warehouses  and  then  deposit  the  warehouse  receipts  as  security  for  their 
loan,  which,  when  I  last  heard  from  it,  had  not  been  paid  or  reduced. 

"Of  course,  much  of  the  money  loaned  by  the  reserve  banks  was  used  for  the  legiti- 
mate purposes  of  trade  and  commerce,  but  entirely  too  large  a  proportion  of  it  was  also 
used  tor  the  promotion  of  all  kinds  of  speculative  schemes,  and  many  millions  bor- 
rowed from  the  New  York  reserve  bank  was  employed  by  the  borrowing  banks  to 
promote  speculative  schemes  of  the  executive  officers  of  prominent  banking  institu- 
tions in  tnat  citj",  to  whom  in  various  cases  specially  low  interest  rates,  commonly 
spoken  of  as  'family'  rates,  were  sometimes  charged. 

"  In  other  cases  banks  which  were  borrowing  from  the  Federal  reserve  bank  at  0  per 
cent  took  advantage  of  the  necessities  of  their  customers,  and  in  some  instances 
chaiged  them  20,  30,  and  50  per  cent  per  annum  on  good  security,  and  I  have  before 
me  one  case  where  a  bank  which  was  borrowing  several  million  dollars  from  the 
Federal  reserve  bank  at  6  i^er  cent  charged  its  customer,  the  head  of  a  large  manufac- 
turing corporation,  the  equivalent  of  about  200  per  cent  per  annum  interest  on  the  net 
amount  of  money  which  the  bank  itself  advanced  to  tne  borrower.  That  loan  was 
secured  by  collateral  and  repaid  within  six  months.  For  six  months'  use  of  about 
1250,000  Ae  reserve  bank  charged  the  member  bank  approximately  $7,500.  About 
the  same  time  that  the  member  bank  borrowed  at  6  per  cent  from  the  reserve  bank 
it  loaned  its  customer  approximately  $250,000  net — exclusive  of  a  portion  of  the  loan 
which  it  X)a88ed  on  to  the  correspondents  without  indorsement — ana  for  the  accommo- 
dation exacted,  in  interest  ana  commission,  the  sum  of  approximately  $250,000  for 
a  loan  repaid  within  six  months,  the  interest  rate  being  the  equivalent  of  about  200 
per  cent  per  annum.  In  other  words,  the  rate  of  interest  per  annum  which  that  partic- 
ular bank  exacted  from  its  unfortunate  customer  was  about  33  times  the  rate  of  interest 
which  it  paid  to  the  Federal  reserve  bank  for  the  money  at  the  time  the  loan  was  made. 
Is  there  any  honest  man  in  the  entire  United  States  who  will  seriously  attempt  to 
defend  that  transaction? 

"The  directors  of  the  New  York  reserve  bank  include  men  of  high  character  and 
excellent  ability,  and  I  do  not  believe  that  they  would  have  approved  of  some  of  its 
methods  and  policies  if  they  had  been  kept  fully  informed  by  the  officers  in  active 


ion  have  noticed  the  uneasiness  and  well-nigh  unprecedented  depression  in  the 
security  markets  and  in  financial  circles.  This,  my  friends,  is,  in  my  iudgment,  in 
DO  small  measure  the  natural  result  of  a  collapse  of  public  confidence  and  tne  suspicions 
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aroused  by  the  operations  of  some  of  the  men  at  the  head  of  some  of  our  big  institu- 
tions, who  have  shown  themselves  unworthy  of  the  trust  which  has  been  reposed  in 
them.  The  public  have  the  right  to  demand,  and  will  demand,  that  the  neads  of 
the  great  banlcing  institutions  of  our  country,  to  whom  are  intrusted  the  savings  and 
property  of  millions  of  business  men  and  other  depositors,  shall  be  men  of  the  highest 
integrity,  whose  first  thought  and  duty  shall  be  the  protection  of  the  interests  com- 
mitted to  them,  and  whose  time  and  thought  and  energy  must  not  be  dissipated  or 
absorbed  by  their  fantasticallv  wild  speculative  ventures  and  promotion  schemes, 
of  too  man V  of  which  it  might  be  truly  said  as  Horatio  Walpole  said  of  the  South  Sea 
bubble  in  his  day,  that  it  was  'weak  in  its  projection,  villainous  in  its  execution,  and 
calamitous  in  its  end.' 

"My  attention  was  recently  directed  to  the  case  of  a  certain  prominent  high  execu- 
tive official  of  a  certain  large  banking  institution,  to  which  he  should  have  given  all 
his  time  and  thought  and  ener^,  but  who  was  also  a  director  in  some  30  or  40  other 
corporations,  a  majority  of  which  had  already  been  crippled  or  come  to  grief.  The 
shnnkage  which  has  already  taken  place  in  the  securities  of  less  than  half  of  those 
corporations  from  the  top  prices  at  which  their  stocks  were  sold  in  the  past  to  the 

E rices  prevailing  now  amounts  to  about  as  much  as  the  combined  capital  of  all  the 
anks  and  trust  companies  in  New  York  City,  or,  say,  from  a  quarter  to  a  half  billion 
dollars. 

"Such  instances  as  these  emphasize  the  importance  of  the  recommendations  con- 
tained in  my  last  annual  report  to  the  Congress,  that  the  active  officers  of  large  banks 
should  not  be  permitted  to  be  directors  in  other  corporations. 

"The  noval  theory,  which,  unfortunately,  appears  has  been  acted  upon  sometimes 
in  the  past,  that  proper  selections  for  bank  executives,  presidents,  and  vice  presi- 
dents are  active  speculators  and  stock  jugjrlers,  on  the  one  hand,  or  expert  publicity 
men  and  'tooters  whoso  main  functions  are  to  prepare  press  statements  or  attend 
bankers'  conventions  and  maneuver  the  appointment  of  committees,  who  adroitly 
shape  resolutions  and  policies  for  such  conventions  to  adopt,  has  received  a  rude 
setback  during  the  past  year,  and  the  importance  of  having  men  of  the  highest  in- 
tegrity, ripe  experience,  and  sound  views,  both  on  the  ethics  and  economics  of  bank- 
ing, is,  I  am  happy  to  observe,  recognized  now  more  thoroughly  than  ever  before 
in  our  history. 

"I  have  no  hesitation  in  telling  you  that,  an  far  as  I  am  able  to  see,  the  decent  and 
conservative  banking  element  in  New  York  City,  as  everywhere  else,  regards  just  as 
I  do,  and  as  I  know  you  do,  the  operations  and  methods  of  certain  big  speculators, 
all  the  more  dangerous  because  of  the  prestige  given  by  their  official  positions,  who 
have  made  playthings  of  the  funds  of  other  people,  and  the  performances  of  acci- 
dents and  sons  of  somebody  who  have  used  the  wealth  and  power  intnisted  to  them 
to  defy  the  moralities  and  decencies.  When  the  stockholders  understand  how  their 
confidence  has  been  abused  there  will  be  radical  changes  in  the  personnel  of  some 
of  our  bisj  banking  institutions.  ^ 

"If  this  was  not  the  richest  and  strongest  coimtry  the  world  has  ever  known,  with 
its  big  element  of  the  best  people,  immeasurable  power  of  production,  and  natural 
resources,  we  would  face  to-day  disaster  by  a  comparison  with  which  the  disaster 
follo>\ine:  the  explosion  of  the  South  Sea  bubl)le  would  appear  trivial,  despite  our 
admirable  banking  system  intended  to  make  disaster  impossible. 

"Yet  while  this  orgy  of  usury  and  speculation  was  raging  in  New  York  manv  of 
you  here  had  the  experience  oi  going  to  your  local  banks  for  money  with  whicn  to 
pick  or  hold  vour  cotton  or  to  carry  your  paper  through  the  dull  season,  and  of  being 
told  of  the  difficulty  of  getting  money  through  the  reserve  bank,  and  of  the  limita- 
tion bein^  put  on  the  small  l)orrowers.  Seeing  these  things  as  I  do,  nobody  on  earth 
can  convince  me  that  there  is  not  something  wrong,  a  perversion  of  purpose  some- 
where. I  do  not  mean  to  suggest  that  the  New  York  banks,  for  instance,  were  handed 
out  morx>y  without  security.  I  do  mean  that  they  could  and  should  have  been 
admonished  and  restrained  by  the  Federal  reserve  administrators  precisely  as  the 
village  man  or  the  country  farmer,  even  with  ample  assets^  is  advised  and  restrained 
by  village  and  small-town  bankers  when  showing  a  disposition  to  be  too  speculative 
or  extravagant.     These  things,  as  all  of  you  know,  occur  every  day. 

"I  heard  much  talk  while  I  was  a  member  of  the  Federal  Reserve  Board  about 
forcing  the  farmer  to  sell  his  wheat,  or  the  cotton  planter  his  cotton,  or  the  cattle  raiser 
his  live  stock,  the  wholesaler  or  retailer  their  stocks  of  goods,  but  I  must  tell  )^ou 
frankly  that  I  do  not  recall  a  single  occasion  during  the  past  year  or  two  of  deflation 
when  the  board  ever  discussed  seriously  the  importance  or  desirability  of  requiring 
the  big  banks  in  New  York  City,  some  of  which  were  lending  millions  of  dollars  U> 
their  own  executive  officials  on  highly  speculative  securities  and  to  big  s>'ndicates 
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in  which  those  officials  were  actively  interested  and  which  those  banks  had  been  carry- 
ing for  months  and  sometimes  for  years  to  liquidate  a  portion  of  these  loans,  in  order 
that  by  so  doing  those  banks  might  have  more  money  to  supply  the  legitimate  use  of 
trade  and  commerce. 

"Eighteen  months  ago,  while  this  speculative  orgy  was  under  full  headway,  I 
addressed  a  written  communication  to  the  Federal  Reserve  Board,  protesting  against 
the  extent  to  which  the  funds  of  the  system  were  being  used  in  fanning  the  fires  of 
speculation,  and  I  pointed  to  one  instance  where  the  Federal  reserve  bank  of  New 
"iork  was  lending  to  one  institution  about  1130,000,000,  twice  as  much  monev  as  the 
Federal  reserve  bank  of  Dallas  was  lending  to  all  of  the  1,000  member  banks  in  that 
great  district,  embracing  the  State  of  Texas  and  parts  of  the  States  of  Louisiana, 
Oklahoma,  New  Mexico,  and  Arizona.  It  was  also  shown  that  the  New  York  reserve 
bank  was  lending  to  that  particular  institution  at  one  time  an  amount  equal  to  nearly 
six  times  the  total  capital  of  the  Federal  reserve  bank  of  New  York.  The  significance 
of  this  may  be  better  anpreciated  when  we  remember  that  for  many  years  a  national 
bank  was  forbidden  to  lend  to  any  one  borrower  more  than  10  per  cent  of  its  capital 
stock.    In  my  written  remonstrance  I  said: 

*;'Thisisaconcentrationof  the  funds  of  the  system  with  one  debtor  bank  *  ♦  ♦ 
which,  in  my  judgment,  is  not  only  not  justified  but  distinctly  dangerous,  and  I  feel 
it  my  duty  to  register  my  strong  dissent  from  a  continuance  of  such  conditions  as  these. ' 

"In  my  letter  to  the  board  of  January  17,  1921.  I  pointed  to  the  extraordinary  fact 
that  the  Federal  reserve  bank  of  New  York  was  lending  to  one  particular  institution 
in  that  dty  at  one  time  last  year  more  money — in  one  instance  more  than  twice  as 
mudi— than  the  seven  Federsd  reserve  banks  of  St.  Louis,  Kansas  City,  Minneapolis, 
Dallas,  Richmond,  Atlanta,  and  San  Francisco  were  lending  to  all  of  the  member 
banks,  both  National  and  State,  in  any  of  those  seven  respective  districts. 

"I also  said  in  thatsame  letter : 

"  'It  is  entirely  true  that  I  wish  to  go  on  record  *  *  *.  I  wish  to  be  recorded 
definitely  as  having  done  my  utmost  to  urge  our  board  to  saving  or  palliative  action  and 
oaiaideration  for  the  troubles  of  the  public,  and  thereby  at  least  free  myself  from  the 
censure  that  will  fall  on  us  with  crushing  force  if  we  omit  any  possible  effort  to  mitigate 
present  and  real  suffering  or  to  avert  disaster,  although  the  consideration  of  personal 
exculpation  is,  of  course,  slight  and  negligible  in  comparison  with  my  main  purpose 
and  hope,  which  are  to  obtain  from  the  board  some  prompt  and  effective  action  for 
relief/ 

** Neither  I  nor  any  other  local  banker  can  regulate  the  conduct  of  our  business  by 
unreasoning  iron-clad,  inflexible  rules.  We  can  not  lend  without  limit  to  every  man 
who  offers  security,  or  require  |2  of  gilt-edge  security  for  every  dollar  we  lend.  We 
(XHmder,  if  we  are  at  all  fit  for  our  jobs,  such  matters  as  the  moral  hazard  and  the  pur- 
pose for  which  the  money  is  to  be  used.  We  do  not  lend  without  stint  to  the  ricnest 
customer  if  we  know  he  is  gambling  beyond  the  safety  line,  while  denying  the  man 
^^  is  trying  to  build  something  useful  or  productive,  or  to  enlarge  the  trade  of  the 
community  and  promote  its  prosperity. 

*' The  intent  of  the  framers  of  the  great  Federal  reserve  law  was  that  the  system 
should  be  governed  and  conducted  on  those  plain,  common-sense  principles  applicable 
to  both  the  village  and  small-town  and  big-town  banker. 

"One  of  the  primal  and  most  vital  purposes  was  to  prevent  congestion  of  money  at 
the  centers  for  use  in  gambling  or  exactions  from  gamblers  and  speculators  when  funds 
are  needed  for  moving  or  carrying  crops,  or  for  development  and  for  the  conduct  of 
productive  enterprises.  I  say  that  broad  and  noble  purpose  has  been  hindered,  per- 
^rted,  and  in  a  large  measure  reversed  by  the  attempt  of  a  majority  of  the  members  of 
tbe  Federal  Reserve  Board  to  maintain  and  enforce  rules  and  policies,  unnecessarily 
bard,  inflexible,  and  unvarying. 

"I  have  been  and  am  very  much  in  earnest  about  this.  For  a  long  time  past,  as  the 
f^cords  wiU  show,  but  especially  during  the  past  18  months,  I  poured  in  remonstrances 
tod  protests  and  idso  prophecies  as  to  what  would  happen  if  my  warnings  were  not 
beeded,  and  most  of  these  prophecies,  I  am  sorry  to  say,  have  been  verified  by  unhappv 
events  and  unnecessary  troubles  for  the  people  and  our  business.  I  gave  facts  which 
could  not  be  disputed,  deductions  which  could  not  be  refuted,  pointing  to  inevitable 
consequences.  The  correspondence  would  frighten  you  to  look  at.  It  covered  hun- 
dreds of  pa^s  of  writing  paper.  I  was  met  with  responses  which  certainly  were  not 
answers  which,  to  my  limited  intelligence,  seems  to  he  absolutely  apart  from  the  im- 
portant points  which  I  was  trying  to  have  considered,  dealing  laboriously  with  matters 
of  detail  so  small  that  I  do  not  think  I  am  discourteous  when  I  describe  them  as  trifiing. 
In  discussions  in  bosjrd  meetings  in  which  I  sought  to  urge  vital  reforms  for  the  welfare 
of  the  people  so  Wgely  committed  to  our  care,  some  astonishing  and  dismaying  replies 
were  elicited. 
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^'\MieD  I  remarked  that  serious  failures  might  occur  unless  a  certain  course  of  action 
was  taken,  one  member  remarked  with  a  cynicism  and  heartlessness  which  I  was 
unable  to  comprehend,  '  Let  them  (ail. '  Since  then  the  same  idea  actually  has  been 
published  in  newspapers  as  a  suggestion  discussed  by  an  important  official  of  a  certain 
prominent  Federal  reserve  bank. 

"The  writer  of  the  newspaper  article  to  which  I  refer  s9Jid: 

' '  '  From  a  talk  I  had  to-d^y  with  one  of  the  importj^nt  official;?  of  the  Federal  reserve 
bank  here  it  appears  that  there  is  a  consensus  of  opinion  among  the  different  gover- 
nors of  the  Federal  reserve  banks  favoring  a  continuation  of  present  policies  despite 
the  criticism  heard  from  all  quarters  for  lower  interest  rates  and  withdrawal  of  pres- 
sure to  force  payment  of  outstanding  loans.  There  are  three  general  policies  which 
might  be  adopted,  it  was  pointed  out. 

**  'One  would  bo  to  ease  up  on  interest  rates,  but  that  policy,  with  the  heavy  inflow 
of  gold,  it  was  argued,  might  result  in  a  renewal  of  dangerous  speculation  and  inflation. 

•'  'Another  policy  might  be  adopted  that  would  result  in  putting  on  still  more 
pressure,  thus  cleaning  up  the  after-war  mess  in  a  hurry  and  getting  it  over.  But  if 
that  course  was  adopted,  it  was  pointed  out,  we  would  be  a  long  time  in  picking  up 
the  pieces  caused  by  the  many  forced  failures.' 

* 'In  commenting  upon  that  article  I  took  occasion  to  point  out  that  it  was  not  the 
cruel  injustice  or  disregard  of  every  principle  for  which  the  Federal  reserve  measure 
was  created  which,  it  seems,  prevented  the  immediate  adoption  of  the  policy  of  further 
pressure,  but  it  was  because  of  the  long  time  we  would  be  in  picking  up  the  pieces 
caused  by  the  many  forced  failures.'  It  was  perhaps  to  lessen  the  troubles  of  the 
doctors  and  nurses  by  killini?  all  the  patients  in  the  hospital— a  plan  actualljr  under 
discussion  being  to  restore  business  to  generally  sound  condition  by  a  preliminary 
massacre  of  business. 

"The  deflation  policies  of  the  past  12  months  have  borne  thc|ir  fruit.  The  mercan- 
tile a^ncies  tell  us  since  October  last  there  have  been  about  14,000  business  failures 
in  this  country,  an  increase  of  not  far  from  10,000  failures  over  the  same  period  last 
year.  1  can  not  forbear  drawing  a  parallel  between  such  policies  as  these  and  the 
attitude  of  the  Treasury  Department  in  the  Comptroller's  Bureau  toward  the  business 
interests  of  the  country  in  the  critical  months  following  the  outbreak  of  the  European 
war.  In  the  autumn  of  1914,  when  the  stock  exchanges  in  the  principal  cities  of  the 
country  had  been  closed  as  the  result  of  the  European  crisis,  a  number  of  national 
banks  in  the  big  cities  arbitrarily  raised  the  rates  of  interest  on  their  loans  which  were 
generally  secured  by  bond  and  stock  collateral  from  the  prewar  rates  of  2  or  3  per  cent 
to  8,  9  and  10  per  cent,  and  also  to  as  high  as  12  per  cent.  Some  national  banks,  how- 
ever, in  the  same  cities  refrained  from  charging,  in  any  instance,  more  than  6  per  cent 
per  annum.  The  Treasury  Department,  through  the  Comptroller's  Bureau,  had  fur- 
nl'^hed  to  the  national  banks  m  New  York,  Chicay^o,  St.  Louis,  and  Philadelphia 
emergency  currency  to  the  extent  of  more  than  $200,000,000  upon  which  these  banks 
were  paying  .1  per  cent  per  annum  interest.  Hy  November  1  the  money  situation  had 
greatly  improved,  but  the  stock  exohanj^es  were  still  closed  and  there  was  no  market 
for  securities  and  no  way  open  by  which  the  owners  of  securities  could  sell  them  to 
pay  tho.^e  banks  who  had  raised  the  rates  of  interest  on  their  loans.  As  C>omptroller 
of  the  <'urrency  1  sent  telegrams  to  national  l)ank8  in  New  York  and  other  big  cities 
asking  them  to  inform  me  as  to  the  maximum  interest  rates  which  they  were  charging 
on  loins  and  inquiring  in  event  the  rate  should  bo  in  exce.^  of  0  per  cent  when  a  re- 
duction to  6  per  cent  might  be  expected.  As  a  result  of  those  telegrams  nearly  all  the 
banks  addressed  which  we»"e  charging  more  than  6  per  cent  promptly  reduced  their 
intercut  rates  to  ihat  figure.  But  in  New  York  there  were  three  large  banks,  one  of 
which  had  received  from  the  Govern nie»it  over  $10,000,000  of  emergency  currency 
on  which  it  was  p  vying  3  per  cent,  which  refused  to  reduce  their  rates.  This  latter 
bank  in  replying  re'^isterea  a  formal  protect  against  what  its  officers  referred  to  as  an 
attempt  to  force  upon  them  a  policy  which  they  did  not  approve.  The  president  of 
that  bank  said  in  his  letter: 

"  'We  judge  there  is  a  sentiment  by  debtors  not  of  prime  standing  or  with  prime 
collateral,  and  we  feel  that  they  should  not  assume  that  they  are  entitled  to  the  same 
treatment  by  banks  when  they  know  the  way  they  can  easily  have  their  notes  reduced 
to  0  per  cent  or  can  pay.' 

"In  answering  that  communication  as  Comptroller  of  the  Currency,  I  replied  as 
follows: 

"  'You  suggest  that  debtors  not  of  prime  standing  and  not  with  prime  collateral 
*' should  not  assume  th&t  they  are  entitled  to  the  same  treatment  by  banks,  when  they 
know  the  way  they  can  easily  have  their  notes  reduced  to  6  per  cent  or  can  pay." 

"  '  In  such  times  as  these  through  which  we  have  been  passing  I  consider  that  the 
weaker  concerns  and  those  who  may  not  have  been  in  possession  of  abundant  resources 
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dioiild  have  been  treated  with  special  coiifideration  and  forbearance,  and  to  levy 
against  and  exact  from  them  excess  or  unjuft  interest  ratee  sin  ply  because  they  were 
under  unparalleled  conditions,  unable  to  help  themselves  is  not  defensible. 

*•  Mn  all  kindness  let  me  reroird  you  that  the  usury  laws  are  framed  more  for  the 
protection  of  the  weak  than  of  the  strong,  who  can  take  care  of  themselves,  and  1  am 
sure  that  you  will  agree  with  me  that  it  is  neither  gfocd  policy  nor  good  ethics,  in  tiroes 
like  these,  to  take  advantage  of  the  weakness  or  misfortune  of  a  bank's  clients  and 
"Customers.  If  some  of  those  borrowers  should  have  been  forced  to  the  wall  and  com- 
pelled tosacrif  ce  their  collateral,  the  consequences,  in  the  delicate  conditions  through 
whiA  we  have  been  passing  might  have  been  unfortunate  and  serious.' 

"T^e  bank  which  refused  to  reduce  its  rat^  of  interest  also  protested  warmly  against 
the  comptroller's  publication  of  the  list  of  banks  which  were  charging  not  more  than 
6  per  cent  per  annum  interest.     In  answer  to  that  protest  as  comptroller,  1  said : 

•  'May  J  suggest  that  if  it  was  improper  or  unjust  or  unethical  or  unbusinesslike 
to  exact  excessive  interest  rates,  the  fact  that  such  a  policy  is  kept  from  the  public 
does  not  make  it  rijeht :  nor  is  it  the  publication  of  such  facts  that  constitutes  the  wrong. 
A  bank  should  not  make,  nor  take  part  in,  transactions  which  will  not  bear  the  light 
of  day, 

•  'If  a  bank  is  willing  to  have  it  known  that  it  is  charging  one  rate  of  interest  but  is 
athamed  or  unwilling  to  have  it  known  that  it  charges  another  rate,  there  must  be 
something  abo'it  the  other  rate  which  challenges  criticism  or  calls  for  an  explanation. 
N'othingis  gained  by  concealing  such  operations  from  the  public:  and  under  conditions 
like  these,  it  is  no  part  of  the  business  or  the  proper  function  of  this  office  to  do  f  o, 
directly  or  indirectly. ' 

In  commenting  on  the  correspondence  published  in  the  comptroller's  report  to 
<ongre88in  1915.  J  said: 

•  The  effect  of  the  action  of  the  comptroller's  office  at  that  time  was  as  above  stated, 
an  immediate  reduction  in  the  high  rates  of  interest  which  were  being  charged  by  a 
number  of  banks  in  the  larger  cities  to  a  uniform  rate  of  6  per  cent,  which  other  banks 
there  had  adhered  to  through  the  crisis.  This  result  inured  greatly  to  the  benefit  of 
borrowers  on  collateral  who  had  been  obliged  to  pay  the  high  rates  dictated  by  the 
banks,  as  the  stock  exchanges  being  closed,  they  had  no  possible  way  of  realizing 
upon  their  collateral  except  by  ruinous  sacrifices.' 

"It  seems  to  me  that  these  references  to  the  work  of  the  Treasiuy  Department  in 
the  early  days  of  the  European  war  are  not  out  of  place  at  this  time. 

"I  have  been  wholly  unable  to  understand  the  point  of  view  of  some  of  my  col- 
leagues as  matters  affecting  the  welfare  and  well-being  of  the  country  came  up  for 
consideration  from  time  to  time  in  board  meetings  and  conflicting  views  developed. 

"For  example,  I  was  wholly  unable  to  sympathize  with  the  theory  referred  to  by 
an  eminent  member  of  the  board  upon  one  occasion  who  alluded  to,  with  what  seemed 
tome  to  be  a  certain  degree  of  approval,  the  theory  that  *It  is  better  to  be  unanimous 
than  right,'  which  was  certainly  a  striking  parody  on  Henry  Clay's  famous  declara- 
tion: *rhad  rather  be  right  than  President.' 

"Stenographic  reports  were  taken  of  certain  important  discussions  within  the 
board  shortly  before  I  retired,  and  at  the  time  the  record  was  made  the  governor  of 
^e  board  stated  before  the  board  that  he  would  furnish  copies  of  the  proceedings 
to  myself  and  to  another  member  who  was  retiring  about  tne  same  time.  Subse- 
quently he  changed  his  mind,  denied  maldng  the  promise,  and  notified  me  that  the 
record  of  the  meeting  referred  to  would  be  kept  under  seal,  and  the  promised  copy 
has  never  been  suppued.  If  he  really  thinks  he  made  no  such  promise  his  memory 
has  become  dangerously  feeble.  The  records  of  those  meetings,  if  they  have  been 
preBcrved  intact,  may  be  interesting  some  day  to  an  investigating  committee. 

"The  Federal  reserve  system,  despite  its  faulty  administration,  in  some  respects 
baa  been  of  tremendous  service  to  the  country;  But  from  the  very  outset  Secretary 
HcAdoo  and  the  more  liberal  elements  of  the  board  had  to  combat  and  oppose  the 
reactionary  faction  which  fought  for  the  centralization  rather  than  the  democratiza- 
tion of  banking  power. 

"In  the  latter  part  of  1915,  while  the  European  War  was  raging  and  world  finances 
▼ere  in  a  delicate  condition,  three  or  four  members  of  the  board  made  a  determined 
effort  to  secure  the  closing  up  of  4  of  the  12  Federal  reserve  banks,  their  efforts  to 
do  80  being  finally  defeated  as  a  result  of  Secretary  McAdoo's  appeal  to  President 
Wilson  and  the  effecitve  action  of  the  Attorney  General. 

"1  think  it  will  surprise  you  to  know  that  again  in  the  early  part  of  this  year  the 
governor  of  the  Federal  Reserve  Board,  who  hails  from  your  adjoining  State,  proposed 
»kt  Federal  Reserve  Board  meeting,  and  informally  advocated,  the  disestablishment 
or  removal  of  the  only  two  Federal  reserve  banks  located  south  of  the  States  of  Vir- 
pnia  and  Missouri,  namely,  the  Federal  reserve  bank  of  Atlanta  and  the  Federal 
reserve  bank  of  Dallas.    I  can  not  conceive  what  his  purposes  were,  but  in  a  letter 
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which  I  had  occasion  to  address  him  under  date  of  March  26, 1921«  I  said  to  him  ven^ 
plainly: 

'"  I  am  convinced  that  the  proposition  to  close  those  banks  and  to  attach  the  sixth 
and  eleventh  districts  to  other  districts  would  work  a  grevious  and  unpardonable 
injury  to  a  vast  section  of  our  country,  and  furthermore  that  the  agitation  of  such  & 
plan  at  this  time  will  result  only  in  harm. 

"'The  12  Federal  reserve  banks  as  at  present  established  have,  I  believe,  vindi- 
cated fully  their  right  to  exist,  and  if  properly  supervised  and  administered  tney  can 
be  of  untold  value  to  our  country  and  to  the  world,  both  now  and  in  the  years  to  come. 
I  earnestly  hope  that  they  may  never  become  the  footballs  of  politics  or  the  instru- 
mentalities of  unscrupulous  or  designing  interests  of  any  kind. 

"*I  trust  any  effort  to  close  up  reserve  banks  and  centralize  further  the  money  of 
the  country  may  be  as  abortive  now  as  were  the  efforts  to  this  end  in  1915,  in  which 
I  vividly  recall  you  joined,  and  which  attempt  was  frustrated  finally  by  action  of  the 
White  House  and  of  the  Attorney  General.  It  is  far  more  important  at  this  time  to 
provide  the  reserve  banks  which  we  have  with  wise  supervision  and  management 
and  to  have  them  function  efficiently  and  adequately  than  it  is  to  agitate  for  their 
disestablishment,  removal,  or  increase.' 

"Facts  which  I  have  tried  to  give  you  briefly,  and  a  multitude  of  others,  were  put 
before  the  board  by  me  with  names,  dates,  figures,  times,  places,  and  circumstances, 
sustained  by  official  repjorts  on  file  and  accessible,  but  it  seems  tiiat  I  failed  to  make 
at  the  time  the  desired  impression  upon  my  colleagues. 

**I  know  of  no  way  of  dealing  witn  what  I  regard  as  wrong  but  to  fight  it  with  all 
the  fair  means  I  can  command,  and  with  both  fists,  and  to  go  on  fighting.  I  confess 
that  as  this  fight  progressed  I  had  but  little  hope  except  that  in  some  wav  the  battle 
might  go  before  tne  people  direct  or  through  Concreee.  Experience  had  taught  me 
to  hope  for  little  from  the  board  itself.  During  the  difficult  uphill  work  of  rooting 
out  evils  which  had  crept  into  our  national  banking  system,  all  the  more  dangerous 
because  they  had  been  made  respectable  by  long  acceptance  and  uninterrupted 
usage,  I  had  little  or  no  help  from  the  majority  of  the  board  or  evidence  of  their 
sympathy.  Struggling  against  tremendous  political^social,  financial,  and  journalistic 
powers  in  my  efforts  to  rescue  an  important  bank  in  Washington  from  mismanagement 
that  had  degraded  it  in  certain  respects  to  the  plane  of  a  pilfering  bucket  shop,  and 
which  had  been  openly  violating  nearly  every  provision  of  the  national  bank  act  or 
decent  banking,  and  which  I  was  endeavoring  to  convert  into  a  useful,  decent,  and 
legitimately  prosperous  institution,  I  had  the  loyal,  unwavering,  and  energetic 
support  of  Secretary  McAdoo,  but  distinct  indication^  of  what  I  regarded  as  a  dis- 
creditable lack  of  sympathy  upon  the  part  of  certain  board  members.  Their  motive 
for  their  attitude  I  will  not  discuss.  Striving  to  cure  the  disease  of  usur>',  which  was 
not  only  oppressing  and  injuring  the  people  but  bringing  the  banks  into  disrepute, 
I  had  reason  to  know  that  President  Wilson  and  Secretary  McAdoo  were  supporting 
me  cordially,  but  a  majority  of  the  members  of  the  Reserve  Board  gave  no  sign  or 
word  of  accord  with  my  purpose,  which  was  performed  nevertheless,  and  the  pro- 
priety of  which  time  and  conditions  have  fully  vindicated. 

"The  heart-breaking  and  purse-breaking  collapse  in  prices  of  farm  products  and  other 
commotlities  were  referred  to  in  the  board  in  terms  of  satisfaction,  as  indicating  the 
success  of  its  policy  of  deflation,  and  in  response  to  m>[  appeals  of  more  than  six  months 
to  apply  the  brakes  and  secure  a  more  orderlv  recession  in  values,  their  response  was 
as  expressed  by  the  governor  of  the  board,  to  the  effect  that  a  balloon  was  merely  beinj 
punctured  to  let  the  gas  escape.  Mv  reply  on  this  point  was  that  wise  and  sensible 
men  should  try  to  bring  a  balloon  laden  with  human  lives  and  fortunes  safely  to  earth 
by  the  intelligent  use  of  valve  ropes  and  ballast,  not  by  precipitating  a  sudden  and 
ruinous  crash. 

"Some  months  before  my  retirement  as  Comptroller  of  tlie  Currency  and  ex  ofHcio 
member  of  the  Reserve  Board  I  was  impressed  with  the  exposed  ix)sition  of  certain 
important  institutions,  and  feared  that  in  an  emergency  it  might  oe  diflicult,  if  not 
impossible,  for  them  to  provide  a  sufficient  amount  of  eligible  paper  to  enable  them 
to  obtain  the  help  they  might  need  from  the  reserve  banks  in  the  event  of  a  run  upon 
them,  and  I  therefore  recommend  to  Congress  in  my  annual  report  that  in  an  emergency 
but  under  proper  safeguards,  securities  other  than  Government  bonds  and  business 
paper  not  now  eligible,  which  might  include,  for  example,  warehouse  receipts  for  com, 
wheat,  cotton,  and  merchandise,  might  become  necessary  in  order  to  pre\ent  failures 
and  avert  a  financial  crisis.  The  majority  of  the  members  of  the  Reserve  Board  of 
both  political  parties  opposed  my  recommendation,  and  it  was  then  that  one  of  the 
speakers  in  doing  so  said  in  effect,  ^vith  a  heartlessness  which  to  me  was  incompre- 
hensible: 'Let  'em  fail.  Their  condition  is  the  result  of  their  owti  mismanagement, 
and  they  can  take  the  consequences  of  it.'  I  remonstrated  that  the  failure  of  an  im- 
portant banking  institution  would  not  only  bring  ruin  to  the  culpable  oflicera,   but 
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would  mean  wreck  and  disaster  to  numy  depositors  and  shareholders,  and  might  alt?o 
lead  to  widespread  trouble  elsewhere,  but  these  considerations  failed,  apparently,  to 
arouse  the  interest  or  concern  of  my  oistinguished  colleagues. 

"Upon  another  occasion  when  certain  policies  were  being  discussed  in  the  Federal 
Reserve  Board,  wliich  were  being  opposed  on  the  ground  that  they  might  result  in 
forcing  the  failure  or  retirement  from  ousiness  of  many  small  State  banks  throughout 
the  country,  a  certain  member  of  the  board,  who  has  never  been  conspicuous  for  a 
knowledge  of  banking  or  an  adequate  comprehension  of  the  difficulties  which  the 
country  has  had  to  face  in  the  past  year,  spoke  up  and  said  in  effect  that  'if  this  plan 
means  the  failure  of  the  small  State  banks,  that  need  not  stop  it;  in  fact,  if  we  can't 
get  rid  of  the  small  State  banks  by  an^  other  method,  it  might  be  as  well  to  get  rid  of 
them  that  way ' — that  is  to  say  by  their  failure.  It  was  the  same  statesman  and  mem- 
ber of  the  board  who  a  few  weeks  later  condoned  the  action  of  a  large  bank  in  a  big 
city  which  had  been  discovered  to  have  charged  a  valued  customer  the  equivalent 
of  about  200  per  cent  per  annum  interest  on  a  loan  of  several  hundred  thousand  dollars 
forrfbout  six  nK)nths,  with  the  remark  that  'all  banks  charge  those  rates  more  or  less.' 
His  imputation  upon  the  character  and  methods  of  the  banks  of  the  country  I  resented 
instantly,  for  a  large  majority  of  our  banks  are  operated  decently,  honorably,  and 
efficiently,  and  most  of  them  would  not  countenance  for  a  moment  such  interest  rates 
as  those  which  I  deprecated,  and  which  a  colleague  on  the  board  sought  to  condone  or 
justify. 

"In  the  early  <Jays  of  my  administration  as  Comptroller  of  the  Currency  I  took 
some  pains  to  determine  what  the  experience  of  the  national  banks  had  been  in  the 
matter  of  loans  to  farmers.  I  know  it  will  be  gratifying  to  you  to  know  that  the  mana- 
gen  of  hundreds  of  country  banks  stated  to  me  that  the  eventual  losses  on  their  loans 
to  farmers  had  been  strikingly  small,  a  mere  fraction  of  1  per  cent  of  their  aggregate 
loans,  and  that  although  the  farmer  is  not  always  prompt  in  meeting  his  notes  at 
mtturit>',  the  farmer's  loans  are  about  the  best  and  safest  the  banks  make,  despite  the 
hd  that  it  was  principally  the  farmer  who  was  usually  required  to  pay  the  highest 
rate  of  interest  and  who  suffered  most  from  the  excessive  interest  charges. 

"While  the  Federal  Reserve  Bosuxi  has  been,  during  the  past  year,  preaching  and 
iffging  deflation  with  such  vengeance  it  is  interesting  to  note  there  has  been  no  defla- 
tion in  the  salaries  paid  to  the  officers  of  the  12  Federal  Reserve  banks,  especially  to 
big  banks.  For  example,  in  1916  the  salaries  paid  all  officers  of  one  reserve  bank 
aggregated  $93,000,  while  the  amoimt  paid  for  officers'  salaries  for  the  same  bank  in 
1920  was  over  $400,000,  and  for  1921, 1  imderstand,  there  has  been  still  further  inflation 
in  offices'  salaries.  The  total  pay  roll  of  the  Federal  Reserve  Bank  of  New  York,  in  the 
period  of  acute  deflation  from  1919  to  1920  actually  increased  $778,000  in  that  one  year. 

"I  will  not  tire  you  at  this  time  to  pve  you  illustrations  of  the  extravagance  and 
waste  which  have  characterized  certain  features  of  the  management  of  the  reserve 
Bystem.  Perhaps  there  may  be  reasons  why  four  officers  of  one  reserve  bank  are  al- 
lowed to  draw  salaries  exceeding  the  aggregate  salaries  paid  the  President  of  the 
United  States,  the  Vice  President  of  the  United  States,  the  Chief  Justice  of  the  United 
States,  and  to  Gen.  Pershing,  or  why  one  officer  of  a  reserve  bank  is  given  a  salary 
«Me  off  duty  and  on  a  12-months'  leave  of  absence  exceeding  the  aggregate  salaries 
paid  to  three  United  States  Senators  for  the  same  period.  It  also  seems  to  me  ridiculous 
tor  a  reserve  bank  to  employ  at  a  salary  exceeding  that  paid  to  a  United  States  Senator 
or  the  editor  in  chief  of  many  important  newspapers  in  big  cities,  a  man  for  whose 
^Tnplo}Tnent  an  urgent  argument  was  made  by  the  reserve  bank  emplo}ing  him  that 
He  was  needed  to  touch  up  ^nd  give  literary  style  to  the  press  statements  which  the 
bank  had  occasion  to  give  out  from  time  to  time,  although  high-priced  men  were 
already  employed  in  the  bank's  publicity  department  who  were  supposed  to  be  fully 
ctHnpetent  for  such  work. 

^  "These  hi^  salaried  officials  of  the  reserve  bank,  men  not  particularly  conspicuous 
dther  for  talent  or  constructive  achievement,  have  luxiuious  tastes.  You  probably 
saw  in  the  newspapers  Uiat  plans  were  filed  in  New  York  by  the  reserve  bank  there 
last  Thursday  for  a  temple  ol  banking  in  New  York  City  to  cost,  including  land,  it  is 
estimated,  $16,000,000— probably  more  than  the  combined  cost  of  the  Wliite  House 
and  Treasury  Building  at  Washington,  and  the  State  capitols  of  a  dozen  States  of  the 
Union.  This  building  with  its  luxurious  and  la\ish  appointment  of  marble  and  brass, 
its  auditoriums,  gymnasium,  club  quarters,  restaurant  de  luxe,  and  objects  of  art  will 
niake  Solomon's  temple  of  old  seem  quite  cheap  by  comparison. 

"Not  caring  to  be  left  behind,  I  am  told  the  governor  of  the  reserve  board,  some 
months  ago,  made  quiet  inmiiries  looking  to  the  purchase  of  the  expensive  Metro- 
politan Club  Building  in  Washington,  sometimes  referred  to  as  the  Millionaires' 
Club,  with  a  view  to  converting  it,  if  obtainable,  into  the  Washington  headquarters 
Df  the  Federal  Reserve  Board  and  their  employees.  I  hope  these  negotiations  have 
uU^  through. 
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*'The  reserve  board  can  authorize  a  $10,000,000  or  a  $20,000,000  bank  building 
when  it  pleases,  but  you  can  not  get  a  $50,000  post-office  building  or  a  customhouse 
or  court  nouse— however  badly  it  may  be  needed — without  passing  a  bill  througb 
both  Houses  of  Congress. 

''  While  members  of  the  Cabinet  and  other  important  Federal  officers  are  limited  in 
their  traveling  expendit\u"es  (exclusive  of  transportation)  to  $5  per  day,  officers  and 
employees  of  the  Federal  reserve  banks,  I  am  advised,  have  been  pernutted  to  spend 
on  their  traveling  expenses  several  times  as  much  as  the  highest  officials  of  the  Govern- 
ment.  But  I  will  not  weary  you  with  further  evidences  of  looseness  or  extravagince 
at  this  time. 

*' All  this  is  history.  What  has  been  done  can*t  be  undone,  but  we  can  prevent  it 
from  being  done  again.  We  can  stop  it  from  continuing  to  be  done— we,  the  people^ 
masters  in  the  last  analysis  and  when  it  comes  to  the  final  showdown.  That  is  why  I 
am  here  and  welcome  and  thank  you  for  this  opportunity  to  put  the  case  before  you, 
directors  of  public  opinion  and  men  and  women  who  mold  public  opinion  and  make 
it  irresistible.  I  say  that  the  losses  and  the  ruin  which  have  attended  the  drastic 
shrinkage  and  deflation  of  values  have  been  accentuated  and  made  unnecessarily 
hard  to  near  by  the  stubbornly  unwise  and  unwisely  stubborn  course  of  a  majority  of 
the  members  of  the  Federal  Reserve  Board.  This  will  be  borne  out  by  the  testimony 
of  men  of  affairs,  statesmen  and  bankers  in  this  country  and  abroad.  One  of  Eng- 
land's foremost  thinkers  and  economists  in  discussing  a  few  months  a^o  what  he 
describes  as  the  extremely  sudden  slump  which  was  overtaking  the  business  world 
said: 

**  'What,  then,  are  the  common  denominators  which  best  account  for  the  univer- 
sality of  that  disaster  now  impending  over  the  new  year?  I  have  pointed  out  one, 
namely,  the  deflation  of  credits  and  currencies.  It  is  enough  to  say  tnat  if  this  inten- 
tional and  malevolent  destruction  of  credit  is  followed  to  its  logical  conclusion  men's 
hearts  may  well  fail  them  everywhere  for  the  days  that  are  at  hand.' 

"The  ejects  of  the  Federal  Reserve  Board's  policies  and  criticism  of  them  have  been 
world-wide.  To  illustrate,  a  Tokyo,  Japan,  newspaper  in  Ajjril,  1921,  in  discussing 
trade  between  the  United  States  and  Cnina,  mentioned  an  instance  of  machiner>' 
which  had  been  bought  in  the  United  States  by  a  Chinese  firm  on  a  four  months'  draft,, 
and  then — 

"  'When  the  Federal  Reserve  Board  called  in  credits,  the  firm  was  told  that  they 
would  have  to  pay  cash  on  delivery.    This  almost  threw  them  into  bankruptcy.' 

"The  newspaper  adds  significantly: 

"  'The  Chinese  memory  is  a  long  one.' 

"I  say  to  you,  gentlemen,  that  the  process  of  deflation  has  been  accompanied  by  loss 
and  suffering  ana  danger  which  could  have  been  avoided  or  greatly  ameliorated  by 
intelligent  study  and  comprehension  of  the  facts  and  of  developments  and  consistent 
compliance  with  the  teachings  of  such  study.  I  say,  and  the  record  proves,  the  board 
was  abundantly  warned  by  the  leaders  of  public  opinion  from  many  parts  of  the 
country,  by  able  Members  of  both  Houses  of  Congress,  and  by  me  as  Comptroller  of  the 
Currency  and  ex-officio  member  of  the  board,  on  divers  occasions  of  the  necessity  for 
the  revision  of  their  policies  before  the  resulting  losses  should  become  irreparable. 
For  example,  on  the  18th  of  October  last  I  pointeaout  to  the  board  some  of  the  appall- 
ing  shrinkages  in  values  which  had  already  taken  place;  for  instance,  the  loss  of 
$600,000,000  in  wheat,  of  two  billions  in  corn,  of  a  billion  in  cotton,  and  I  used  these 
woros  at  that  time: 

"  'The  plans  and  policies  which  have  aided  in  bringing  about  deflation  in  th^  great 
staple  commodities  should  be  at  once  taken  up  for  consideration  and  revised  as  far  as 
may  be  necessary  to  meet  present  and  changed  conditions.  If  this  is  not  done  speedily 
I  am  fearful  as  to  the  consequence  which  may  ensue.' 

"Three  days  later,  October  21, 1920,  in  a  letter  to  the  Secretary  of  the  Treasury,  who 
was  also  chairman  of  the  Federal  Reserve  Board,  I  said: 

"  'The  strain  upon  the  business  fabric  of  the  country  is  in  some  respects  unparalled, 
and  I  do  feel  that  the  time  has  come  for  the  exercise  of  such  salutary  and  constructive 
powers  as  may  be  at  our  command.    *    *    * 

"  'The  situation  *  *  ♦  has  become  more  aggravated  of  late,  and  unless  relief 
can  be  found  an  increase  in  bank  failures,  I  believe,  will  be  ine\itable.' 

"All  these  remonstrances,  however,  appear  to  have  fallen  on  deaf  ears.  I  now  say 
to  you,  my  friends,  that  if  the  policies  and  methods  hitherto  governing  the  course  of 
the  reserve  board  are  continued  the  purpose  of  assuring  proper  distnbution  of  the 
available  currency  of  the  country  to  meet  the  needs  of  the  people  and  of  legitimate 
business  will  be  defeated  in  lai^ge  part  certainly,  perhaps  entirely,  but  I  believe  that 
if  the  public  understands  the  situation  it  will  make  its  opinions  and  demands  felt  at 
Washington  so  strongly  that  the  administration  of  the  system  will  be  revised  and  we 
will  have  a  reserve  board  whose  members  will  have  an  understanding  of  the  needs  of 
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the  country  and  of  all  parts  of  it,  as  the  local  banker  understi^ds  the  needs  of  his  own 
community  and  is  sympathetically  helpful  to  each  great  section  as  the  local  man  is  to 
his  neighborhood  and  withijj  his  own  territory.  That  is  what  we  want  and  what  we 
will  have  when  the  real  conditions  are  understood. 

"It  is  reported  that  the  board  has  become  much  agitated  over  recent  exposures  and 
criticisms  of  its  mismanage-nent,  although  I  am  now  hopeful  of  better  results  from 
certain  new  elements  recently  introduced  into  its  personnel.  I  have  received  a  num- 
ber of  personal  warnings,  including  a  letter  a  few  days  ago  from  a  gentleman  of  promi- 
nence more  or  less  in  touch  with  the  situation,  who  wrote  concerning  the  board's 
uncomfortable  position: 

"'I  have  found  a  disposition  initially  to  belittle  your  exposures,  then  to  condemn 
you,  and  now  to  destroy  you  by  ** propaganda, '*  and  it  is  of  the  utmost  importance 
that  the  facts  as  you  have  stated  them  snould  be  gotten  clearly  into  the  comprehension 
of  every  business  man,  farmer,  and  laborer  in  the  country.' 

'*I  might  also  add  in  this  connection  that  the  governor  of  the  reserve  board,  at  a 
meeting  of  the  board  which  I  attended  shortly  before  my  resignation,  foigetting  the 
proprieties,  angrily  threatened  to  defend  himself  with  *  poison  gas'  in  the  event  I 
diould  continue  my  attacks  and  exposures  of  board  methoas  and  policies.  Concerning 
hiB  threat  to  use  *  poison  gas,'  I  said  to  the  governor  of  the  board  in  a  letter  of  March 
26,1921: 

'"'I  promptly  informed  you  that  as  far  as  I  and  my  administration  of  the  comptroller's 
office  wCTe  concerned  or  my  relationship  with  the  board,  I  had  nothing  whatsoever  to 
conceal,  and  that  you  were  quite  at  liberty  to  go  ahead  and  publish  anything  you 
pleased,  so  long  as  you  confined  yourself  to  the  truth.  In  fact,  I  rather  urged  publicity 
for  our  correspondence.  I  also  informed  you,  in  the  presence  of  the  board,  that 
whatever  methods  of  attack  you  might  adopt,  I  should  certainly  not  use  ''poison  gas" 
or  any  other  plan  or  method  not  consistent  with  honor  or  fair  play,  and  I  should  not 
expect  you  to  adopt  unworthy  methods  of  attack.  However,  I  am,  of  course,  abund- 
antly ready  for  any  attacks  from  you  or  anyone  else,  whatever  form  they  may  take; 
Mid  your  threat  of  "poison  gas,"  etc.,  impresses  me  merely  as  an  evidence  of  despera- 
tion on  your  part,  which  I  beg  to  assure  you  gives  me  not  the  least  annoyance  or  con- 
cern.   My  only  regret  will  be  the  dama^ng  reaction  on  you.' 

''At  another  time  I  may  have  somethu^  to  say  concerning  efforts  made  to  suppress 
information  concerning  Federal  Reserve  Board  matters. 

"This  is  practically  the  message  I  have  to  give  you.  I  am  trying  to  be  useful  to 
you  and  to  tne  countiy*by  pointing  out  the  weakness,  as  I  see  it,  in  a  system  controlling 
litoally  l^e  heart's  blood  of  our  commercial  life  and  prosperity,  a  weakness  which  is 
entiitdy  curable  in  a  structure  designed  and  entitled  to  endure. 

"I  am  anxious  to  have  you  think  over  what  I  have  said,  the  merest  bare  outline  of 
what  I  could  say,  and  to  have  the  results  of  your  thinking  on  a  matter  touching  the 
last  one  of  you,  your  homes,  and  families  passed  on  to  your  Kepreaentatives  in  Congress. 

"We  are  living  in  a  kind  of  era  of  good  feeling,  and  this  is  not  a  party  matter.  As 
it  happens,  the  needs  of  Democratic  cotton  growers  of  the  South  and  of  the  Repub- 
lican wheat  growers  of  the  West  are  the  same,  and  the  country  is  awake  as  never 
befwe  to  the  truth  that  there  can  be  no  prosperity  in  this  country  unless  the  farmers — 
the  great  prodiicers  of  wealth  and  buyers  and  consumers  of  commodities — are  pros- 
pering. If  the  last  five  years  have  done  nothing  else,  they  have  taught  that.  You 
may  feel  that  in  the  South  as  you  lire,  and  Democrats  as  many  of  you  are,  you  have 
a  powerful  say  in  directing  matters  of  internal  pohcies. 

*'But  what  I  would  like  to  impress  on  you  would  be  incomplete  if  I  did  not  go 
further.  You  people — you  editors  and  farmers  here  in  Georgia — may  as  well  realize 
now  that  you  will  have  to  think  not  only  for  your  own  counties  and  States  and  country, 
but  for  the  world.  All  I  can  learn  from  the  past  and  from  the  intimate  study  of  world 
ccmditions  forced  on  me  by  the  position  I  held,  and  can  discern  in  the  present,  give 
me  not  a  vision  of  enthusiasm  but  a  deliberate  conclusion  based  on  irresistible  facts 
tnd  realities.  That  conclusion  is  that  the  United  States  must  be  for  generations  to 
come  the  dominant  financial  power  of  the  world,  and  therefore  the  umpire  for  the 
worid.  We  can  not  avoid  it.  Our  financial  and  commercial  resources  will  develop 
to  an  extent  hitherto  undreamed.  Our  banks  and  bankers  and  people  will  view  an 
ever-widening  horizon,  not  only  of  opportunity,  but  of  duty  and  responsibility. 
To  put  this  subject  in  its  very  lowest  and  most  practical  and  prosaic  aspect,  your 
thou^ts  must  follow  your  cotton  bales,  because  the  buyers  of  those  bales  are  in  Eng- 
land, France,  Belgium,  Germany,  Japan,  China,  and  Africa.  On  their  ability  to 
buy  and  pay  for  wnaX  you  make  m  your  fields  here  your  prosperity  largely  depends. 
The  nations  are  now  woven  and  knitted  together  by  the  strongest  threads  of  mutual 
interest  and  interdependence,  so  that  nothing  but  tne  destruction  of  civilization  can 
diasevOT  them.    You  must  meet  and  deal  with  the  facts  as  they  are.    Those  facts 
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are  that  the  '  Dited  States,  especially  you  cotton  makers,  are  vitally  concerned  in 
the  restoration  or  the  world's  peace  and  CTovrth  for  increase  of  its  own  wealth  and 
development,  and  that  the  world  is  dependent  on  the  power,  the  wealth,  and  wisdom 
of  the  United  States  for  restoration.  Therefore,  in  doing  your  part  to  make  this 
superb  Federal  reserve  system  of  ours  do  its  best  work  and  frnfill  its  hight^t  purposes 
you  will  be  doing  service  not  only  for  your  own  country  and  yourselves,  but  for 
humanity,  for  people  of  all  lands  and  tongues. 

''I  am  an  optimist.  I  am  taught  by  history  and  observation  to  trust  confidently 
to  the  American  people  to  retrieve  their  own  mistakes  and  correct  faults  and  strengthen 
weak  places  in  tneir  own  Government  and  to  find  their  way,  sometimes  after  many 
divergencies  and  errors,  the  right,  the  generous,  and  noble  course. 

''Looking  back  200,  100,  or  50  years,.!  am  forced  to  believe  that  we  have  learned 
much,  and  with  wonderful  speed,  because  50  years  is  supposed  to  be  but  a  short 
time  in  the  life  of  a  people.  We  are  thinking  more  broaaly  and  on  higher  planes. 
It  is  the  business  of  those  who  have  had  special  opportunity  to  learn  of  tne  internals 
of  our  life,  or  any  part  of  it,  to  communicate  their  knowledge  to  the  people  as  oppor- 
tunity offers,  and  the  duty  of  the  people  is  to  assimilate  and  weigh  and  consider 
what  they  hear  and  to  give  the  resiilts  of  their  thought  tongue  and  action. 

' '  I  have  tried  to  outline  some  of  the  difficulties,  it  seems  to  me,  I  have  seen  in  what 
now  is  the  most  important  agency  of  our  Government.  I  shall  leave  believing  that 
I  have  not  spoken  in  vain.  My  look  backward,  my  knowledge  of  our  people,  and 
observation  of  present  conditions  combine  to  teach  me  to  look  forward  witn  strong 
faith  and  brilliant  anticipation.  I  believe  we  will  make  progress  in  the  next  50  years 
along  all  lines  of  thought,  discovery,  development,  and  endeavor  far  surpassing  the 
progress  of  the  50  years  just  past.  I  see  much  reason  to  believe  that  our  countiy 
nas  met  gloriously  its  last  great  emei^gency,  has  come  bravely  and  with  honor  through 
this  last  great  crisis.  I  hardly  dare  dream  of  what  we  shall  be  and  do,  because  I 
know  what  we  are  and  are  doing  reach  so  far  beyond  the  visions  and  most  brilliant 
hopes  of  the  great  and  far-seeing  men  who  founded  and  freed  and  established  our 
country.  I  do  dare,  however,  believe  and  humbly  trust  that  with  continued  guid- 
ance of  the  Almighty  Power  our  preeminence  in  the  world  will  become  secure  and 
acknowledged  without  war  or  wrong  to  any  people,  will  be  accepted  gratefully  and 
gladly  by  all  people,  because  it  will  be  used  always  to  make  the  world  and  its  nations 
better  and  happier  and  to  lead  humanity  forward  to  fulfillment  of  its  vast,  myste- 
rious— I  believe,  magnificent — destiny." 

The  Chairman.  Mr.  Williams,  you  may  proceed. 

Representative  Mills.  May  we  have  copies  of  those  speeches 
to-day,  Mr.  Williams  ? 

Mr.  Williams.   Yes,  sir. 

In  the  autumn  of  1919  we  were  in  the  mid^t  of  a  whirl  of  specu- 
lation, not  only  in  public  securities  of  all  sorts  but  in  conunooities. 
As  Comptroller  of  the  Currency  I  was  sincerely  concerned  over  the 
situation,  and  urged  upon  my  associates  in  the  Federal  Reserve 
Board  the  importance  of  a  conservative  course.  I  did  not  agree 
with  them  that  the  wisest  method  of  restraining  speculation  was 
simply  to  advance  money  rates. 

The  Chairman.  What  period  are  you  talking  about  now  ? 

Mr.  Williams.  In  the  autumn  of  1919.  I  felt  that  there  should 
be  a  greater  discrimination  exercised  on  the  part  both  of  the  mem- 
ber banks  and  of  the  Federal  reserve  banks  in  the  extension  of 
credit.  More  than  18  months  a^o,  on  January  28,  1920,  I  filed  a 
remonstrance  and  protest  with  ttie  Federal  Reserve  Board  against 
the  manner  in  which  the  funds  of  the  Federal  reserve  system  were 
being  concentrated  in  the  East  and  loaned  with  what  seemed  to 
me  to  be  an  unjustifiable  prodigality  for  speculative  purposes. 

Senator  Robinson.  Under  what  date  was  that? 

Mr.  Williams.  January  28,  1920.  In  my  letter  I  directed  the 
board^s  attention  to  a  concrete  instance  where  the  Federal  reserve 
system  was  lending,  directlj  and  indirectly,  to  a  certain  banking 
institution  in  New  York  City  about  $130,000,000.  I  said  in  my 
letter 
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Representative  Mills.  Mr.  Chairman,  I  move  to  strike  out  the 
testimony  with  reference  to  the  loan  granted  to  a  specific  institu- 
tion, on  the  ground  that  it  is  irrelevant  and  immatenal  to  the  pur- 
poses of  this  mquiry. 

Senator  Harrison.  Mr.  Chairman,  he  has  not  named  any  par- 
ticular institution.  He  says  in  the  East,  and  in  New  York  City. 
That  may  be  very  relevant  if  he  is  going  to  show  in  other  agri- 
cultm^l  sections  tnat  it  was  not  loaned  proportionately  at  all.  It 
seems  to  me  it  is  very  relevant,  if  that  is  what  he  is  leading  up  to. 

Mr.  Williams.  Mr.  Chairman,  right  there,  departing  for  a  moment 
from  the  line  I  was  pursuing,  and  in  connection  with  Senator  Har- 
rison's statement,  I  would  like  to  read  this  memorandum: 

On  pa^e  222,  volume  1,  of  the  comptroller's  annual  report  for 
1920  will  be  found  a  statement  showing  the  principal  items  in  the 
assets  and  liabilities  of  the  national  banfe  at  the  time  of  the  autumn 
call  each  year  from  1913  to  1920,  classified  according  to  central 
reserve  cities,  other  reserve  cities,  and  country  banks. 

The  following  comparison  gives  the  figures  as  to  the  banks  in  the 
three  central  reserve  cities  of  New  YorK,  Chicago,  and  St.  Louis  as 
compared  with  the  country  banks;  that  is  to  say,  with  all  national 
banks  outside  of  the  reserve  and  central  reserve  cities. 

The  comparison  is  made  for  September  8,  1920,  and  shows  in 
one  column  the  rediscounts  and  bills  payable,  and  in  another  the 
loans  and  discoimts,  and  in  another  the  total  assets  exclusive  of 
rediscounts. 

This  statement  shows  that  the  central  reserve  cities  at  that  time 
had  in  rediscounts  and  bills  payable  $896,000,000,  and  the  coimtry 
banks  had  $596,000,000. 

Representative  Molls.  What  date  is  this  ? 

Mr.  Williams.  September  8,  1920.  The  rediscounts  and  bills 
payable  for  the  ctjntral  reserve  cities  was  $896,000,000,  and  for  the 
comitry  banks,  $596,000,000. 

Representative  Funk.  Mr.  Williams,  are  you  sure  of  that  date, 
1919;  wasn't  it  1920? 

Mr.  Williams.  Yes;  1920. 

The  Chairman.  What  is  the  page  and  the  report  you  are  referring 
to? 

Mr.  Williams.  Page  222  of  volume  I  of  the  report  of  the  comp- 
troller for  1920. 

Senator  Habrison.  And  what  cities? 

Mr.  Williams.  New  York,  Chicago,  and  St.  Louis.  Would  you 
like  to  see  the  report,  Mr.  Chairman,  showing  those  figures  ? 

The  Chairman.  You  mav  proceed.    I  will  have  it  m  a  minute. 

Mr.  Williams.  The  total  loans  and  discounts  as  of  that  date  in 
the  central  reserve  cities  amounted  to  $3,695,000,000,  rediscounts 
and  bills  payable  being  about  24  per  cent  of  loans. 

Representative  Mills.  What  were  those  figures,  the  $896,000,000 
and  the  $596,000,000? 

Mr.  Williams.  Rediscounts  and  bills  payable.  Shall  I  procee<l, 
Mr.  Chairman? 

The  Chairman.  Yes;  go  ahead. 

Representative  Sumners.  It  seems  to  me,  before  the  witness 
l>efi;ins,  Mr.  Chairman,  that  in  giving  these  figures,  if  he  desires  to 
follow  some  system,  that  it  would  be  well  to  have  the  statement  of 
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tho  witness   come  uninterrupted   by  interrogation,    and    that  tho 
figures  be  incorporated  in  his  statement  in  that  manner. 

The  Chairman.  Go  ahead. 

Mr.  Williams.  The  total  loans  and  discounts  for  the  three  central 
reserve  cities  of  Chicago,  New  York,  and  St.  Louis,  as  of  the  date 
mentioned,  amounted  to  $3,695,000,000,  showing  that  an  amount 
equal  to  24  per  cent  of  them  was  rediscounted  or  borrowed.  The 
total  assets,  exclusive  of  rediscounts,  were  $5,471,000,000,  tne  ratio 
of  borrowed  money  being  16  per  cent  of  their  assets,  excluding 
rediscounts. 

In  the  *' country*'  banks  tho  rediscounts  and  bills  paAmble  were 
$596,000,000,  out  of  a  total  of  loans  and  discounts  of  $5,853,000,000, 
or  JO  per  cent;  the  total  assets  exclusive  of  rediscounts  were  $9,- 
958,000,000  in  the  country  banks,  the  ratio  of  borrowed  money  to 
total  assets  being  6  per  cent. 

On  September  12,  1919,  the  national  banks  in  the  three  central 
reserve  cities  of  New  York,  Chicago,  and  St.  liouis  held  $497,000,000 
of  rediscounts  and  bills  payable  and  the  country  banks  $437,000,000; 
the  loans  and  discounts  in  the  three  central  reserve  cities  of  New 
York,  Chicago,  and  St.  Louis  were  $3,144,000,000,  rediscounts  and 
bills  payable  being  16  per  cent  of  total  loans,  excluding  rediscounts. 
The  country  banks  had  in  loans  and  discounts  $4,759,000,000,  the 
amount  of  rediscounts  and  bills  payable  being  only  9  per  cent  of 
total  loans  and  discounts. 

Of  these  rediscounts  and  bills  payable,  I  should  estimate  about 
90  per  cent  were  gotten  from  the  Federal  reserve  banks.  This  state- 
ment shows  that  in  the  autumn  of  1920,  although  the  *' country'" 
national  banks  were  carrying  $2,158,000,000  more  of  loans  and 
discounts  than  the  national  banks  of  New  York,  Chicago,  and  St. 
Louis,  yet  the  banks  in  the  three  big  cities  were  being  accommodated 
principally  by  the  Federal  reserve  banks,  with  $300,000,000  more 
than  the  country  banks,  which  had  become  so  heavily  loaded  in 
their  efforts  to  care  for  their  communities. 

Mr.  Chairman,  niay  I  insert  the  tabulation  in  the  record? 

The  jChairman.  Without  objection,  it  may  go  in. 

(The  tabulation  referred  to  is  as  follows:) 

Statement  showing  the  borrowings,  by  rediscounts  and  bills  payable^  of  the  national  banks 
in  New  Yorky  Chicago^  and  St.  Louis,  as  compared  with  the  borrowings  of  the  ^^  country  " 
national  banks  for  Sept.  8,  1920,  and  Sept.  12,  1919. 

[Report  of  Comptroller  of  the  Currency  for  1920,  p.  222,  Vol.  I.J 
[In  millions.] 


I 


Sept.  8, 1920: 

Central  reserve  cities  (New  i 
York,  Chicago,  St.  Louis).   ; 

Country  banks ' 

Sept.  12, 1919:  t 

Central  reserve  cities  (New 
York,  Chicago,  St.  Louis). 
Country  banks | 


Redis- 
counts 
and  biUs 
payable. 

Total  loans  and  discounts.^ 

Total 
assets, 
exclusive 
of  redis- 
counts. 

Ratio  of 
redis- 
counts 
and  bins 
payable 
to  total 
assets. 

$896 
596 
497 
«7 

$3,695,  —  24  per  cent,  rediscounted .... 

$5,853,  —  10  per  cent,  rediscounted 

$3,144,  —  16  per  cent,  rediscounted 

$4,759,  -  9  per  cent,  rediscounted 

$5,471 
9,958 
5,695 
9,167 

Percent. 

8.7 
4.7 

^  Nearly  all  with  Federal  reserve  banks. 
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Mr.  Chairman,  shall  I  proceed  now  with  my  narrative  ? 

The  Chaibman.  Yes;  unless  there  are  some  questions  at  this 
point. 

Representative  Mills.  You  are  just  giving  the  figures  for  one 
montli? 

Mr.  Williams.  I  gave  them  for  September  8,  1920;  and  I  also 
gave  them  for  September  12,  1919.     I  think  I  gave  all  of  them. 

Shall  I  proceed  now  with  my  narrative,  Mr.  Chairman? 

The  Chairman.  Yes. 

Representative  Mills.  Will  you  give  those  same  figures  for  June, 
1921? 

Mr.  Williams.  I  can  get  them  for  you. 

Representative  Mills.  Well,  will  you,  and  give  the  same  per- 
centages? 

Mr.  Williams.  I  can  get  them  for  you,  if  you  desire  them. 

Representative  Mills.  Will  you  get  them,  and  give  the  same 
percentages  ? 

Mr.  Williams.  Yes;  if  the  commission  desires  them.  Shall  I 
proceed? 

The  Chairman.  Yes. 

Mr.  Williams.  I  was  about  to  read  from  a  letter  which  I  addressed 
to  the  Federal  Reserve  Board  on  January  28,  1920.  I  said  in  that 
letter: 

Is  it  not  a  little  disconcerting,  not  to  say  alarming,  to  find  that  the  Federal  reserve 

bank  of  New  York  had  loaned  or  rediscounted  for  the  < on  December  31,  1919, 

tn  amount  equal  to  nearly  six  timefl  the  capital  of  the  Federal  reserve  bank  of  New 
York— about  250  per  cent  of  the  capital  and  surplus  of  the  Federal  reserve  bank  of 
New  York — and  that  more  than  one- seventh  of  all  the  bills  discounted  for  all  members 
and  all  those  purchased  in  the  open  market  at  the  end  of  December,  1919,  were  for  the 
b^efit  of  the ? 

These  figures  also  show  that  the  Federal  reserve  bank  of  New  York  was  lending  to 

the at  the  close  of  December,  1919,  an  amount  in  excess  of  the  total  loans 

•nd  discounts  made  as  of  December  26,  1919,  to  all  of  their  member  banks  by  either 
the  Federal  reserve  banks  of  St.  Louis  or  Minneapolis  or  Kansas  City  or  Richmond  or 
Atlanta  and  about  twice  as  much  as  the  aggr^ate  of  all  loans  and  discounts  and 
purchased  paT>er  held  at  that  time  by  the  Federal  reserve  bank  of  Dallas. 

The  CHAiRBfAN.  Right  there,  Mr.  Williams,  would  it  not  be  fairer 
to  compare  loans  and  discounts  with  resources  than  to  compare 
absolute  figures  with  New  York  and  absolute  figures  for  other 
districts  ? 

Mr.  Williams.  May  I  suggest,  Mr.  Chairman,  that  it  might  be 
easier  for  you  to  comment  on  the  statement  after  it  is  concluded; 
perhaps  some  of  your  inquiries  may  be  answered  as  I  proceed.  I 
shall  be  very  glad,  however,  to  answer  any  question  that  comea  up. 

The  Chairman.  I  am  asking  you  if  it  would  not  be  fairer  for  you 
to  make  that  comparison  instead  of  the  one  that  jon  are  making. 

Mr.  WiLUAMS.  I  am  making  some  other  comparisons  as  I  go  along. 

The  Chairman.  If  that  is  your  answer  to  the  question,  I  am 
satisfied. 

Mr.  Williams  (reading)  : 

The not  only  borrowed  back  the  entire  amount  of  its  reserve  balance,  but 

ia  also  borrowing  from  the  New  York  reserve  bank  a  further  sum  equal  to  about 
four  times  tfie  total  capital  of  the  Federal  reserve  bank  of  New  York.  Frankly, 
Me  you  not  surprised  that  the  officers  of  the  reserve  bank  of  New  York  should 
approve  these  transactions? 

Governor,  this  is  a  concentration  of  the  funds  of  the  reserve  system  with  one  debtor 
bank,  conspicuous  for  its  speculative  operations  and  promotions,  which,  in  my  judg- 
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ment,  is  not  only  not  justified  but  distinctly  dangerous,  and  I  feel  it  my  du^  to 
register  my  strong  dissent  from  a  continuance  of  such  conditions  as  these  by  writing 
you,  as  I  am  doing,  as  an  ex  officio  member  of  the  board. 

Representative  Mills.  Now,  Mr.  Chairman,  I  renew  my  motion  to 
strike  out  that  portion  of  the  testimony  which  Mr.  Williams  has  just 
read,  as  irrelevant  and  immaterial  under  the  terms  of  the  resolution 
appointing  this  commission. 

Kepresentative  Funk.  Mr.  Chairman,  a  number  of  times  we  have 
had  complaints  made  here  by  people  representing  the  agriculturid 
interests  that  they  have  been  discriminated  against  in  the  matter  of 
accommodation  by  the  Federal  reserve  banks.  I  think  this  state- 
ment is  very  pertinent  in  view  of  the  complaints  or  charges  which 
have  been  made. 

The  Chairman.  I  think  if  objection  is  made  to  this  testimony  it 
must  be  in  the  form  of  objection  that  the  chairman  can  pass  upon 
and  decide  and  which  can  be  appealed  from,  rather  than  in  the  form 
of  a  motion  to  strike  out  testimony. 

Representative  Mills.  Mr.  Chairman,  I  did  not  object — although 
I  knew  perfectly  well  what  Mr.  Williams's  testimony  was  going  to  be, 
because  it  appears  elsewhere — at  the  time  he  started  to  give  it, 
because  I  thought  the  commission  should  have  an  opportunity  to 
know  the  nature  of  the  testimony.  In  presenting  my  objection  it 
seems  to  me  there  is  no  recourse  left  to  me  except  a  motion  to  strike 
out. 

The  Chairman.  In  order  to  bring  the  matter  before  the  commis- 
sion, I  will  put  the  matter  to  a  vote,  and  in  voting  those  who  favor 
striking  out  the  testimony  will  vote  aye,  and  those  who  favor  not 
striking  out  the  testimony  will  vote  no. 

(The  question  was  thereupon  put  by  the  chairman  on  viva  voce 
vote.) 

The  Chairman.  The  motion  is  lost. 

Representative  Mills.  Then  let  me  ask  j^ou,  Mr.  Williams,  whether 
you  are  not  giving  absolute  figures  there,  without  any  reference  what- 
soever to  the  assets  of  the  ^^deral  reserve  banks  in  question,  with- 
out any  reference  to  the  assets  of  the  borrowing  bank,  and  without 
anjr  reference  to  the  deposits  carried  by  the  New  York  banks  with 
their  Federal  reserve  bank,  as  compared  with  the  deposits  carried  by 
the  banks  in  other  cities  ? 

Mr.  WiLiJAMS.  I  will  give  some  other  figures  later  on,  Mr.  Mills. 

Representative  Mills.  But  you  have  not  to  date,  have  you  ? 

Mr.  Williams.  They  are  in  this  statement. 

Representative  Mills.  But  you  have  not  to  date,  have  you;  those 
are  absolute  figures  that  you  have  given  ? 

Mr.  WiLUAMS.  Yes;  in  the  paragraph  which  I  have  just  given,  I 
made  a  comparison  between  the  capital  of  the  Federal  reserve  bank 
in  New  York  and  the  percentage  of  its  capital  and  surplus  which  was 
borrowed  by  one  institution. 

Representative  Mills.  Now,  will  you  please  explain  to  this  com- 
mission what  the  basic  line  is  ? 

Mr.  Williams.  I  see  several  members  of  the  Federal  Reserve  Board 
present  here,  including  the  governor.  I  should  prefer  that  they 
answer  that  Question;  that  that  question  be  answered  by  members 
of  the  Federal  Reserve  Board. 
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Representative  Mills.  I  think  I  should  have  an  answer  to  the 
question.  The  witness  is  appearing  here  as  an  expert,  and  he  should 
be  able  to  tell  what  the  basic  line  is. 

Mr.  Williams.  I  do  not  know  on  what  principle  the  basic  line  is 
now  being  figured  at  New  York;  the  basic  line  has  varied  in  different 
districts. 

Representative  Mills.  In  what  way  has  it  varied  ? 

Mr.  Williams.  I  should  prefer  to  have  that  come  from  the  board 
members  themselves.  I  am  appearing  here,  not  as  a  member  of  the 
board  now. 

Representative  Mills.  You  are  appearing  as  an  expert. 

Mr.  Williams.  No;  I  do  not  understand  that  I  am  appearing  herc^ 
as  an  expert.  I  understand  that  I  am  appearing  here  as  the  former 
Comptroller  of  the  Currency.  I  would  prefer  tnat  the  members  of 
the  Federal  Reserve  Board  answer  that  question,  rather  than  have 
me  go  into  such  details  of  their  administration. 

Ifepresentative  Mills.  I  am  not  asking  you  to  pass  on  the  admin- 
istration; I  am  asking  you  to  define  what  is  meant  by  the  basic  line. 

Mr.  Williams.  I  do  not  know  what  the  basic  line  is  at  the  present 
time  in  each  of  the  12  reserve  districts. 

Representative  Mills.  I  am  asking  you  what  the  term"  '^  basic 
line"  means. 

Mr.  Williams.  You  ask  me  what  the  term  ^^ basic  line"  means? 

Representative  Mills.  Yes;  what  does  the  term  *' basic  lino" 
mean? 

Mr.  Williams.  The  term  ''basic  line"  as  here  applied  means  the 
"line"  or  amount  of  loans  which  the  several  Federal  reserve  banks 
regard  as  the  ''line  of  rediscount,"  which  could  be  properly  appor- 
tioned from  their  total  resources  to  each  member  in  each  district. 

Representative  Mills.  In  other  words,  the  Federal  Reserve  Board 
attempts  to  define,  generally  speaking,  what  each  member  bank  in 
a  particular  district  is  entitlea  to  borrow  from  its  Federal  reserve 
bank? 

Mr.  Williams.  In  conjunction  with  the  Federal  reserve  banks  of 
the  various  districts. 

Representative  Mills.  Exactly. 

Mr.  Williams.  Yes,  sir. 

Representative  Mills.  Now,  do  vou  know  whether  in  attempting 
to  determine  that  variation,  or  the  allocation  to  each  particular 
bank — ^whether  any  formula  was  adopted  ? 

Mr.  Williams.  1  think  there  were  several  formulae  adopted. 
That  is  a  matter  of  detail  which  I  would  prefer  should  be  answered 
by  the  members  of  the  Federal  Reserve  Board. 

R'fepresentative  Mills.  Do  you,  or  do  you  not,  know  whether 
formulse  were  adopted  ? 

Mr.  Williams.  Yes;  they  were  established  on  certain  bases. 

Representative  Mills.  What  was  the  basis  for  the  establishment 
of  those  formulae  ? 

Mr.  Williams.  I  would  have  to  look  up  the  record  for  that.  The 
basis  has  been  changed  from  time  to  time. 

Representative  Mills.  Generally  speaking,  what  were  the  ele- 
ments that  entered  into  that  basis  ? 

Mr.  Williams.  I  decline  to  answer  that.  The  secretary  of  the 
board  is  present,  and  you  can  get  that  information  from  him,  if  you 
desire  it. 
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Representative  Mills.  I  am  trying  to  get  it  from  you;  I  am  not 
trying  to  tie  you  down  to  any  particular  percentage;  but  I  am  asking 
you  what  particular  elements  went  inta  the  formulas  that  made  the 
basic  line  ? 

Mr.  Williams.  I  imderstand  several  elements  entered  into  it.  But 
I  would  desire  not  to  discuss  that,  when  the  members  of  the  board  are 
present  and  can  answer.     It  was  not  my  duty  to  prepare  those  f  ormulsB. 

Senator  Robinson.  Were  those  formulae  in  writing? 

Mr.  Williams.  My  recollection  is  they  were  prepared  by  the  re- 
spective Federal  banks  with  or  without  the  approval  of  the  board. 
jJoWj  I  assume  that  the  board  approved  the  formulas  in  the  several 
distncts. 

Senator  Robinson.  Were  they  reduced  to  writing,  Mr.  Williams! 

Mr.  Williams.  Presumably  they  were,  and  they  can  be  furnished 
to  your  commission. 

Senator  Robinson.  Did  the  board  keep  minutes  of  their  pro- 
ceedings when  they  made  these  formulae,  or  do  you  know  about  that! 

Mr.  Williams.  The  basic  line  was  established  in  different  Federal 
reserve  districts  and  thev  varied. 

Senator  Robinson,  i  ou  have  not  possession  of  the  records  of  the 
minutes  of  those  meetings  where  action  was  taken  establishing  the 
basic  lines  ? 

Mr.  Williams.  No;  I  have  not. 

Representative  Mills.  Did  they  take  into  consideration  different 
elements  in  different  districts  ? 

Mr.  Williams.  You  can  ask  them  that;  I  assume  they  did. 

Representative  Mills.  Do  you  mean  to  say  you  have  no  knowledge 
of  itf 

Mr.  Williams.  I  assume  they  did. 

Representative  Mills.  Have  you  any  knowledge  of  it? 

Mr.  Williams.  I  assume  they  did,  but  whether  they  did  or  not, 
those  bases  varied. 

Representative  Mills.  I  am  asking  you  whether  you  have  any 
knowledge  of  it;  that,  it  seems  to  me,  you  can  answer  by  yes  or  no. 

Mr.  Williams.  I  do  not  know  what  they  are  at  this  time. 

Representative  Mills.  I  am  asking  you  whether  you  have  any 
knowledge^ 

Mr.  Williams  (interposing).  I  had  knowledge  at  the  time  it  was 
desirable  for  me  to  have  knowledge,  in  a  general  way.  I  did  not 
follow  the  details  of  the  basic  lines  in  detail.  I  knew  of  it  in  a 
general  way. 

Representative  Mills.  I  will  now  ask  you  whether,  in  fixing  the 
basic  line  for  the  various  districts,  the  elements  taken  into  considera- 
tion were  the  same  ? 

Mr.  Williams.  I  do  not  imderstand  that  they  were  the  same. 
I  think  there  were  variations  in  the  different  districts.  That  is  my 
impression. 

Representative  Mills.  What  elements  would  normally  be  taken 
into  consideration  in  fixing  those  basic  lines? 

Mr.  Williams.  I  would  prefer  not  to  answer  that  question.  The 
gentlemen  famiUar  with  the  details  are  in  the  room,  and  can  answer. 

Representative  Mills.  Let  me  ask  you — I  think  it  is  important 
to  know  what  the  basic  line  is 

Mr.  Williams  (interposing).  The  governor  and  secretary  of  the 
Federal  Reserve  Board  are  present. 
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Representative  Mells.  I  would  like  to  have  Mr.  Williams  explain 
what  the  basic  line  is.  He  has.  told  us,  in  a  general  way,  just  the 
method  used  in  determining  what  proportioji  of  the  fimds  of  the 
Federal  reserve  bank  the  member  banK  of  a  particular  district  is 
entitled  to.  Now,  I  would  like  to  know  what  elements  would  be 
considered  in  determining 

Representative  Sumnees  (interposing).  Mr.  Chairman,  I  submit 
tiiat  the  question  has  been  asked  a  half  dozen  times  by  Mr.  Mills, 
and  the  witness  has  given  the  answer  he  desires  to  go  into  the  record; 
and  I  submit  that  further  time  should  not  be  taken  up  in  this  manner. 

Senator  Robinson.  I  make  the  further  point  that  there  is  a  record 
of  this  matter  easilv  obtainable. 

Representative  Mills.  I  withdraw  the  question,  in  view  of  the  fact 
that  the  witness  declines  to  answer  it. 

Senator  Harrison.  He  defined  it. 

Representative  Ten  Eyok.  I  desire  to  bring  out  this  point:  The  wit- 
ness is  trving  to  define  his  position.  If,  later  on,  the  board  desires  to 
justify  what  they  have  been  doing,  and  bring  to  us  the  basis  on  which 
the  basic  line  is  determined,  we  would  be  glad  to  hear  from  them 
what  the  basic  line  is.  But  I  believe  what  the  witness  is  giving  us  to- 
day is  his  general  idea  of  the  basic  line  of  the  credit  of  me  country. 

Kepresentative  Mells.  Mr.  WiUiams,  is  it  not  a  fact  that  on 
November  15,  1920^  the  date  to  which  you  have  referred,  the  banks 
to  which  you  refer  m  New  York 

Mr.  Williams  (interposing).  May  I  interrupt  you?  I  did  not  refer 
to  that  date. 

Representative  Mills.  Well,  on  the  date  to  which  you  did  refer. 

Mr.  Williams.  All  right. 

Representative  Mills.  The  banks  in  New  York  had  borrowed  only 
142  per  cent  of  their  basic  line,  whereas  the  member  banks,  not  in- 
cluding the  merely  five  largest  borrowers  in  the  case  of  the  New  York 
district,  and  of  the  Richmond  district,  had  borrowed  120  per  cent  of 
their  basic  line  ? 

Mr.  Williams.  You  are  wrong;  you  are  discussing  one  date,  and  I 
am  discussing  another,  as  I  understand  it. 

Representative  Mills.  What  is  your  date? 

Mr.  WiLLtAMS.  1  am  discussing  December,  1919;  you  are  dis- 
cussing November,  1920. 

Representative  Mills.  You  are  right.  Your  letter  to  the  board  is 
dated  what? 

Mr.  Williams.  January  28,  1920. 

Representative  Mills.  And  the  letter  that  I  am  referring  to  is  the 
letter  dated  January,  1921. 

Mr.  Williams.  I  do  not  know  what  you  are  referring  to.  Congress- 
man. 

Representative  Mills.  You  have  had  considerable  correspondence 
with  the  board  ? 

Mr.  Williams.  I  have  had  a  good  many  letters;  yes,  sir. 

Representative  Mills.  And  you  have  made  this  same  charge  a  year 
later? 

Ur.  Williams.  Can  I  end  the  narrative  I  was  making  first  of  the 
autumn  of  1919,  before  we  get  into  1920? 

Representative  Mills.  Yes.  surely. 

The  Chairman.  1  would  like  to  ask  a  question  with  reference  to 
the  basic  line:  At  the  time  that  you  assumed  that  these  basic  Jines 
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were  approved  by  the  Federal  Reserve  Board,  do  you  know  whether 
they  were  or  not  ? 

Mr.  Williams.  I  do  not  recall  tlie  details,  Congressman. 

The  Chairman.  You  were  a  member  of  the  Federal  Reserve  Board 
at  the  time  these  basic  lines  were  established  ? 

Mr.  Williams.  I  was. 

The  Chairman.  But  you  do  not  know  whether  tJie  basic  lines  were 
approved 

Mr.  Williams  (interposing).  I  recall  that  the  basic  lines  as  es- 
tablished were  a  subject  of  discussion ;  whether  they  were  passed  upon 
in  the  case  of  each  district  I  do  not  know. 

Representative  Mills.  Will  you  refresh  your  recollection  before  you 
appear  before  the  commission  to-morrow  and  let  us  know  ? 

Mr.  Williams.  I  have  not  been  asked  to  appear  before  the  com- 
mission to-morrow.     You  can  get  that  from  tne  board. 

Senator  Harrison.  Probably  the  board  could  get  it  easier  than 
you  could. 

Mr.  Williams.  They  could.  They  have  declined  to  give  me  in- 
formation I  have  asked  for,  and  remmded  me  that  I  am  no  longer  a 
member  of  the  board. 

The  Chairman.  You  were  a  member  of  the  board  at  the  time  these 
basic  lines  were  established  ? 

Mr.  WiixiAMs.  Were  established  and  discussed. 

The  Chairman.  Very  well.     You  may  proceed. 

Mr.  Williams.  To  continue  my  letter  to  the  Governor  of  the 
Federal  Reserve  Board  of  January  28,  1920  [reading]: 

I  trust  you  wiU  find  time  to  make  a  careful  analysis  of  this  situation.  With  such 
facts  before  us  *  *  *  as  I  have  here  undertaken  to  bring  to  your  attention,  our 
responsibility  becomes  serious  and  very  real.  I  think  it  would  be  well  to  apprize 
the  board  of  this  situation. 

That  is  the  end  of  the  quotation  from  my  letter  to  the  governor 
of  the  Federal  Reserve  Board. 

I  hear  the  board  has  tried  to  produce  the  impression  that  my 
figures  were  not  correct,  althougn  they  seem  to  have  carefully 
avoided  specific  denials  of  them.  1  therefore  beg  leave  now  to  present 
the  following  table  of  figures  drawn  from  official  statements  of  the 
Federal  Reserve  Board  as  published  on  pages  96,  97,  and  98  of  the 
Federal  Reserve  Bulletin  of  January,  1920. 

I  have  a  statement  showing  the  total  of  all  bills  discounted  and 
loans  made,  and  also  bills  purchased  by  six  Federal  reserve  banks; 
also  showing  rediscounts  and  bills  taken  from  other  reserve  banks 
by  these  six  reserve  banks  as  of  December  26,  1919. 

This  shows  the  Federal  reserve  banks  of  Richmond,  Atlanta,  St. 
Louis,  Minneapolis,  Kansas  City,  and  Dallas. 

The  information  called  for  is,  in  the  first  instance,  the  number  of 
member  banks  in  the  district,  December,  1919;  the  second  item  is  the 
total  bills  discounted  and  loans  made,  including  those  discounted 
for  other  reserve  banks;  the  third  item  is  the  biSs  bought  in  open 
market,  including  bankers'  acceptances  bought  from  other  reserve 
banks;  the  fourth  item  is  loans  to  other  reserve  banks  through  bills 
discounted  or  purchased  from  them  of  bankers'  acceptances,  included 
in  items  2  ana  3;  and  the  fifth  is  the  amount  borrowed  from  other 
reserve  banks. 

In  that  total  we  find  that  the  number  of  member  banks  in  the 
Richmond  district  was  584;  in  the  Atlanta  district,  427;  in  the  St. 
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Louis  district,  536;  in  the  Minneapolis  district,  921;  in  the  Kansas 
Gtr  district,  1,039;  and  in  the  Dallas  district,  958. 

The  total  bills  discounted  and  loans  made,  including  those  dis- 
counted for  other  reserve  banks,  were  in  the  Richmond  district, 
$109,000,000;  in  the  Atlanta  district,  $90,000,000;  in  the  St.  Louis 
district,  $78,000,000;  in  the  Minneapolis  district,  $70,000,000;  in  the 
Kansas  City  district,  $87,000,000;  in  the  Dallas  district,  $54,000,000. 

Bills  bought  in  open  market,  including  bankers*  acceptances  bought 
from  other  reserve  banks,  in  the  Richmond  district,  $16,000,000;  in 
tie  Atlanta  district,  $16,000,000;  m  the  St.  Louis  district,  $37,000,000; 
in  the  Minneapolis  district,  $14,000,000;  in  the  Kansas  City  district, 
$20,000,000;  in  the  Dallas  district,  $8,000,000. 

Loans  to  other  reserve  banks  through  bills  discounted  or  purchased 
from  them  of  bankers'  acceptances,  included  in  items  2  ana  3,  in  the 
Richmond  district,  $5,000,000;  in  the  Atlanta  district,  $5,000,000; 
in  the  St.  Louis  district,  $29,000,000;  none  in  the  Minneapolis  dis- 
trict; in  the  Kansas  City  district,  $10,000,000;  in  the  Dallas  district, 
$6,000,000. 

The  fifth  item,  borrowed  from  other  reserve  banks,  in  the  Rich- 
mond district,  none;  in  the  Atlanta  district,  none;  in  the  St.  Louis 
district,  none;  in  the  Minneapolis  district,  none;  in  the  Kansas  City 
district,  $13,000,000;  in  the  Dallas  district,  none. 

Representative  Mills.  What  is  the  date  of  that  ? 

Mr.  Williams.  December  26,  1919.  On  the  right  of  this  table  I 
have  a  column  showing  the  amoimt  loaned  by  the  New  York  reserve* 
bank  as  of  December  26,  1919,  to  one  banking  institution  in  New 
York  City,  including  its  acceptances  bought;  that  item  at  that  time 
was  about  $130,000,000. 

I  will  leave  this  statement,  Mr.  Chairman,  if  you  desire  it  for  the 
record. 

The  Chairman.  Without  objection  it  may  go  into  the  record. 

(The  statement  referred  to  is  here  printedf  in  full,  as  follows:) 

Staument  diowing  total  of  all  hil}s  discounted  and  loans  made  and  also  hills  purchased 
6y  six  Federal  Reserve  banks;  also  shotving  rediscounts  and  bills  taken  from  other  reserve 
hanks  by  these  six  reserve  banks,  as  of  Dec.  26,  1919. 

[Id  millions  of  dollars.] 


Federal  reserv^e  bank  of— 

Rich- 
mond. 

Atlanta.    St.  Louis. 

Minne- 
apolis. 

Kansas 
City. 

Dallas. 

1.  Nomba-  of  member  banks  in  district 
December,  1919 

584 
109 
16 

5 
None. 

427 
90 
16 

5 
None. 

536 

78 
37 

29 
None. 

921 
70 
14 

1,039 
87 
20 

10 
13 

958 

2.  Total  bffls  discounted  and  loans  made 
Qndoding  those  discounted  for  other 
reserve  bunks) 

64 

3.  BDls  bought  in  open  market  (Including 
bankers'  acceptances  bought   from 
other  reserve  banks) 

8 

4.  Loans  to  other  reserve  banks  through 
bills  discounted  or  purchased  from 

in2and3 

6 

5.  Borrowed  from  other  reserve  banks 

None. 

None. 

Amount  loaned  by  New  York  reserve  bank  December  26,  1919,  tx)  one  bankinp^ 
imtitution  in  New  York,  including  its  acceptances  bought,  $130,000,000. 
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Mr.  Williams.  The  amount  loaned,  as  I  say,  by  the  New  York 
reserve  bank  to  one  institution  was  $130,000,000. 

The  figures  which  I  gave  regarding  the  huge  borrowings  about  the 
same  date  by  the  institution  to  whicn  I  have  referred  are  added  in  a 
separate  paragraph  at  the  bottom  of  the  above  table. 

The  bmcial  reports  show  that  the  reserve  bank  of  New  York  had 
loans  and  discounts  outstanding,  exclusive  of  acceptances  at  the  time 
indicated,  to  the  borrower  to  which  I  refer,  amounting  to  over 
$118,000,000. 

This  is  more  than  twice  as  much  as  the  Federal  reserve  bank  of 
Dallas  was  lending  on  bills  payable  and  rediscounts  to  all  the  banks 
in  that  district.  In  fact,  it  was  $64,000,000  more  than  the  Dallas 
reserve  bank  was  lending  to  all  its  member  banks  combined  in  that 
entire  district,  including  the  State  of  Texas  and  parts  of  Louisiana, 
Oklahoma,  Arizona,  and  New  Mexico. 

It  was  $48,000,000  more  than  the  Federal  reserve  bank  of  Minne- 
apolis was  lending  to  all  the  member  banks  in  that  district. 

It  was  $40,000,000  more  than  the  St.  Louis  bank  was  lending  to 
the  banks  in  that  district,  including  the  principal  part  of  Missouri, 
the  State  of  Arkansas,  and  parts  of  lUmois,  Indiana,  Kentucky, 
Tennessee,  and  Mississippi. 

It  was  $31,000,000  more  than  the  Kansas  City  reserve  bank  was 
lending  to  the  member  banks  in  that  district.  It  was  $28,000,000 
more  tnan  the  Federal  reserve  bank  of  Atlanta  was  lending  to  all  of 
its  member  banks  in  Georgia,  Florida,  Alabama,  and  parts  of  Louisi- 
ana and  Tennessee;  and  $9,000,000  more  than  the  Federal  reserve 
bank  of  Richmond  was  lending  to  all  of  its  member  banks  in  Virginia, 
North  Carolina,  South  CaroRna,  Maryland,  District  of  Columbia, 
and  parts  of  West  Virginia. 

A  further  analysis  of  the  situation  at  that  time  shows  that  two  of 
the  Federal  reserve  banks  in  the  East  on  December  26,  1919,  had 
augmented  their  own  resom-ces  by  rediscounting  with  or  selling 
acceptances  to  other  reserve  banks  to  the  extent  of  over  $97,000,000. 
The  only  bank  in  the  West  which  at  that  time  had  rediscoimteS  or 
sold  acceptances  to  other  reserve  banks  was  the  Kansas  City  bank. 

The  Chairman.  What  is  the  date  of  this  statement  ? 

Mr.  Williams.  December  26,  1919. 

Representative  Mills.  Of  course,  you  do  not  know  for  what  pur- 
poses the  loan  was  made  to  that  particular  institution,  do  you  ? 

Mr.  Williams.  To  what  institution  ? 

Representative  Mills.  You  have  referred  to  a  loan  of  $130,000,000 
to  one  institution  ?  , 

Mr.  Williams.  I  have  analyzed  the  investments  of  that  institution 
to  some  extent. 

Representative  Mills.  You  do  not  know  the  purposes  of  the  loan  ? 

Mr.  Williams.  I  know  what  was  done  with  the  money  to  a  largo 
extent. 

Representative  Mills.  With  that  $130,000,000? 

Mr.  Williams.  I  suppose  it  was  used  in  their  general  funds.  You 
-can  hardly  separate  the  funds  of  an  institution  of  that  sort  and  say 
what  was  done  with  them.  Suppose  one-tenth  of  its  assets  are  loaned 
for  purely  legitimate  business,  and  that  nine-tenths  are  loaned  for 
speculative  purposes,  you  can  harldy  segregate  the  assets  and  say 
tiiat  a  certam  amount  of  money  borrowed  was  not  used  for  speca- 
Ifttion  and  was  used  for  legitimate  business. 
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Resuming,  Mr.  Chainnan,  the  only  bank  in  the  West  which  at  that 
time  had  rediscounted  or  sold  acceptances  to  other  reserve  banks  was 
the  Kansas  City  bank,  the  amount  being  $13,000,000,  and  the  banks 
which  furnished  this  money  at  that  time  to  the  eastern  banks  were 
the  Federal  reserve  banks  of  Richmond,  Atlanta,  St.  Louis,  Kansas 
City,  Dallas,  and  San  Francisco,  as  well  as  the  Federal  reserve 
banks  of  Qiicago  and  Cleveland.  The  Federal  reserve  bank  of 
Kansas  City  had  taken  nearly  $10,000,000  of  acceptances  from  other 
banks  which  nearly  offset  its  $13,000,000  of  rediscounts  with  them. 
The  New  York  reserve  bank  at  that  time  was  not  furnishing  funds  to 
any  other  bank  either  by  rediscounts  or  by  the  purchase  of  acceptances 
from  them. 

Representative  Sumners.  What  was  the  character  of  business  of 
that  concern,  Mr.  WiUiams  ? 

Mr.  Williams.  In  the  statement  which  I  just  read  I  gave  it. 

Representative  Sumners.  I  withdraw  the  question.  I  was  out  of 
rtie  room  for  a  few  minutes. 

Senator  Harrison.  Did  he  state  ? 

Mr.  Williams.  I  said: 

Governor,  this  is  a  concentration  of  the  funds  of  the  reserve  system  with  one  debtor 
bank,  conspicuous  for  its  speculative  operations  and  promotions,  which,  in  my  judg- 
ment, is  not  only  not  justified  but  distinctly  dangerous,  and  I  feel  it  my  duty  to  register 
my  strong  dissent  from  a  continuance  of  such  conditions  as  these  by  writing  you,  as 
I  am  doing,  as  an  ex  officio  member  of  the  board. 

Representative  Harrison.  Do  you  know  what  per  cent  of  those 
loans  were  all  speculative  ? 

Mr.  Williams.  Well,  in  communications  which  I  imagine  it  will 
not  be  desirable  to  bring  into  a  public  hearing  those  facts  were 
analyzed  pretty  thoroughfy. 

The  Chairman.  Did  you  propose  any  action  on  the  part  of  the 
Federal  Reserve  Board  ? 

Mr.  Williams.  Did  I  propose  any  action  on  the  part  of  the  Federal 
Reserve  Board  to  remedy  tne  situation? 

The  Chairman.  To  control  the  situation. 

Mr.  Williams.  I  did. 

The  Chairman.  When? 

Mr.  Williams.  At  that  time. 

The  Chairman.  Did  you  make  any  motions  at  that  time 

Mr.  Williams  (interposing).  I  commimicated  with  the  governor  of 
the  board. 

The  Chairman  (continuing).  Relating  to  any  action  on  the  part 
of  the  Federal  Reserve  Board  ? 

Mr.  Williams.  I  wrote  the  letter  to  the  governor  of  the  board  and 
asked  him  to  bring  it  before  the  board. 

The  Chairb^^n.  But  you  did  not  as  a  member  of  the  board  make 
any  motion  proposing  any  action  by  the  board  ? 

Mr.  Williams.  I  several  times  urged  that  the  matter  be  given 
attention,  but  I  do  not  recall  that  I  made  a  formal  motion  to  that 
end,  as  I  felt  I  had  done  all  that  could  be  incumbent  upon  me  under 
the  circumstances. 

The  Chairman.  In  what  way  do  you  think  the  Federal  Reserve 
Board  could  have  acted  at  that  time  to  correct  this  situation  within 
its  legal  powers? 


Digitized  by 


Google 


60  AGRICULTURAL  INQUIRY. 

Mr.  WiLUAMS.  I  think  it  was  well  within  its  legal  powers — I  had 
urged  the  board  to  make  an  examination  on  its  own  account  of  that 
institution.     And  I  did  that  repeatedly. 

The  CiLURMAN.  Had  you  made  any  examination  of  the  bank? 

Mr.  Williams.  I  had  not.  It  was  not  under  my  supervision, 
except  as  a  member  of  the  board  indirectly. 

The  Chairman.  This  was  not  a  national  bank  ? 

Mr.  Williams.  It  was  not. 

Senator  Harrison.  Well,  did  they  make  the  examination  ? 

Mr.  Wiluams.  They  did  not,  as  I  understand  it.  They  sent  one 
or  two  of  their  men  into  the  institution  along  with  the  State  examin- 
ing force,  and  they  stayed  there  a  few  days  and  retired. 

Kepresentative  Mills.  What  do  you  contend  that  these  figures 
show? 

Mr.  Williams.  May  I  ask  what  your  question  is  ?     What  figures  ? 

Representative  Mills.  What  do  you  contend  that  these  figures 
show,  is  my  question. 

Mr.  Williams.  I  will  answer  that.  These  figures  show  that  this 
is  a  concentration,  as  I  say  in  my  letter: 

This  is  a  concentration  of  the  funds  of  the  reserve  system  with  one  debtor  bank 
conspicuous  for  its  speculative  operations  and  promotions  which,  in  my  judgment, 
is  not  only  not  justified  but  distinctly  dangerous. 

Representative  Mills.  Well,  do  they  show  that? 

Mr.  Williams.  I  think  they  do. 

Representative  Mills.  If  you   do   not  make   any  relative   com- 

Sarison,  but  simply  take  actual  figures  and  make  a  comparison  of 
ew  York  City  with  Dallas,  Tex.  ? 

Mr.  Williams.  May  I  inquire.  Congressman,  whether  you  have 
seen  my  correspondence  with  the  board  with  regard  to  this  insti- 
tution ? 

Representative  Mills.  I  have  not. 

Mr.  Williams.  Well,  I  think  it  would  answer  a  good  many  ques- 
tions that  suggest  themselves  to  you,  if  you  care  to  look  at  it. 

Representative  Mills.  I  am  speaking  of  the  general  figures.  I  am 
not  speaking  of  this  particular  institution.  Do  you  think  that  in 
comparing  what  you  contend  is  an  undue  concentration  of  money 
in  New  York  City  it  is  fair  to  take  absolute  fiigures  and  not  compare 
relative  figures  in  taking  Dallas  and  New  York  City  ? 

Mr.  Williams.  I  think  you  will  find  my  correspondence  with  the 
board  does  deal ^ 

Representative  Mills  (interposing).  That  is  not  before  this  com- 
mittee. 

Mr.  Williams.  Well,  I  imagine  your  committee  can  get  the  por- 
tion of  the  correspondence  with  reference  to  it.  You  can  get  that 
from  the  board. 

Representative  Mills.  Am  I  to  understand  that  you  do  not  care 
to  answer  that  question  ? 

Mr.  Williams.  May  I  inquire  exactly  what  your  question  is, 
Congressman  ? 

Representative  Mills.  I  ask  you  whether  in  comparing  the  amount 
of  money  loaned  by  the  New  York  reserve  bank  with  the  amount  of 
money  loaned  b^  the  Dallas  bank  it  is  fair  to  take  absolute  figures 
rather  than  relative  figures  ? 
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Mr.  Williams.  Well,  please  bear  in  mind  that  my  communications 
were  addr^sed  to  the  Doard,  which  was  in  full  possession  of  the 
absolute  as  well  as  the  relative  figures,  and  there  could  be  no  ques- 
tion of  their  not  being  mformed  on  that  point. 

Representative  Mills.  You  are  now  testifying  before  a  committee 
that  nas  not  got  the  relative  figures,  Mr.  Williams. 

Mr.  W1LLLA.MS.  Well,  the  committee  can  obtain  them,  if  you 
desire  them,  I  assume.  Congressman. 

Representative  Mills.  But  you  simply  want  to  give  the  absolute 
figures  ? 

Mr.  Williams.  Well,  as  far  as  I  am  concerned,  you  can  have  any 
figures — or  as  far  as  I  am  advised,  you  have  access  to  all  of  those 
figures.  And  the  board  in  considering  my  correspondence  had  before 
it  both  the  absolute  and  the  relative  figures. 

Representative  Mills.  Will  you  say  this,  Mr.  Williams,  that  for 
this  committee  to  get  a  correct  picture  of  the  situation  it  should  have 
the  relative  figures  as  well  as  the  absolute  figures  ? 

Mr.  Williams.  I  think  it  would  be  well  for  the  committee  to  get  a 
great  deal  of  information  which  it  is  not  my  province  to  lay  before  it. 

Representative  Mills.  All  right. 

Senator  Harrison.  May  I  ask  you  this:  I  have  forgotten  just  how 
the  Federal  reserve  act  reads.  Does  it  sanction  by  law  the  Federal 
Reserve.  Board  to  rediscount  paper  that  is  purely  for  speculative 
purposes? 

Mr.  Williams.  It  can  not. 

Senator  Harrison.  Without  them  acting  in  direct  viplation  of 
the  law? 

Mr.  Williams.  Well,  of  course,  the  Federal  reserve  act  provides 
that  paper,  business  paper  of  a  certain  kind,  is  eligible  for  rediscount. 
It  also  provides  that  member  banks  may  borrow  from  reserve  banks 
upon  the  security  of  Government  bonds.  There  is  no  provision  of 
the  Federal  reserve  act,  however,  as  it  stands  at  present,  which 
would  prevent  a  speculative  bank,  if  it  chose  to  do  so,  from  borrow- 
ing $10,000,000  ot  Liberty  bonds  from  an  individual  and  pledging 
those  bonds  as  collateral  with  the  Federal  reserve  bank  and  obtaining 
$10,000,000  and  loaning  it  to  its  president  or  the  vice  president  of 
the  borrowing  bank  for  their  own  speculative  operation. 

Senator  Harrison.  I  just  notice  section  13  of  the  Federal  reserve 
act.    Is  this  the  provision  that  you  had  in  mind  [reading]: 

But  such  definition  shall  not  include  notes,  drafts,  or  bills  covoring  merely  invest- 
raent« issued  or  drawn  for  the  purpose  of  carrying  or  trading  in  stocks,  bonds,  or  other 
investment  securities,  except  bonds  and  notes  of  the  (lovernment  of  the  Tnited 
Slates. 

Mr.  Williams.  I  think  that  some  of  the  questions  which  will 
naturally  suggest  themselves  to  yourself,  Mr.  Chairman,  and  other 
members  of  the  committee,  will  be  answered  as  I  proceed. 

Representative  Mills.  Except  I  simply  want  to  point  out  now  to 
the  cWrman  of  the  committee  the  dangers  which  arise  from  allowing 
this  kind  of  testimony  to  go  in.  We  now  have  your  absolute  asser- 
tion that  $130,000,000  were  loaned  for  speculative  purposes  to  a 
bank  which  is  not  named. 

Mr.  Willlams.  I  did  not  say  that  that  $130,000,000  was  loaned 
for  speculative  purposes. 
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Representative  Mills.  Well,  the  inference  is  clear,  and  the  bank 
is  not  named;  and  there  is  no  means  for  this  committee  or  anyone 
else  ascertaining  whether  that  statement  is  true. 

Mr.  Wn.iJAMS.  Well,  please  let  me  correct  you  if  you  undertake  to 
quote  me.  I  did  not  say  that  that  $130,000,000  was  borrowed  for 
speculative  purposes.  I  did  say  that  the  institution  to  which  I 
referred  had  been  conspicuous  for  its  speculative  operations. 

Shall  I  proceed,  Mr.  Chairman  ? 

The  Chairman.  Proceed. 

Representative  Mills.  Isn't  it  also  true  that  that  particular  insti- 
tution to  which  you  refer  was  one  of  the  largest  lenders  for  the  pur- 
poses of  exporting  grain  and  other  farm  products  to  Europe  at  that 
time? 

Mr.  Williams.  I  do  not  know  what  amount  it  had  in  foreign 
business  or  in  exporting  com  or  wheat  or  anything  else.  I  don't 
know  what  the  figures  were. 

Representative  Mills.  You  analvzed.the  figures,  you  said. 

Mr.  Williams.  I  did  not  sav  that  I  anafyzed  those  figures.  I 
analyzed — well,  if  you  wish  to  have  it,  the  analysis  which  1  made  is 
a  matter  of  record.  Congressman,  and  it  is  in  the  possession  of  the 
Federal  Reserve  Board,  and  as  far  as  I  am  concerned,  I  have  not  the 
slightest  objection  to  the  Federal  Reserve  Board  laying  before  this 
committee  any  communication  which  it  has  received  from  me  at  any 
time  on  any  subject. 

Representative  Mills.  But  you  decline  to  state  whether  that  par- 
ticular institution  is  one  of  the  largest  lenders  for  the  purpose  of  ex- 
port trade? 

Mr.  Williams.  I  imagine  that.it  is,  and  also  engaged  in  many 
other  activities. 

Representative  Mills.  Well,  that  answers  my  question. 

Mr.  Williams.  A  further  analysis  shows  that  at  the  end  of  Decem- 
ber, 1919,  the  amount  which  the  Federal  reserve  bank  of  New  York 
was  furnishing  on  loans  and  rediscounts  and  through  the  purchase  of 
its  acceptances  to  one  banking  institution  in  New  York  City,  was 
about  $130,000,000. 

This  amount  furnished  by  the  Federal  Reserve  System  to  one 
New  York  institution  exceeds  by  $68,000,000  the  total  amount  of 
loans  and  discounts  plus  *^  bills  and  acceptances  purchased  "  in  the 
open  market,  by  the  Federal  reseve  bank  of  Dallas.  It  exceeds  by 
$46,000,000  the  bills  discounted  and  acceptances  and  bills  purchcased 
by  the  reserve  bank  of  Minneapolis;  and  is  $15,000,000  more  than  the 
aggregate  of  all  loans  and  discounts  and  bills  and  acceptances  held 
on  December  26,  1919,  by  the  Federal  reserve  bank  of  St.  Louis. 
Advances  made  by  the  reserve  bank  of  New  York  to  that  one  institu- 
tion on  December  31, 1920,  through  rediscounts  and  acceptances,  etc., 
also  largely  exceeded  the  total  amount  of  money  whicn  was  being 
loaned  on  December  26,  1919,  to  all  of  the  member  banks  in  their 
respective  districts  on  rediscounts  or  on  bills  and  acceptances  pur- 
chased by  the  Federal  reserve  bank  of  Atlanta  or  Richmond. 

I  have  also  asserted,  and  the  official  figures  will  prove,  that  many 

millions  of  dollars  of  the  funds  of  that  particular  debtor  institution 

were  being  used  and  employed  in  loans  to  executive  officials  of  the 

borrowing  institution  and  to  syndicate  enterprises  in  which  they 

»rere  heavily  interested. 
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Representative  Mills.  Do  you  consider  that  relevant  to  the  pur- 
pose of  an  agriculrural  inquiry  ? 

Mr.  Williams.  It  is  not  for  me  to  say.  I  consider  it  relevant;  but 
it  is  not  for  me  to  pass  upon  that,  Mr.  Congressman.  It  is  for  you 
and  the  committee  to  pass  upon  that. 

Senator  Harrison.  Mr.  Chairman,  it  is  certainly  relevant.  They 
are  not  lending  for  agricultural  purposes.  They  are  lending  to 
executive  officers  in  a  bank  which  was  conductmg  a  speculative 
business. 

Mr.  Williams.  The  records  show  conclusively  that  the  Federal 
reserve  bank  advanced  money  liberally  and  practically  continuously, 
in  flush  times  and  hard  times,  to  certain  large  financial  institutions 
in  New  York  City  which  were  notorious  for  their  speculative  activi- 
ties, and  that  these  institutions  loaned  many  milhons  of  their  funds 
to  tneir  own  executive  officers  and  other  officials  and  to  the  syndicates 
and  enterprises  in  which  these  officers  were  heavily  interested. 
These  loans  which  were  in  many  cases  classed  as  ** demand  loans" 
continued  to  be  carried  along  at  low  or  moderate  rates  of  interest 
while  other  customers  of  the  bank  engaged  in  legitimate  business 
had  their  loans  peremptorily  called  and  payment  insisted  upon  to  an 
extent  which  brought  ruin  and  failure  to  some  and  crippled  others. 

Loans  to  their  own  officers  and  their  special  enterpnses  or  syndi- 
cates were  in  some  cases  studiously  camouflaged  or  concealed.  These 
abuses  were  brought  by  me  to  the  attention  of  the  Federal  Reserve 
Board,  but,  as  far  as  I  know,  no  remedial  action  was  taken. 

The  Chairman.  May  I  ask  you  a  question  there.  Some  of  these 
banks  were  national  banks,  I  take  it  ? 

Mr.  Williams.  The  one  that  I  have  just  been  discussing,  to  which 
this  lai^e  loan  was  made,  was  not  a  national  bank. 

The  Chairman.  Well,  I  supposed  that  you  were  now  discussing 
the  general  situation  with  respect  to  loans  made  by  New  York  banks. 

IC.  WiLUAMS.  Yes. 

The  Chairman.  Some  of  these  banks  were  national  banks,  were 
thev? 

Mr.  Williams.  They  were. 

The  Chairman.  Ana  as  such  they  were  subject  to  examination? 

Mr.  Williams.  They  were. 

The  Chairman.  Examination  by  you  as  comptroller  ? 

Mr.  Williams.  Thev  were. 

The  Chairman.  Did  you  take  any  action  as  comptroller  to  correct 
Uie  situation  to  which  you  have  referred  ? 

Mr.  Williams.  I  did,  earnestlv. 

The  Chairman.  In  what  way  5f 

Mr.  Williams.  By  having  the  examiners  appear  before  the  boards 
of  directors  of  the  banks,  call  their  attention  to  the  matters  subject 
to  criticism,  and  urge  reform. 

The  Chairman.  Wdl,  you  took  no  action  except  to  urge  reform 
upon  these  banks  ? 

Mr.  Williams.  Well,  I  could  not  deny  them  credit.  The  Federal 
reserve  bank  had  the  right,  if  it  cared  to  exercise  it,  to  decline  or  to 
curtail  the  granting  of  credits  to  them  if  they  could  be  found  to  be 
using  the  funds  obtained  for  speculative  purposes.  That  was  not 
my  mnction. 
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The  Chaibman.  You  think  the  Federal  Reserve  Board  had  the 
power,  and  it  should  have  exercised  it  to  restrain  banks  from  engaging 
in  lending  money  for  speculative  purposes? 

Mr.  Williams.  I  think,  Mr.  Chairman,  that  when  the  attention  of 
the  Federal  Reserve  Board  is  called  to  a  dangerous  situation,  or  let 
me  say  this:  We  will  take  a  hvpothetical  case.  If  the  Comptroller 
of  the  Currency  should  call  the  attention  of  the  Federal  Reserve 
Board  to  a  bank  that  is  borrowing  excessively,  whose  operations  are 
liighly  speculative,  and  whose  loans  to  its  own  executive  officers 
amount  to  millions  of  dollars,  it  seems  to  me  that  in  a  case  of  that 
sort  it  becomes  the  duty  of  the  Federal  Reserve  Board  when  it  is  so 
advised  by  the  Comptroller  of  the  Currency,  to  take  the  matter  up 
with  the  Federal  reserve  bank  of  the  district  and  apply  such  remedies 
as  may  be  in  order. 

The  Chairman.  Well,  what  remedies  do  you  think  would  be  in 
order — refusal  to  discount  eligible  paper  to  these  banks  ? 

Mr.  WiLLLiMS.  I  think  that  the  Federal  Reserve  Board  could 
certainly  say  to  the  bank,  '^  Unless  you  restrain  your  speculative 
activities  we  will  not  continue  to  make  advances  to  you." 

The  question  came  up  several  times  in  the  board,  and  I  was  chained 
with  inconsistency  in  urging  that  there  be  an  amendment  to  the 
Federal  reserve  act  whiich  would  enable  the  Federal  reserve  banks  to 
help  a  big  bank  out  of  trouble  if  it  should  need  aid  and  should  not 
have  a  simcient  amount  of  eligible  paper  to  put  up  for  the  advances 
which  must  be  furnished.  It  was  claimed  that  while  I  apparently 
took  the  position  that  there  should  be  a  restraining  hand  held  upon 
member  banks,  yet  I  was  in  favor  of  letting  down  the  bars  under 
certain  contingencies. 

I  do  not  want  my  position  now  to  be  misunderstood.  It  is  my  view 
that  the  banks  should  be  restrained  before  they  came  to  the  breaking 
point;  that  speculative  activity  should  be  held  under.  But  it  is  also 
my  view  that  if  a  large  banK,  through  the  mismanagement  of  its 
officers,  gets  into  a  strained  position  and  finds  that  it  is  loaded  up 
with  speculative  securities  and  has  not  a  sufficient  amount  of  eligible 
paper  to  meet  the  demand  upon  it,  there  ought  to  be  some  way  by 
which  that  bank  can  put  up  securities  which  are  not  eligible  to 
obtain  money  from  the  reserve  bank  to  enable  it  to  avoid  suspension. 

The  Chairman.  If  a  bank  gets  into  unsound  circumstances  through 
a  matter  of  mismanagement  or  making  bad  loans,  that  is  a  matter 
with  which  the  comptroller  should  deal,  is  it  not? 

Mr.  Williams.  The  comptroller  had  no  supervision  over  the  bank 
which  we  were  discussing  here. 

The  Chairman.  You  have  detailed  some  general  conditions  here 
and  said  that  they  were  general  conditions,  and  not  now  referring  to 
any  particular  bank  you  said  that  these  were  general  conditions  wnich 
existed  in  the  city  of  New  York. 

Mr.  Williams.  Excuse  me.  Congressman,  I  did  not  say  they  apply 
to  all  banks,  because  they  do  not.  The  great  majority  of  banks  in 
New  York  are  well  managed  and  well  run.  I  am  happy  to  testify 
to  that. 

The  Chairman.  Well,  you  have  described  certain  general  conditions. 

Mr.  Williams.  No;  they  are  not  general.  Those  are  special 
conditions. 
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The  Chairman.  You  were  referring  to  other  banks  than  the  par- 
ticular bank  to  which  you  referred  a  motnent  ago. 

Mr.  Williams.  To  certain  banks,  not  all  the  banks. 

The  Chairman.  You  said  some  oi  those  banks  were  national  banks. 

Mr.  Williams.  Some  of  them. 

The  Chairman.  Now,  if  those  banks  were  national  banks,  and  they 
were  mismanaged  and  taking  bad  loans,  then  it  was  up  to  you  as 
comptroUer  to  deal  with  that  situation,  was  it  not  ? 

Mr.  Williams.  Not  in  the  way  in  which  I  have  su^ested.  I  could 
not  extend  them  credit. 

Representative  Mills.  What  were  your  functions  and  duties  as 
comptroller  ? 

Mr.  Williams.  In  what  respect  ? 

Representative  Mills.  In  respect  to  the  examination  of  banks. 

Mr.  Williams.  My  function  as  Comptroller  of  the  Currency  was  to 
see  that  the  banks  were  properly  examined.  That  was  one  of  the 
functions  of  the  office,  to  see  that  the  banks  were  properly  examined 
by  examiners. 

Repr^entative  Mills.  And  if  you  found  improper  conditions,  what 
does  the  law  charge  you  to  do  ? 

Mr.  Williams.  The  comptroller  has  not  the  power  to  correct  all 
unfavorable  conditions  with  which  he  has  to  contend,  and  I  have 
repeatedly  in  my  annual  reports  asked  Congress  to  enlarge  the  powers 
of  the  comptroller  in  certam  respects  so  he  can  deal  with  those  con- 
ditions. 

Representative  Mills.  Mr.  WiiUams,  you  and  I  do  not  seem  to  be 
able  to  get  a  question  answered.  I  asked  you  what  your  powers  were, 
not  what  you  thought  they  should  be.  Under  the  law,  what  power 
does  the  law  give  you  to  deal  with  bad  conditions  of  a  bank  revealed 
by  your  own  examination  ? 

Mr.  Williams.  Well,  what  kind  of  conditions  ? 

Representative  Mills.  Assuming  that  a  bank  has  speculated  with 
its  funds  up  to  a  point  where  you  consider  that  its  credit  is  impaired, 
what  power  does  the  law  give  you  ? 

Mr.  Wilijams.  Well,  do  you  mean  the  credit  impaired,  or  its  sol- 
vency impaired  ? 

Representative  Mills.  Well,  its  solvency  impaired,  let  us  say. 

Mr.  Williams.  Well,  if  its  solvency  is  impaired,  if  the  bank  is  in- 
solvent, the  comptroller  can  appoint  a  receiver. 

Representative  Mills.  Well,  now,  assume  that  it  has  not  reached 
the  point  of  insolvency,  but  that  you  consider  that  through  specu- 
lative activities  it  has  impaired  its  solvency,  though  not  actually 
reached  the  point  where  it  is  insolvent  ? 

Mr.  Williams.  It  is  one  of  the  fimctions  of  the  comptroller's  office 
to  make  a  careful  examination  of  the  national  banks,  and  after  the 
examination  to  assemble  the  boards,  if  conditions  warrant  the  assem- 
bling of  the  board  of  directors,  and  to  call  their  attention  to  the 
weaknesses  which  exist  in  the  bank  and  to  the  wrong  methods 
which  are  being  pursued  and  the  violations  of  the  banking  act,  if 
there  are  any. 

Senator  Robinson.  Did  you  do  that  in  connection  with  the 
national  banks  that  were  examined  and  found  to  be  deficient  ? 

Mr.  Williams.  I  did. 
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Representative  Mills.  And  if  they  disregard  that  warning,  what 
is  the  duty  of  the  comptroller  ? 

Mr.  Williams.  If  they  persistently  disregard  his  admonitions,  if 
the  bank  continues  to  violate  the  banking  act,  he  can  report  the  case 
to  the  Department  of  Justice,  as  I  had  occasion  to  do  not  very  many 
months  a^o  in  the  case  of  one  particular  national  bank,  and  tnat  case 
is  now  with  the  Department  of  Justice,  and  in  that  particular  case 
the  Department  of  Justice  is  now  making  its  investigation  with  a  view 
to  receivership  and  the  winding  up  of  the  aflFairs  of  the  bank,  if 
necessary. 

Representative  Mills.  Did  you -do  it  with  the  case  of  the  New 
York  bank  to  which  you  refer  ? 

Mr.  Williams.  Did  I  do  what  ? 

Representative  Mills.  Report  the  matter  to  the  Department  of 
Justice  ? 

Mr.  Williams.  I  did  not.  because  I  thought  it  could  be  handled 
otherwise.  In  a,  number  of  cases — I  do  not  care  to  be  too  specific 
now — but  in  many  cases  of  national  banks — and  we  will  not  con- 
fine ourselves  to  New  York — ^where  we  find  that  they  have  suffered 
actual  loss,  the  comptroller  calls  upon  the  directors  to  charge  them 
off. 

Representative  Mills.  Now  you  have  referred  to  a  bank  which  has 
made  loans 

Mr.  Williams  (interposing).  Let  me  say  that  the  bank  which  I 
recently  recommended  to  the  Department  of  Justice  to  place  in  the 
hands  of  the  receiver  was  not  a  bank  in  a  large  city. 

Representative  Mills.  May  I  ask  you  this  question:  You  have 
referred  to  a  bank  which  made  loans  to  its  officers.  That  was  not 
the  same  bank  to  which  you  referred  when  you  referred  to  the 
$130,000,000,  was  it? 

Mr.  Williams.  That  is  answered,  if  you  will  let  me  proceed  with 
my  narrative  here. 

Representative  Mills.  Will  you  answer  that  question  ? 

Mr.  Williams.  There  are  several  banks  which  made  loans  to  theu* 
officers  which  are  referred  to  in  this  statement. 

Representative  Mills.  Is  the  bank  that  you  referred  to  with 
reference  to  the  loan  of  $130,000,000  the  same  bank? 

Mr.  Williams.  That  is  one  of  them. 

Representative  Mills.  That  is  one  of  them  ? 

Mr.  Williams.  Yes;  that  is  one  of  them. 

The  Chairman.  How  many  times  a  year  does  the  l&w  require  an 
examination  of  national  banks  ? 

Mr.  Williams.  Twice. 

The  Chairman.  Were  the  banks  of  New  York  examined  twice 
during  the  year  1920;  that  is,  the  national  banks? 

Mr.  Williams.  Not  all  of  them.  There  was  one  large  bank  which 
was  examined  twice  in  New  York  during  the  year  1920,  i  think.  That 
was  the  lai^est  bank  in  the  citv.  Its  resources,  I  think,  were  approxi- 
mately 20  per  cent  of  the  total.  It  is  a  difficult  thing  in  New  York — 
it  has  been  a  difficult  thing,  to  examine  all  the  banks  twice  in  the 
conditions  through  which  we  have  been  passing  in  the  last  year  or 
two.  We  have  been  making  verv  thorough  examinations  of  the 
banks.  These  examinations  have  lasted  sometimes  from  one  montJi 
to  five  months.  And  we  have  felt  that  it  was  best  to  concentrate 
the  attention  of  the  force  upon  the  cases  that  most  needed  attention^ 
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just  as  if  there  should  be  a  fire,  we  would  use  the  water  for  the  house 
that  is  burning. 

The  Chairman.  What  proportion  of  the  banks  in  New  York  City 
were  examined  twice  durmg  the  year  1920? 

Mr.  Williams.  I  just  stated  that  I  thmk  that  one  large  bank 
was  examined  twice,  and  I  think  the  proportion  of  that  bank's 
resources  to  the  total  was  about  20  per  cent.  But  the  examinations 
of  the  other  banks  were  so  complete  and  so  thorough  that  they 
last^  sometimes  from  one  to  five  months.  And  I  will  also  add 
that  in  addition  to  the  very  thorough  examinations  which  were 
made,  that  we  called  upon  those  banks  in  New  York  City  to  furnish 
one  additional  complete  report  of  conditions,  beyond  what  was 
called  for,  beyond  what  was  required  under  the  statute. 

The  Chairman.  Were  there  any  banks  in  New  York  that  were  not 
examined  at  all  during  1920  ? 

Mr.  Williams.  None  that  I  recall. 

The  Chairman.  You  are  now  under  the  impression  that  all  of  the 
banks  in  New  York  were  examined  once  during  1920  ? 

Mr.  Williams.  Substantially — in  New  York  City. 

Senator  Robinson.  You  mean,  of  course,  national  banks,  do 
you  not  ? 

The  Chairman.  I  mean  national  banks.  I  am  referring  to  na- 
tional banks. 

Mr.  Williams.  Yes. 

The  Chairman.  There  was  only  one  of  the  national  banks  in  New 
York  City  that  was  examined  twice  ? 

Mr.  Williams.  Yes;  there  was  onljr  one  of  the  national  banks  in 
New  York  City  that  was  examined  twice,  and  that  bank  represented 
about  20  per  cent  of  the  resources,  if  I  recall,  of  all  the  banfes. 

Representative  Mills.  Now,  Mr.  Williams,  you  assume  to  criti- 
cise tne  management  of  the  Federal  reserve  bank  in  New  York  in 
the  matter  of  making  loans  to  member  banks.  I  ask  you  whether, 
if  the  New  York  Peaeral  reserve  bank,  providing  paper  eligible  for 
discount  is  presented,  would  have  the  right  to  deny  credit  to  a 
particular  bank  ? 

Mr.  Williams.  Would  they  have  the  right  ? 

Representative  Mills.  Yes. 

Mr.  Williams.  Well,  I  want  to  say  this,  that  banks  all  over  the 
country,  whether  they  have  the  right  or  not,  are  denying  credit  to 
<^tomers  who  present  eligible  paper.  Whether  they  have  the 
right  or  not,  they  are  doing  it. 

Representative  Mills.  Well,  assuming  that  the  member  bank 

Mr.  Williams  (interposing) .  I  have  no  doubt  that  the  banks 
in  New  York  have  reiused  eligible  paper  from  time  to  time  when 
presented.  I  don't  recall  any  particular  cases,  but  there  is  nothing 
m  the  law  that  requires  a  member  bank  to  take  every  loan  that  is 
offered  to  it. 

Representative  Mills.  No;  not  assume 

Mr.  Williams.  It  is  supposed  the  bank  will  be  run  with  some 
intelligence  and  discretion.  The  system  would  go  to  wreck  and 
ruin  on  any  other  hypothesis. 

Repesentative  Mills.  Assuming  that  the  member  bank  had  not 
excee<led  the  ratio  to  which  it  was  entitled,  and  presented  to  the 
Federal  reserve  bank  eligible  paper,  would  the  Federal  reserve  bank 
be  justified  in  refusing  it? 
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Mr.  Williams.  It  might  certainly  be  justified  in  refusing  it.  It 
would  be  its  bounden  duty  to  refuse  to  take  paper  under  certain 
conceivable  conditions  in  that  bank  with  which  the  Federal  reserve 
bank  could  acquaint  itself. 

Representative  Mills.  Well,  now,  let  me  ask  you:  I  suppose  you 
refer  to  the  conditions  which  you  have  referred  to,  that  a  bank  was 
engaged  in  a  speculative  activity.  In  so  far  as  individual  loans  are 
concerned,  the  Federal  reserve  bank  has  no  means  of  determining 
to  whatpurpose  the  money  advanced  is  going  to  be  used,  has  it  ? 

Mr.  Williams.  Oh,  yes;  it  has. 

Representative  Mills.  How? 

Mr.  Williams.  The  small  banks  are  called  upon  to  state  what 
the  money  is  used  for  time  and  again  in  different  parts  of  the  coun- 
try. The  officers  of  the  bank  are  called  up  to  the  reserve  bank 
and  are  asked:  ^* What  are  you  going  to  do  with  this  money?'*  Not 
only  that,  but  they  are  sometimes  not  only  required  to  leave  with 
the  bank  the  bills  discoimted,  but  to  put  up  a  great  deal  of  addi- 
tional collateral  from  time  to  time,  which  I  think  is  a  very  question- 
able practice. 

Representative  Mills.  But  do  you  not  know  that  with  the  amount 
of  business  transacted  daily  bv  one  of  the  larce  New  York  banks 
with  the  Federal  Reserve  BanK  of  New  York  City,  that  it  is  abso- 
lutely impossible,  as  a  practical  matter,  to  tag  every  cent  that  is 
loaned  to  a  bank  ? 

Mr.  Williams.  Well,  there  is  a  great  deal  of  difference  between 
tagging  every  cent  that  is  loaned  to  a  bank  and  familiarizing  one's 
seff  with  its  operation. 

Representative  Mills.  I  am  not  asking  you  that.  I  am  asking 
you  for  specific  loans.  It  seems  to  me  that  I  am  occasionally  entitled 
to  a  direct  answer. 

Mr.  Williams.  Now,  what  is  your  question? 

Representative  Mills.  I  am  asking  you  whether,  with  reference 
to  specific  loans,  taking  into  consideration  the  very  many  transac- 
tions during  the  course  of  the  day  in  New  York  City,  whether  it  is 
practical  for  the  New  York  City  Federal  Reserve  Bank  to  identify 
the  purposes  for  which  each  particular  loan  is  intended? 

Mr.  Williams.  It  may  not  be  practical  to  identify  the  purposes 
for  which  each  particular  loan  is  intended,  but  I  regard  it  as  the  duty 
of  a  reserve  bank  to  inform  itself  in  a  general  way  in  regard  to  the 
purposes  for  which  the  money  which  it  nands  out  to  member  banks 
IS  used. 

Representative  Mills.  Well,  now,  you  admit  that  in  so  far  as  the 
specific  loans  are  concerned,  that  it  is  not  a  practical  proposition 

Mr.  Williams.  It  is  practical  for  some  specific  loans. 

Representative  Mills.  But  you  contend  that  it  is  the  duty  of  the 
Federal  reserve  bank  in  New  York  City  to  familiarize  itself  witii  the 
general  condition  of  member  banks  ? 

Mr.  Williams.  I  do. 

Representative  Mills.  Do  you  know  that  it  was  not  done  ? 

Mr.  Williams.  Well,  I  assume  that  if  the  New  York  Federal  Re- 
serve Bank,  Mr.  Mills 

Representative  Mills.  Well  now,  Mr.  WilUams,  I  am  not  interested 
in  your  personal  assumption.  I  am  asking  you  a  question,  whether 
you  know  that  it  was  not  done  ? 
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Mr.  Williams.  It  is^my  belief  that  it  was  not  done. 

Representative  Mills.  It  is  your  belief  that  it  was  not  done  ? 

Mr.  Williams.  Yes;  that  they  did  not  familiarize  themselves  as 
prudence  would  have  required  them  to  do,  with  the  purposes  for 
which  the  money  advanced  by  the  Federal  reserve  bank  was  used. 

Representative  Mills.  That  is  an  opinion  of  yours  ? 

Mr.  WiLUAMs.  Yes,  sir. 

Representative  Mills.  That  is  not  a  statement  of  fact  ? 

Mr.  Williams.  The  answer  states  precisely  what  it  means.  I  think 
some  of  your  questions  may  be  answered  if  you  will  let  me  finish  the 
narrative  whicn  I  am  making. 

Representative  Mills.  Go  ahead. 

Representative  Ten  Eyck.  Mr.  Williams,  what  recourse  has  a 
national  bank  against  the  reserve  bank  if  the  reserve  bank  refuses 
to  loan  or  discount  its  loans  ? 

Mr.  Williams.  Well,  the  national  bank  can  apply  to  the  Federal 
Reserve  Board,  and  if  any  manifest  injustice  is  aone  to  them  they 
can  bring  it  up  to  the  board. 

Representative  Ten  Eyck.  But  if  the  Federal  Reserve  Board  de- 
nies that  any  specific  loan  can  not  be  had,  on  account  of  it  being 
large,  or  for  any  other  purpose  whatever — if  the  Federal  Reserve 
Board  decides  that  thev  can  not  have  it,  what  recourse  has  the 
national  bank  to  force  tnat  loan  ? 

Mr.  Williams.  It  can  not  force  it. 

Representative  Mills.  Let  me  ask  one  other  question.  What  con- 
trol has  the  Federal  Reserve  Board  got  over  the  action  of  the  indi- 
vidual bank  in  so  far  as  individual  loans  are  concerned  ? 

Mr.  Williams.  I  think  that  my  answer  could  be  illusCrated,  if  you 
will  let  me  proceed  further  with  the  narrative. 

Representative  Mills.  I  will  not  ask  you  another  question  if  you 
will  answer  that  one  before  you  proceed. 

Mr.  Williams.  What  is  that? 

Representative  Mills.  What  control  the  Federal  Reserve  Board 
as  a  board  has  over  the  individual  reserve  bank  in  so  far  as  individual 
loans  are  concerned  ? 

Mr.  Wiluams.  If  the  Federal  Reserve  Board  finds  that  the  Federal 
reserve  bank  is  in  the  hands  of  inefficient  or  incompetent  men  it 
can  remove  its  officers  or  refuse  to  approve  their  salaries. 

Representative  Mills.  But  short  oi  that  it  does  not  attempt  to 
control  ? 

Mr.  Williams.  It  can  exercise  a  moral  suasion  which  would  be 
very  effective. 

Representative  Mills.  But  it  does  not  attempt  to  control  the 
individual  loans  of  the  individual  banks  i 

Mr.  Williams.  Well,  if  the  Federal  Reserve  Board  should  have 
knowledge  of  any  rotten  condition  in  any  particular  bank,  and  should 
find  that  that  particular  bank  was  being  heavily  favored  by  a  reserve 
bank  anywhere,  I  think  it  would  be  the  duty  of  the  reserve  board 
to  take  action. 

Senator  Robinson.  It  could  in  any  instance  of  that  character  refuse 
to  discount  paper  ? 

Mr.  Williams.  Certainly. 

Representative  Mills.  The  board  itself  could  compel  the  refusal  ? 
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Mr.  WiLUAMS.  The  board  could  say  to  the  reserve  bank:  "We 
don't  want  you  to  loan  any  more  money  to  a  certain  institution 
which  we  believe  is  in  a  mghly  extended  or  precarious  position, 
until  their  methods  are  reformed.  They  are  violating  the  Federal 
reserve  act,  and  you  should  go  slow/'  The  board  can  say  that  if 
they  wish  to. 

Kepresentative  Mills.  Yes;  but  supposing  the  Comptroller  of  the 
Currency  has  found  that  they  have  not  violated  the  Federal  reserve 
act,  because  I  assume  that  he  would  have  reported  it  to  the  Depart- 
ment of  Justice  if  there  had  been  any  violation  of  law,  could  the 
Federal  Reserve  Board  go  to  the  New  York  bank,  for  instance,  and 
sav,  ^*Do  not  discount  paper  of  an  individual  member  bank?" 

Mr.  Williams.  Suppose  that  a  member  bank  should  be  loaning 
all  of  its  capital  and  all  of  its  surplus  to  its  president,  and  that  he 
was  engaged  in  highly  speculative  operations. 

Representative  Mills.  Yes. 

Mr.  Williams.  And  he  should  want  to  borrow  more  money,  and 
the  Federal  reserve  bank  should  be  advised  of  those  conditions,  that 
the  oflHicers  of  the  bank  were  sucking  up  its  resources,  I  think  it  would 
be  the  duty  of  the  Federal  Reserve  Board  to  call  that  bank  to  account 
and  to  require  them  to  limit  their  loans  and  to  collect  them. 

Representative  Mills.  But  under  what  authority  of  law  can  they 
require  an  individual  reserve  bank  to  limit  its  loans  to  a  particular 
institution  ? 

Mr.  WiLUAMS.  The  reserve  bank  does  not  have  to  lend  money 
ad  libitum. 

Representative  Mills.  No;  it  does  not,  but  on  what  authority  of 
law  can  the  Federal  Reserve  Board  say  to  a  Federal  reserve  bank, 
'*  You  shall  not  lend  any  money  V^ 

Mr.  Williams.  On  the  theory  that  it  is  in  the  hands  of  an  incom- 
petent management,  and  unless  you  handle  this  bank  in  the  way  it 
should  be  handled  we  will  remove  you. 

Representative  Mills.  In  other  words,  if  the  Federal  Reserve 
Board  is  satisfied  that  the  officer  of  a  particular  reserve  bank  is 
incompetent,  it  has  the  authority  to  remove  him  ? 

Mr.  Williams.  It  has,  directly  or  indirectly. 

Representative  Mills.  But  it  has  not  got  the  authority  imder  the 
Federal  reserve  act  to  say  to  any  particular  reserve  bank,  "You 
shall  not  discount  paper  ol  any*' 

Mr.  Williams  (interposing).  It  has  the  common-sense  authority 
to  say  to  a  bank  that  is  running  wide  open  to  be  careful  and  go  slow. 
That  does  not  have  to  be  in  the  Constitution  or  the  Federal  reserve 
act. 

Representative  Mills.  Well,  it  is  not  in  the  Federal  reserve  act, 
is  it? 

Mr.  Williams.  Well,  it  is  implied  in  the  act,  as  I  have  interpreted 
the  act.  • 

Senator  Harrison.  Do  they  not  make  suggestions  sometimes  about 
certain  loans  ? 

Mr.  Williams.  Well,  about  certain  policies  they  do  make  sugges- 
tions; yes,  sir. 

The  Chairman.  Mr.  Williams,  you  referred  hypothetically  to  the 
existence  of  rotten  conditions  in  the  bank.  How  does  the  Federal 
reserve  bank  become  cognizant  of  these  conditions  ? 
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Mr.  Williams.  Well,  I  don't  want  to  be  too  particular  about  a 
bank,  but  if  the  Federal  Reserve  Board  should  be  advised  that  it  is 
common  talk  that  a  bank  somewhere  in  the  West,  we  will  say,  is 
very  much  extended,  and  that  its  officers  are  speculating,  and  that 
it  is  m  an  unsafe  condition  and  sucking  up  the  lunds  of  flie  Federal 
reserve  system  to  an  imwarranted  extent,  I  think  it  would  be  the 
duty  of  the  Federal  Reserve  Board  to  admonish  the  bank  to  be 
careful  in  regard  to  that  member  institution,  whether  it  should  be 
a  State  member  bank  or  a  national  member  bank. 

The  Chairman.  Do  you  think  the  method  of  procedure  by  the 
Federal  reserve  bank  for  getting  advice  as  to  the  condition  of  mem- 
ber banks  is  to  listen  to  gossip  on  the  streets,  or  do  they  get  their 
information  in  some  other  way  ? 

Mr.  Williams.  Well,  there  are  some  thin^  that  are  pretty  clear. 

The  Chairman.  Well,  isn't  it  a  matter  of  fact  that  the  Federal 
reserve  banks  get  their  information  as  to  the  condition  of  member 
banks  through  the  reports  of  the  comptroller? 

Mr.  Williams.  Only  as  to  national  banks. 

The  Chairman.  Only  as  to  national  banks  ? 

Mr.  Williams.  Not  as  to  State  banks. 

The  Chairman.  Then,  if  you  do  not  make  the  examinations 
required  by  law  in  the  city  of  New  York  of  these  national  banks,  the 
Feaeral  reserve  bank  of  New  York  would  not  be  in  a  position  to 
know  about  the  conditions  of  these  banks  from  your  exammation  ? 

Mr.  Williams.  Oh,  yes;  the  Federal  reserve  bank  could. 

The  Chairman.  Through  your  examination  ? 

Mr.  Williams.  The  copies  of  my  examination,  as  you  probably 
know,  are  filed  with  the  Federal  reserve  bank  of  New  York. 

The  Chairman.  A  copy  of  your  examination  ? 

Mr.  Wiluams.  Yes. 

Representative  Mills.  All  of  it  ? 

Mr.  Williams.  When  called  for. 

Representative  Mills.  But  the  comptroller's  examination  does  not 
get  to  them  ? 

Mr.  Williams.  WTienever  asked  for. 

Representative  Mills.  But  he  does  not  furnish  of  his  own  accord 
the  information  which  he  obtains  ? 

Mr.  Williams.  It  is  the  custom  to  furnish  them  with  the  bulk  of 
the  report.  There  is  a  certain  confidential  section  which  is  furnished 
to  the  Federal  reserve  bank  when  the  Federal  reserve  bank  asks  for  it. 

Representative  Mills.  What  is  there  to  inform  the  Federal  reserve 
bank  that  such  confidential  section  exists  ? 

Mr.  Williams.  It  does  not  exist  in  all  examinations. 

Representative  Mills.  How  does  the  Federal  reserve  bank  know 
that  It  does  exist  in  a  particular  case  ? 

Mr.  Williams.  They  can  ask  for  it  if  they  choose. 

Representative  Mills.  Is  there  any  particular  reason  why  the 
comptroller  should  not  give  complete  information  ? 

Mr.  Williams.  It  has  been  the  custom  to  give  complete  informa- 
tion whenever  it  is  asked  for. 

Representative  Mills.  Is  there  any  reason  why  this  should  not  be 
furnished,  and  why  it  should  have  to  be  asked  for  ? 

Mr.  Williams.  Well,  I  think  perhaps  there  may  be  an  argument  in 
favor  of  not  making  that  too  public.     I  don't  know  whether  the 
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reports  of  the  comptroller  which  are  sent  to  the  Federal  reserve  banks 
are  seen,  except  occasionally,  by  the  principal  officers  of  the  Federal 
reserve  banks.  My  understanding  is  that  they  are  generally  turned 
over  to  some  underling.  Some  of  that  information  is  of  verv  strictly 
confidential  character,  and  it  is  thought  best  that  it  snould  hie 
handled  with  extreme  care. 

Representative  Mills.  Supposing  that  the  information  which  is 
furnished  the  Federal  reserve  bank 

Mr.  Williams  (interposing).  They  are  frequently  matters  of 
opinion  of  the  examiner. 

Representative  Mills.  May  I  ask  you  this,  Mr.  Williams:  Sup- 
posing the  information  furnished  the  Federal  reserve  bank  does  not 
disclose  conditions  that  are  in  any  way  unusual,  whereas  the  informa- 
tion which  is  furnished  to  the  Comptroller  of  the  Currency,  and  which 
he  does  not  pass  on,  does  furnish  information  which  would  put  the 
Federal  reserve  bank  on  guard,  who  is  to  blame  if  the  Federal  reserve 
bank  does  not  take  action,  the  Comptroller  of  the  Currency  for  his 
failure  to  furnish  the  information,  or  the  bank  for  failure  to  ask  for 
information  which  it  does  not  know  exists  ? 

Mr.  Williams.  If  a  particular  national  bank  under  the  supervision 
of  the  Comptroller  of  the  Currency  has  occasion  to  ask  for  pretty 
large  accommodations,  we  will  say  largely  exceeding  its  basic  lines, 
it  seems  to  me  that  it  behooves  the  Federal  reserve  bank  in  cases 
of  that  sort  to  ask  the  Comptroller  of  the  Currency  for  the  special 
information,  and  to  get  such  additional  information  as  would  natur- 
ally suggest  itself  to  an  intelligent  bank. 

Representative  Mills.  Well , let  me  ask  you :  Where  the  Comptroller 
of  the  Currency  gets  information  which  puts  him  on  notice  that  con- 
ditions which  he  considers  unsatisfactory  exist  in  a  certain  bank 
which  is  a  large  borrower  from  the  Federal  reserve  bank,  would  you  or 
would  you  not  consider  it  his  duty  to  furnish  that  information  to  the 
Federal  reserve  bank  ? 

Mr.  Williams.  He  frequently  does  it. 

Representative  Mills.  Well,  wouldn't  you  consider  it  good  practice 
to  do  so  ? 

Mr.  Williams.  Certainly. 

Representative  Mills.  And  if  he  failed  to  do  so  could  he  afterwards 
claim  that  the  Federal  reserve  bank  had  been  negligent  in  not  getting 
that  information  ? 

Mr.  Williams.  Well,  the  Comptroller  of  the  Currency's  reports 
furnished  to  the  member  banks  are  usually  very  complete  and 
comprehensive. 

Representative  Mills.  I  have  assumed  a  case  in  which  they  were 
not. 

Mr.  Williams.  Well,  I  think  that  your  question  answers  itself. 
If  the  Comptroller  of  the  Currency  knows  of  a  dangerous  condition 
in  a  bank  and  fails  to  advise  the  reserve  bank  of  those  dangerous 
conditions,  knowing  that  it  is  handing  out  money  in  large  quantities 
to  that  particular  bank,  why  he  fails  in  his  duty. 

Representative  Mills.  And  do  you  consider  that  under  those  cir- 
cumstances it  would  be  his  duty  to  disclose  those  confidential  reports 
which  are  not  normally  furnished  ? 

Mr.  Williams.  The  report  itself.  Congressman — I  don't  know 
whether  you  have  ever  seen  a  report  of  the  Comptroller  of  the  Cur- 
rency, a  report  of  examinations,  have  you  ? 
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Representative  Mills.  No. 

Mr.  WiLiJAMs:  Well,  you  will  find  that  the  reports  which  the 
comptroller  gives  to  the  member  banks  are  sufficient,  as  a  rule, 
to  enable  the  member  bank  to  form  a  very  fair  conclusion  as  to  the 
condition  of  the  bank. 

Representative  Mills.  I  am  assummg  a  case  where  the  information 
generaUy  furnished  was  not  sufficient. 

Mr.  WiLUAMS.  It  ought  to  be. 

Representative  Mills.  But  the  confidential  memorandum  which 
he  does  not  furnish  imless  asked  for  did  disclose  an  unsatisfactory 
condition.  Now,  who  would  be  to  blame  if  that  information  was  not 
given  the  Federal  reserve  bank  ? 

Mr.  WiLUAMS.  The  comptroller.  I  think  I  can  answer  that  with 
a  plain  statement  that  it  is  the  duty  of  the  Comptroller  of  the  Currency 
to  furnish  the  member  banks  with  such  information  as  may  enable 
them  at  all  times  to  form  an  intelligent  idea  as  to  the  condition  of  the 
member  bank  as  far  as  the  information  in  the  possession  of  the 
comptroller  goes. 

May  I  finish  this  narrative  ?  I  think  some  of  these  questions  may 
be  answered  as  I  go  alon^. 

The  Chairman.  I  would  like  to  ask  one  question  or  two  if  I  may 
on  these  speculative  propositions. 

You  refer  to  the  fact  that  the  member  banks  in  New  York  loan 
large  sums  for  speculative  piuposes.  I  have  heard  it  stated  that  the 
country  banks,  some  of  them,  kept  quite  large  balances  in  New  York 
which  they  directed  loaned  for  speculative  purposes.     Is  that  correct  ? 

Mr.  Williams.  I  have  never  heard  of  it.  Wnen  you  say  '*  for  specu- 
lative purposes"  you  don't  mean  for  investment  for  the  country 
banks,  do  you  ? 

The  Chjobman.  What  I  am  getting  at  is  that  I  understand  that 
the  coimtry  banks  keep  large  balances  in  New  York  which  they 
direct  to  be  loaned  on  call.    Am  I  correct  about  that? 

Mr.  Williams.  You  are. 

The  Chairman.  Do  you  think  the  same  rule  ought  to  be  applied 
to  these  same  coimtry  banks  with  reference  to  these  speculative  loans 
that  you  suggest  should  be  applied  in  New  York  ? 

Mr.  WiLUAMS.  Unquestionably. 

The  Chairman.  How  would  you  go  about  applying  the  rule  as  to 
the  country  bank  ? 

Mr.  Williams.  We  try  to  do  it  as  each  bank  is  examined. 

May  I  proceed?  I  think  that  some  of  these  questions  may  be 
answered  if  I  may  proceed. 

The  Chairman.  Did  you  find  when  you  examined  the  banks  in 
the  fall  of  1919  that  both  city  and  country  banks  were  loaning  large 
smns  on  call  ? 

Mr.  Williams.  I  did. 

The  Chairman.  Did  you  take  any  action  at  that  time  as 
comptroller? 

Mr.  Williams.  I  certainly  did.  I  think  my  annual  report  deals 
^th  that  subject  in  extenso. 

The  Chairman.  You  recommended  some  action  by  Congress  in  that 
respect  ?    Is  that  what  I  am  to  imderstand  ? 

Mr.  WiLUAMS.  Well,  the  conditions  we  will  set  forth  in  the  report 
quite  elaborately.    I  shall  come  to  that  presently. 

The  Chairman.  Very  well.  ^         , 
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Mr.  Williams.  Loans  to  their  own  officers  and  their  special  enter- 
prises or  syndicates  were  in  some  cases  studiously  camouflaged  or 
concealed.  These  abuses  were  brought  by  me  to  the  attention  of  the 
Federal  Reserve  Board,  but,  as  far  as  I  know,  no  remedial  action  was 
taken.  In  this  connection  I  quote  as  an  illustration  the  following 
extract  from  my  letter  to  the  governor  of  the  Federal  Reserve  Board 
imder  date  of  January  12, 1921,  in  regard  to  a  loan  of  about  $6,000,000 
made  by  two  banks,  heavy  debtors  of  the  reserve  system,  to  a  specu- 
lative syndicate  in  which  me  presidents  of  the  two  banks  were  heavily 
interested.     In  that  letter  I  said : 

Our  examining  force  is  constantly  discovering  new  means  and  methods  whereby 
the  officers  and  directors  of  banks  seek  to  camoufli^  or  conceal  their  heavy  borrowings. 
Among  these  devices  which  we  have  recently  encountered  are: 

First.  Such  ** family'*  corporations  as  the through  the  instrumentality  of 

which borrowed  about  $10,000,000  from  the in  addition  to  other  large 

loans  obtained  directly  and  indirectly. 

Second.  Dummy  loans  such  as  that  by  which  director obtained,  in  the  name 

of  — ; (his  employee)  some  $3,500,000  from  that  bank. 

Third.  Private  "syndicate**  loans  such  as  the syndicate  loan  in  which  the 

president  of  the had  an  interest  of  about  one-fourth,  and  an  officer  of  the 

smaller  interest,  and  to  which  syndicate  the loaned  $3,547,897,  and  the 

loaned  $2,350,000,  the  interest  of  the  bank  officials  in  neither  case  being  disclosed  to 
the  lending  bank,  until  it  developed  as  a  result  of  investigation  by  the  national  bank 
examiner. 

The  Chairman.  May  I  ask  you  there  whether  you  think  the  power 
of  the  Federal  reserve  bank  to  rediscount  paper  ougnt  to  be  used  for 
the  purpose  of  compelling  compliance  with  the  law  on  the  part  of 
national  banks,  or  whether  that  is  the  duty  ot  the  comptroUtsr  ? 

Mr.  Williams.  I  do. 

The  Chairman.  You  think  that  the  power  of  the  Federal  reserve 
bank  should  be  used  for  that  purpose? 

Mr.  Williams.  I  do. 

The  Chairman.  That  it  ought  to  be  used  to  compel  good  manage- 
ment on  the  part  of  the  banks  ? 

Mr.  Williams.  I  do.     [Continuing  reading:] 

I  feel  confident  that  these  secret  methods  by  which  the  officers  of  the  banks  make 
use  of  the  funds  of  the  institution  can  be  no  more  approved  by  you  than  they  can  be 
by  this  bureau. 

Senator  Robinson.  Well,  in  connection  with  the  question  just 
asked  by  the  chairman,  may  I  point  out  paragraph  (h)  of  section  11 
of  the  Federal  reserve  act  denning  the  powers  and  duties  of  the 
Federal  Reserve  Board.     It  is  as  follows  [reading]: 

To  suspend,  for  the  violation  of  any  of  the  provisions  of  this  act,  the  operations  of 
any  Federal  reserve  bank,  to  take  possession  thereof,  administer  the  same  during 
the  period  of  suspension,  and  when  deemed  advisable,  to  liqudate  or  reorganize  such 
bank. 

By  that  section  it  is  given  the  power  to  absolutely  suspend  all 
operations  of  a  Federal  reserve  bank  for  any  violation  of  the  Federal 
reserve  act. 

Mr.  Williams.  Absolutely. 

The  Chairman.  Yes:  but  not  a  member  bank. 

Senator  Robinson.  No:  but  it  is  given  certain  powers  over  the 
member  banks  specifically.  By  paragraph  (a)  the  Federal  Reserve 
Board  is  charged  with  the  duty  of  examinmg  the  accounts  and  making 
report  upon  the  same  of  the  member  banks.  It  is  given  certain 
further  powers  in  connection  with  loans  to  member  banks,  and  it  is 
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given  general  supervision  over  all  Federal  reserve  banks,  which,  of 
course,  implies  supervision  over  the  dealings  of  the  Federal  reserve 
banks  witn  the  member  banks;  otherwise  that  power  would  be 
nugatory  and  of  no  effect. 

Mr.  Williams.  They  have  the  complete  power  of  examination  of 
all  member  banks,  National  or  Stat^. 

Senator  Robinson.  And  they  have  the  power  to  suspend  a  Federal 
reserve  bank  for  an  unlawful  transaction  with  a  memoer  bank. 

Mr.  Williams.  Yes. 

Representative  Mills.  Do  you  contend  that  any  Federal  reserve 
bank  is  violating  the  provisions  of  this  act  ? 

Mr.  Williams.  I  have  not  made  that  complaint. 

The  official  record  shows  (p.  531,  Federal  Reserve  Bulletin,  May, 
1920)  that  in  the  month  of  January,  1920,  at  the  very  time  that  the 
Federal  Reserve  Bank  of  New  York  was  making  huge  loans  with 
such  prodigality  to  certain  big  institutions  in  New  York  City  for 
speculative  purposes  the  New  York  Reserve  Bank  was  itself,  during 
that  month,  borrowing  heavily  from  at  least  seven  other  Federd 
reserve  banks  by  rediscounts  and  the  sale  of  purchased  bills.  Its  total 
borrowings  for  the  month  of  Januai-y,  1920,  exceeded  $175,000,000. 

The  fmoRMAN.  May  I  ask  if  that  includes  bills  purchased  by  other. 
Federal  reserve  banks  at  their  own  request  on  then*  own  account  ? 

Mr.  Williams.  I  don't  know  what  that  amoimted  to,  Mr.  Con- 
gressman. 

The  Chairman.  But  that  figure  would  include  such  bills  ? 

Mr.  Williams.  I  presume  that  $175,000,000  of  acceptances  and 
bills  discounted  by  the  Federal  Reserve  Bank  of  New  York,  as  shown 
in  the  official  bulletin,  would  include  paper  of  that  character. 

Representative  Funk.  Just  a  moment  there,  Mr.  Williams.  Am 
I  to  understand  that  due  to  the  fact  that  the  New  York  Federal  Re- 
serve Bank  borrowed  money  from  other  Federal  reserve  banks,  that 
because  of  that  fact  these  other  Federal  reserve  banks  would  be 
limited  in  their  ability  to  take  care  of  their  customers  ? 

Mr.  Williams.  Obviously  I  think  it  would  be  fair  to  assume — 
at  least  we  should  hope  that  it  would  be  fair  to  assume — that  if  a 
Federal  reserve  bank  is  lending  money  to  the  Federal  Reserve  Bank 
of  New  York  it  is  because  it  can  spare  the  money  at  the  time  and 
that  it  is  not  cribbing  or  cramping  its  own  member  banks.  I  am 
not  expressing  an  opinion  on  that  particular  feature  of  the  case  now. 

Representative  Sumnbrs.  Well,  now,  Mr.  Williams,  if  as  a  matter 
of  fact  the  other  banks  of  the  system  had  $175,000,000  to  spare  and 
New  York  coidd  use  it,  what  bad  eflFect  upon  the  coimtry  as  a  whole 
would  have  resulted  from  that  transaction  ? 

Mr.  Williams.  Not  necessarily  ^nv  ill  effect. 

Rei)resentative  Sumners.  Now,  then,  what  conclusions!,  ought  the 
commission  to  draw  from  the  statement  of  that  fact?  What  does 
it  bear  on  ?     What  does  it  surest  ? 

Mr.  Williams.  It  gives  tms  information,  that  the  New  York 
reserve  bank  not  only  lends  at  times  to  the  other  banks,  but  also 
that  it  borrows  and  is  the  beneficiary  of  the  advances  made  by  other 
Federal  reserve  banks. 

Representative  Sumnebs.  Is  that  a  matter  to  be  indorsed,  a 
niatter  to  be  permitted  in  the  future  ? 
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Mr.  Williams.  I  think  it  is  in  accordance  with  the  purposes  of  the 
system  that  one  bank  that  needs  money  should  borrow  from  the 
other  banks — or  that  one  bank  that  has  a  surplus  of  money  should 
lend  money  to  the  banks  that  need  it. 

Representative  Sumners.  What  I  am  trying  to  get  at  now  is  this: 
The  statement  is  made  to  the  commission  I  assume  for  the  purpose 
of  enlightening  the  commission  with  reference  to  the  matters  under 
investigation,  and  I  was  trying  to  find  out  just  what  that  is  supposed 
to 

Mr.  Williams.  I  am  simply  trying  to  bring  out  the  fact  that  the 
Federal  reserve  bank  in  New  York,  while  at  times  loaning  largely 
to  other  banks,  also  had  occasion  to  borrow  from  other  banlS. 

Representative  Sumners.  That  is  not  peculiar  to  the  banks  of 
New  York,  is  it  ? 

Mr.  Williams.  Not  necessarily. 

Representative  Sumners.  I  believe  that  at  this  particular  time 
the  New  York  bank  is  loaning  rather  extensively  to  the  very  banks 
that  it  perhaps  was  borrowing  from  at  that  time. 

Mr.  Williams.  Quite  possible. 

Representative  Sumners.  Now  if  as  a  matter  of  fact,  however,  the 
banks  that  were  loaning  to  New  York — assuming  that  those  loans 
were  used  for  speculative  purposes — thereby  denying  their  own  com- 
munities the  money  whicn  their  legitimate  industnes  require,  they 
themselves  would  be  subject  to  criticism. 

Mr.  Williams.  Unquestionably. 

Representative  Sumners.  Yes. 

Representative  Mills.  May  I  ask  you:  Those  figures  do  not 
necessarily  show  borrowings  entirely,  do  thev  ? 

Mr.  Williams.  These  are  bills  mscounted  and  purchased  paper, 
as  I  understand  them.    And  acceptances. 

Representative  Mills.  WeU,  let  us  assume,  for  instance,  that 
deposits  in  large  amounts  were  being  withdrawn  from  the  New  York 
bank  or  banks,  isn't  it  conceivable  that  in  order  to  meet  the  drain 
on  its  reserve  limd  it  would  transfer  acceptances  to  other  banks  1 

Mr.  Williams.  It  would,  naturallv. 

Representative  Mills.  So  that  tnat  figure  which  you  rive  mav 
not  necessarily  represent  money  borrowed  entirely  by  the  New  York 
bank  for  the  purposes  of  rediscounting  New  York  paper  ? 

Mr.  Williams.  Not  necessarily. 

Representative  Mills.  It  may  represent 

Mr.  Williams  (interposing),  it  may  be  money  borrowed  by 
member  banks  to  meet  the  withdrawing  of  deposits,  as  you  suggest. 

Its  total  borrowings  for  the  month  of  January,  1920,  exceeded 
$175,000,000,  and  the  banks  from  which  it  was  thus  getting  money 
included  the  Federal  reserve  banks  of  Atlanta,  St.  Louis,  Dallas, 
San  Francisco,  Chicago,  and  Cleveland,  and  Boston,  and  shortly 
before  from  Richmond. 

I  will  now  invite  your  attention  to  certain  testimony  given  by 
Gov.  Harding  before  the  Banking  and  Currency  ComnuttSe  of  the 
House  of  Representatives  on  June  1  in  regara  to  the  amount  of 
agricultural  and  live-stock  paper  held  by  the  12  Federal  reserve 
banks. 

Congressman  Wingo  in  making  inquiry  concerning  credits  granted 
to  the  farmers  through  the  Federal  reserve  banks  concluded  a  state- 
ment with  the  followmg  question  [reading] : 
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So  that  the  fsuct  your  Federal  reserve  note  volume  went  up  does  not  indicate  that 
the  &nner  had  an  increase  in  loan  privileges? 
Gov.  Harding.  There  are  some  other  figures  that  enter  into  it. 
Mr.  WiNGO.  What  are  those  figures? 

Representative  Mills.  What  page  are  you  reading  from  ? 
Mr.  Williams.  Gov.  Harding  s  testimony  on  June  1.     It  is  page 
18,  Congressman,  the  middle  of  the  page. 
Shall  I  proceed  ? 
Representative  Mills.  Yes. 
Mr.  Williams  (reading)  : 

So  that  the  fact  your  Federal  reserve  note  volume  went  up  does  not  indicate  that 
the  femner  had  an  increase  in  loan  privil^es? 

Gov.  Harding.  There  are  some  other  figures  that  enter  into  it. 

Mr.  WiNGO.  What  are  those  figures? 

Gov.  Harding.  The  paper  that  can  be  identified  as  farm  paper,  held  by  the  Fed- 
eral resCTve  banks  on  the  30th  of  April,  this  year,  $230,000,000  as  against  $i06,000,000 
on  April  30,  1920. 

Mr.  King.  Does  that  include  the  packers'  credits  in  Chicago? 

Gov.  Harding.  Oh,  no.    The  packers'  credits  are  entirely  separate. 

Mr.  Wingo.  Do  you  contend  it  is  a  fact  that  the  farmers  this  year  had  bigger  credits 
than  last  year? 

Gov.  Harding.  I  do. 

Mr.  Wingo.  Does  not  that  indicate  that  last  year  when  we  were  facing  this  extraor- 
dinary situation,  you  granted  less  credits  then  than  you  admit  now  the  farmers  were 
entitled  to? 

Gov.  Harding.  No;  it  does  not.  The  Joint  Committee  on  Agriculture  wanted  to 
know  about  this  and  we  looked  it  up.  The  credit  is  always  bigger  than  we  can  prove, 
because  all  we  claim  as  agricultiural  and  live-stock  credits  are  the  credits  over  90  days. 
Now  1  have  that  in  my  head  very  clearly.  In  1920,  up  to  the  14th  of  December,  the 
12  Federal  reserve  banks  had  discounted  $1,981,000,000  of  aCTicultural  and  live- 
stock paper — known  to  be  such  because  it  had  a  maturitv  date  longer  than  90  days — 
wacamst  $721,000,000  in  the  year  1919,  which  does  not  show  any  curtailment  of  farm 
credits. 

May  I  ask  you  to  follow  me,  Congressman,  and  if  I  make  any 
mistaKe,  please  correct  me,  because  I  have  not  read  this  since  written 
by  the  stenographer. 

(Continuing  reading:) 

Mr.  Brand.  How  much  at  the  same  time  did  you  let  other  folks  have? 

Gov.  Harding.  What  was  the  question? 

Mr.  Brand.  What  were  your  loans  to  other  people  at  (he  same  time? 

Gov.  Harding.  The  loans  to  other  people  were  curtailed  in  many  cases. 

Mr.  Wingo.  Do  you  mean  to  say  tne  manufacturers  and  merchants  had  a  curtail- 
ment in  their  loans  last  year? 

Gov.  Harding.  Not  until  very  late  in  the  year. 

Mr.  Wingo.  I  say,  in  April,  May,  June,  and  July  the  manufacturer  and  merchant 
had  a  very  large  increase  m  credits,  made  necessary  by  the  fact  business  was  dead 
and  they  were  being  compelled  to  carry  inventories  and  pay  rolls  and  had  to  have 
Hionex;  they  were  not  getting  money  in  from  their  business  and  had  to  have  it  from 
the  banks. 

Gov.  Harding.  They  did  not  have  a  very  large  increase  of  credits  to  the  Federal 
wserve  banks. 

Mr.  Wingo.  Thev  got  the  volume  that  was  denied  to  the  farmer. 

The  Chairman.  They  were  largely  the  denial  of  credit  by  the  member  banks. 

That  is  the  end  of  the  quotation. 

I  do  not  know  where  Gov.  Harding  got  his  figures.  The  official 
figures  set  forth  in  the  Federal  Reserve  Bulletin  report  that  the  total 
amount  of  '^bills  discoimted"  and  ** acceptances''  bought  by  all  the 
Federal  reserve  banl^  for  the  12  months  of  the  calendar  year  1920 
which  had  a  maturity  of  over  90  days  aggregated  only  $351,864,000 
instead  of  $1,981,000,000  as  stated  by  Gov.  Harding  in  his  testimony 
on  page  18.     The  official  bulletins  also  show  that  the  total  amoimt 
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of  bills  discounted  and  acceptances  bought  having  a  maturity  of 
^'over  90  days, "  which  were  aiscounted  or  bought  by  all  the  Federal 
reserve  banks  in  the  calendar  year  1919,  amounted  to  $129,717,000 
instead  of  $721,000,000  as  stated  by  Gov.  Harding  on  page  18  of  his 
testimony. 
Perhaps  Gov.  Harding  may  have  some  explanation  for  this  ap- 

f parent  discrepancy  of  a  billion  or  two,  and  if  he  has  I  presume  he  will 
umish  it  to  your  committee. 

Representative  Mills.  But  in  any  event,  according  to  your  figures, 
the  credit  granted  to  farmers  was  almost  twice  as  much  in  1920  a& 
it  was  in  1919? 

Mr.  Williams.  I  am  discussing  that  later,  Congressman. 

Representative  Mills.  Isn't  that  true  ? 

Mr.  Williams.  It  was  much  larger. 

Three  or  four  times  during  his  testimony  on  June  1,  Gov.  Harding 
drilled  into  the  committee  the  fact  that  ^'agricultural*'  and  "live 
stock''  paper  held  by  the  Federal  reserve  banKs  had  increased  from 
$106,000,000  m  April,  1920,  to  $230,000,000  in  April,  1921.  Inci- 
dentally,  let  me  observe  that  as  the  '* agricultural  and  live  stock 
paper"  held  by  the  Federal  reserve  bante  in  December,  1920,  was 
over  $246,000,000,  the  fact  that  in  April  the  amount  outstanding  was 
$230,000,000  indicates  a  contraction  of  $16,000,000  in  agricultural 
and  cattle  paper  between  December,  1920,  and  April,  1921. 

Representative  Mills.  Wait  a  minute,  you  are  going  too  fast  there^ 
Mr.  Williams. 

Mr.  Williams'.  Let  me  finish  mv  statement. 

Representative  Mills.  Let  me  have  those  figures  again,  will  you 
please  ? 

Mr.  Williams.  I  will  give  you  this  statement  again.  Incidentally, 
let  me  observe  that  as  the  "aCTicultural  and  live  stock  paper"  held  by 
the  Federal  reserve  banks  in  December,  1920,  was  over  $246,000,000, 
the  fact  that  in  April  the  amoimt  outstandii^  was  $230,000,000 
indicates  a  contraction  of  $16,000,000  in  agricultural  and  cattle 
paper  between  December,  1920,  and  April,  1921,  at  the  very  time 
that  the  farmers  urgently  needed  additional  help  for  the  planting 
of  their  new  crops. 

Representative  Mills.  But  in  June  of  this  year  we  find  that  it 
has  gone  up  to  $157,875,000  for  agricultural  paper  and  $76,258,000 
for  live  stock. 

Mr.  Williams.  I  haven't  those  figures. 

Representative  Mills.  So  that  in  June,  1921,  we  find  that  there 
is  a  larger  amount  outstanding  in  the  way  of  agricultural  credits 
than  at  any  other  time  since  January,  1920. 

Mr.  Williams.  Well,  I  was  just  calling  attention  to  the  fact  that 
from  December,  1920,  to  April,  1921,  there  was  a  shrinkage  of 
$16,000,000. 

Representative  Mills.  And  from  April  to  June  there  is  a  very 
material  increase. 

Mr.  Williams.  There  is  another  comparison,  however,  which  is 
far  more  important,  and  that  is  the  proportion  of  ^^agricultiu'al''  and 
* 'cattle"  paper  to  the  total  amount  of  bills  discounted  and  purchases 
by  the  Federal  reserve  banks.  On  page  17  of  his  testimony  I  note 
the  following  statement  [reading]  : 
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Mr.  WiNGo.  You  have  already  denied  that;  but  I  am  talking  about  what  the 
banker  did  down  there.  I  am  trying  to  get  down  to  the  fact  and  to  place  the  responsi- 
bility and  to  draw  out  the  facts.  Now,  it  is  a  fact — and  if  you  do  not  know  it,  I  think 
if  you  will  just  sit  down  and  take  isolated  banks,  you  will  find  the  loans  to  the  farmers 
were  actually  curtailed.  A  great  many  banks  ai<i  not  think  of  coming  to  the  Federal 
reserve  bank  for  rediscounts  and  those  that  did  come  came  with  limited  demands;  yet 
at  the  same  time  the  volume  of  the  Federal  reserve  notes  increased.  Now  who  got 
the  credits  that  were  denied  to  the  actual  farmers? 
Gov.  Harding.  The  farmers  cot  them. 

Mr.  WiNGO.  I  have  just  called  attention  to  the  fact  that  the>r  did  not  get  them. 
Gov.  Harding.  I  think  there  is  43  per  cent  of  the  population  of  the  country  that 
is  classed  as  farm  population.    Some  farmers  did  not  get  credits,  but  other  farmers 
were  dealt  with  more  liberally  by  the  banks. 

Mr.  WiNGO.  You  say  this  farmer  got  that  which  that  farmer  was  denied  [indi- 
cating]? 
Gov.  Harding.  It  is  possible. 

Mr.  WiNOO.  I  have  not  been  able  to  find  any  bank  in  the  United  States  in  the 
cotton  and  wheat  belt  where  they  were  granted  an  extraordinary  line  of  credits  over 
and  above  what  was  customary;  but,  on  the  contrary,  I  find  they  adopted  that  policy 
of  curtailment  of  loans  all  through  the  cotton  and  wheat  belt. 

Gov.  Harding.  There  are  about  30,000  banks  in  the  United  States.  .  I  know  some 
of  them  are  skin-flints  and  some  are  very  liberal. 

Mr.  Wingo.  I  am  talking  about  the  wheat  belt  and  cotton  belt.    The  farmers  out 
there  were  not  given  even  the  normal  credits.    You  say  other  farmers  were  given 
what  those  farmers  were  denied? 
Gov.  Harding.  Yes. 

Mr.  Wingo.  Now,  do  not  the  records  of  the  banks  show  that  a  good  many  people — 
you  had  the  Federal  reserve  notes  going  up  in  voliune  and  had  the  wholesale  prices 
gwng  down,  trade  was  stopped,  and  were  not  a  good  many  merchants  given  addi- 
tional credits  for  carrying  over  their  inventories  because  there  was  not  any  trade  and 
money  was  not  coming  in?  I  know  personally  of  cases  where  that  is  true. 
Gov.  Harding.  Possibly. 

Mr.  Wingo.  Did  not  the  merchants  get  that  volume,  and  was  not  that  responsible 
for  the  curtailment  of  credits  to  the  farmers? 

Gov.  Harding.  All  I  can  tell  you  of  the  increase  of  Federal  reserve  notes  is  that  we 
can  tell  what  the  increase  was  by  districts. 

Mr.  Wingo.  What  I  am  getting  at  is  that  this  volume  of  Federal  reserve  notes 
increased  and  wholesale  prices  went  down.  I  am  not  talking  about  it  as  a  banking 
proposition,  but  looking  at  it  from  the  standpoint  of  this  committee.  It  indicated 
Uiat  the  farmer  was  denied  these  credits.  Just  leave  out  who  was  to  blame  for  it ;  just 
admit  your  contention  that  the  banker  did  not  want  to  make  his  customer  mad — ^and 
there  is  a  lot  in  that— it  is  a  fact  that  a  good  many  merchants  and  manufacttu-ers  in 
that  dull  Ume — and  I  am  not  criticizing  them — got  credits  and  that  swelled  the  volume 
of  notes  when,  at  the  very  same  time  wholesale  prices  were  going  down  and  the  fanner 
was  denied  credits  and  his  produce  was  tumbling  in  price,  too. 

Now.  gentlemen,  Gov.  Harding  boasts  of  the  liberality  shown  by 
the  Federal  reserve  banks  to  the  purchasers  of  agricultural  and  cattle 
paper  which  amounted,  he  says,  in  April,  1921,  to  $231,000,000.  I 
ask  you  to  consider  that  this  aggregate  amount  of  ajgricultural  and 
cattfe  paper  apparently  made  by  the  class  of  population  which  Gov, 
Harding  says  represents  about  43  per  cent  of  total  population,  is 
some  millions  of  dollars  less  than  tne  amount  of  money  which  the 
Federal  reserve  system  has  from  time  to  time  handed  out,  I  might 
say,  almost  casually,  to  two  certain  banking  institutions  in  one  of 
our  lai^e  cities.  The  records  show  that  in  January,  1920,  one  Federal 
reserve  bank  was  lending  to  one  banking  institution  in  New  York 
City,  conspicuous  for  its  speculative  activities,  more  than  twice  as 
much  as  all  the  Federal  reserve  banks  held,  at  that  time,  of  ''a^icul- 
tural"  and  ''live  stock''  paper.  [See  p.  307  of  the  BuUetm  for 
March,  1920.] 

Representative  Mills.  What  date  was  that? 

Mr.  Williams.  January,  1920. 
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The  Chairman.  I  did  not  hear  your  statement  at  the  beginning, 
Mr.  WilUams.  Do  I  imderstand  you  to  say  that  the  agriculture 
paper  held  by  the  Federal  reserve  banks  diminished  during  the  year 
1920? 

Mr.  Williams,  Oh,  no;  it  increased. 

The  Chairman.  Very  largely  increased,  did  it  not  ? 

Mr.  Williams.  Yes,  yes. 

The  Chairman.  Woiud  that  indicate  a  disposition  on  the  part  of 
the  Federal  reserve  banks  to  curtail  loans  to  agriculture  ? 

Mr.  WiLUAMS.  Well,  the  proportion  of  it  was  pitifully  small  com- 
pared with  the  total  amount  of  loans. 

The  Chairman.  On  that  question,  do  you  think  that  the  figures 
with  reference  to  rediscoimts  of  agricultural  and  live  stock  paper 
represents  fairly  the  amount  of  credit  that  was  extended  to  agri- 
culture ? 

Mr.  Williams.  Well,  I  would  prefer  that  you  should  get  that 
information  from  the  reserve  banks,  the  Federal  reserve  banks. 

The  Chairman.  I  am  asking  these  questions  of  you  now.  You 
were  a  member. 

Mr.  Williams.  I  do  not  say  that  it  represents  by  any  means  the 
maximum  amount  that  was  credited  to  farmers  and  agriculturalists 
by  member  banks. 

The  Chairman.  Then  it  would  be  hardly  fair  to  make  a  compari- 
son on  the  basis  of  those  figures,  would  it  ? 

Mr.  Williams.  Well,  I  am  discussing  the  proportion  of  the  re- 
sources of  the  Federal  reserve  bank  system  wnich  were  employed  in 
loans  on  90-day  paper  to  farmers  and  cattle  raisers. 

The  Chairman,  but  you  say  that  those  figures  do  not  represent 
the  actual  amount  of  loans  which  were  given  to  agriculture  ? 

Mr.  Williams.  I  do  not  know  what  proportion  of  their  funds  was 
loaned  on  agricultural  paper  by  the  member  banks.  What  I  said 
was,  or  what  I  intended  to  say  was,  that  the  money  obtained  by 
member  banks  from  the  Federal  reserve  banks  on  agriculture  and 
cattle  paper  by  no  means  represents  the  total  amount  of  money 
loaned  oy  all  the  banks  of  the  country  to  farmers. 

The  Chairman.  Are  you  under  the  impression  in  general  that  in 
proportion  to  actual  reserve  deposits  or  in  proportion  to  basic  lines 
the  accommodation  extended  by  member  banl^  in  the  coimtry  was 
less  than  the  accommodation  extended  by  the  city  banks  to  their 
borrowers 

Mr.  Williams.  Well,  an  hour  or  two  ago  I  read  into  the  record  a 
table 

The  Chairman  (continuing).  During  1920? 

Mr.  Williams.  I  read  into  the  record  a  table.  Congressman,  an 
hour  or  two  ago,  which  showed  that  the  loans  and  rediscounts  obtained 
by  the  central  reserve  city  banks  was  far  in  excess — I  think  I  showed 
that,  although  the  total  amount  of  money  loaned  by  the  country 
national  banks  was  very  much  more  than  the  total  amount  of  loans 
made  by  the  central  reserve  city  banks,  yet  the  paper  rediscounted 
or  borrowed  by  the  central  reserve  city  banks  was  about  $300,000,000 
more  than  the  bills  payable  and  rediscounts  of  the  country  banks. 

Representative  Mills.  Well,  now,  Mr.  Williams,  have  you  made 
any  estimate  on  the  proportion  of  agricultural  credit  made  by  the 
reserve  banks  other  than  in  the  central  reserve  cities  to  their  total 
credits  ? 
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Mr.  Williams.  I  am  discussing  here,  Congressman,  matters  bear- 
ing upon  the  statements  which  were  made  before  the  Banking  and 
Currency  Committee  on  June  1  of  this  year  by  Gov.  Harding,  of  the 
Reserve  Board. 

Representative  Mi^xs.  Yes;  and  you  are  injecting  some  new  mat- 
ter oi  your  own. 

Mr.  Williams.  I  was  confining  myself  to  that  general  subject, 
Congressman.  I  am  dealing  witn  the  statements  which  were  made 
before  the  committee  on  Jime  1  and  matters  pertinent  thereto. 

Representative  Mills.  Butyou  just  read  into  the  record  your  fig- 
ures as  to  one  or  two  New  York  banks  and  pointed  out  that  their 
loans  exceeded  the  total  amoimts  granted  by  these  other  banks. 

Mr.  Williams.  The  statement  I  made  in  the  record  in  that  con- 
nection was  this:  The  records  show  that  in  January^  1020,  one  Fed- 
eral reserve  bank  was  lending  to  one  banking  institution  in  New  York 
(Sty.  conspicuous  for  its  speculative  activities,  more  than  twice  as 
much  as  all  the  12  Federal  reserve  banks  held  at  that  time  of  '*  agricul- 
tural "  and  ''live-stock  "  paper.     (P.  307  of  the  Bulletm  for  March,  1920. 

Representative  Mills.  Yes;  now,  I  am  asking  you  whether  you 
have  made  any  study  of  the  proportion  of  agricultural  credits  out  of 
total  credits  wanted  by  the  banl^  of  Richmond,  Chicago,  St.  Louis, 
Minneapolis,  Kansas  CSty,  Dallas,  and  San  Francisco  at  anv  time  ? 

Mr.  Williams.  I  have  not  a  detailed  statement  here  whicn  would 
give  you  that  information.  I  have  studied  the  subject  generally, 
and  r  should  be  very  glad  to  lay  before  you  a  statement  showing  the 
total  amoimt  of  agricultural  and  cattle  paper  rediscounted  by  the  12 
Federal  reserve  banks  for  each  month  of  the  calendar  year  1920,  if 
you  wish  it. 

Representative  Mills.  Are  you  familiar  with  the  figures  given 
by  Gov.  Harding  in  his  speech  of  last  September  ? 

Mr.  Williams.  I  am  not  familiar  with  that  speech. 

Representative  Mills.  Well,  in  that  speech  Gov.  Harding  gave 
the  following  figures,  as  of  September  3,  1920:  That  of  the  total 
bills  discounted Tby  the  Federal  Reserve  Bank  of  Richmond,  27  per 
cent  was  the  estimated  amount  granted  in  support  of  agricultural 
products. 

Mr.  Williams.  Naturally.    It  is  an  agricultural  district. 

Representative  Mills.  Atlanta,  23  per  cent;  Chicago,  48.3  per 
cent;  St.  Louis,  22  per  cent;  Minneapolis,  65.6  per  cent;  Kansas 
CSty,  59.8  per  cent;  Dallas,  50  per  cent;  San  Francisco,  68.7  percent. 

Mr.  Williams.  If  the  $230,000,000  of  agricultural  and  cattle 
paper  which  Gov.  Harding  referred  to  so  frequently  in  his  testimonv 
on  June  1,  is  any  index  at  all  of  the  total  amoimt  of  money  ad- 
vanced to  agriculturists  and  cattle  raisers  by  the  banks  of  the  coun- 
try, there  is  abundant  groimd  for  their  lamentable  complaints  of 
discrimination  and  contraction. 

The  Chatkman>  You  just  said  that  there  is  a  fair  basis  for 

Mr.  Williams.  I  have  not  expressed  an  opinion  on  that. 

The  Chairman.  I  would  like  to  have  you  do  so. 

Mr.  Williams.  I  don't  know  what  the  proportions  are.  Con- 
gressman Mills  has  just  read  certain  percentages.  I  don't  know 
^lat  the  actual  figures  were  or  what  tne  proportions  were  at  that 
time.  I  am  not  familiar  with  the  speech.  1  don't  know  that  I 
have  ever  seen  it,  and  I  therefore  can  not  discuss  it. 
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The  Chairman.  You  know  whether  these  figures  of  rediscounts 
of  agricultural  paper  represent  fairly  the  amount  of  credit  given  to 
the  agricultural  sections  of  the  country,  or  whether  they  do  not? 

Mr.  Williams.  Well,  I  have  given  you  Gov.  Harding's  statement, 
in  exact  words,  in  regard  to  that. 

The  Chairman.  I  am  asking  you.  I  am  not  lisking  Gov.  Harding. 
I  will  ask  him  when  we  get  mm  on  the  stand.     I  am  asking  vou  now. 

Mr.  Williams.  I  will  tell  you  very  frankly  that  the  banks  of  the 
country  have  loaned  many  times  tnat  amount  themselves,  but  the 
point  is  that  while  the  banks  have  accommodated  the  farmers — the 
member  banks  have  acconamodated  the  farmers — they  have  been 
unable,  it  appears,  to  get  back  from  the  reserve  banks,  anything 
like  the  proportion  of  rediscoimts  that  the  big  banks  in  the  centm 
reserve  cities  have  obtained  and  which  is  shown  in  the  tables  in 
this  record. 

The  Chairman.  What  particular  time  are  you  referring  to  in 
making  that  statement?  I  ask  that  question  because  the  situation 
changes  very  rapidly. 

Mr.  Williams.  I  do  not  recall  the  date.  I  am  looking  it  up.  It 
is  in  the  record.  Congressman,    and  you  can  refer  to  it  tnere. 

Shall  I  proceed  ? 

The  Chairman.  Are  you  under  the  impression,  Mr.  Wilhams, 
that  the  loans  and  discoimts  of  the  Federal  Reserve  Bank  for  New 
York  now  are  higher  than  they  were  in  December,  1919? 

Mr.  Williams.  That  the  loans  of  the  New  York  Reserve  Bank 
are  higher  now  ? 

The  Chairman.  Yes. 

Mr.  WiLUAMS.  Why,  I  notice  that  there  has  been  a  contraction 
of  a  billion  dollars  in  the  loans  of  the  Federal  reserve  system  in  the 
last  12  months.  I  imagine  that  the  reserve  bank  of  New  York  has 
also  greatly  contracted. 

The  Chairman.  Are  you  imder  the  impression  that  the  redis- 
counts of  the  country  banks  have  contracted  since  December, 
1919 

Mr.  Williams.  I  shall  give  you  as  I  proceed,  Congressman,  some 
definite  figures  on  that  subject.  I  would  rather  not  give  impressions 
in  a  desultory  way,  if  it  is  agreeable  to  you. 

Representative  Ten  Eyck.  Mr.  Williams,  have  you  information  as 
regards  the  percentage  of  discounts  in  April,  1920,  on  agricultural 
paper  that  actually  went  to  the  farmer  direct — discounting  loans  on 
their  products  owned  by  the  farmer,  and  the  amoimt  that  went  to 
the  merchants  and  dealers  that  dealt  in  farm  products  ? 

Mr.  WiLLL^MS.  I  have  not  those  at  hand.  Congressman.  They 
could  be  obtained.  I  assume  the  Federal  Reserve  Board  could 
obtain  them.  I  am  not  able  now  to  obtain  information  from  the 
Federal  Reserve  Board.  I  have  been  notified  that  not  being  a 
member  of  the  board  they  would  not  supply  me  that  data. 

Representative  Ten  Eyck.  It  would  oe  very  interesting  to  see 
how  the  farmer  was  protected  in  comparison  with  dealers  who  dealt 
in  his  products. 

Mr.  Williams.  I  showed  you  a  few  minutes  ago — I  think  I  showed 

he  percentage  of  their  total  loans  which  were  rediscounted  by  the 

national  banks  in  three  big  central  reserve  cities  was  over  24  per  cent, 

and  that  the  total  percentage  of  their  loans  rediscounted  by  all  the 

country  banks  was  only  about  10  per  cent. 
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The  Chairman.  As  of  wKat  date  ? 

Mr.  Williams.  I  think  it  was  some  date  in  1920.  I  think  it  was 
September  8,  1920.     It  is  in  the  record,  thpugh. 

Representative  Mills.  Do  you  propose  to  give  the  figures  for  1921 
showing^the  contraction  ? 

Mr.  Williams.  Yes. 

Representative  Mills.  You  do  ? 

Mr.  Williams.  Yes,  if  you  will  let  me  proceed. 

Representative  Mills.  Now,  before  you  leave  Gov.  Harding's  tes- 
timony, it  seems  to  me  that  you  might  include  just  one  other  thing. 
I  refer  you  to  page  1 1  of  the  testimony  of  (jov.  Harding  before  the 
committee.  Gov.  Harding  had  referred  to  agricultural  paper  dis- 
comited  on  April  30,  1921,  of  $231,000,000,  as  compared  with 
$66,000,000  on  April  30,  1919.     The  chairman  asked  him  [reading]: 

The  Chairman.  Have  you  anything  to  cdiow  what  the  same  class  of  loans  is  in  the 
member  banks  in  that  same  connection? 

Mr.  Williams.  Is  that  the  top  of  the  pi^e  ? 
Representative  Mills.  That  is  the  middle  of  page  11  of  Gov.  Har- 
ding's testimony.     [Continuing  reading:] 

Gov.  Harding.  No,  we  have  not.  But  this  just  gives  an  indication,  don't  you 
see?  We  know  this;  we  know  that  40  per  cent  of  the  member  banks  are  not  redis- 
coanting  at  the  Federal  reserve  banks  at  all,  and  the  60  per  cent  which  are  redis- 
coanting  at  the  Federal  reserve  banks  are  rediscounting  amounts  suff  cient  to  make 
np  the  percentage  of  rediscounts  to  total  loans  of  all  member  banks  to  about  1 5  per  cent. 

From  which  one  can  make  some  sort  of  an  estimate  of  the  difference. 

Mr.  Williams.  I  don't  know  whether  his  %m'es  are  correct  or  not. 
I  have  not  studied  them. 

Representative  Mills.  But  as  long  as  you  have  read  part  of  his 
figures  into  the  record  I  think  it  would  be  well  to  have  that  read  into 
the  record  also. 

Mr.  Williams.  Well,  the  whole  testimony  is  available,  ConCTess- 
man.  It  is  published  in  an  official  document  and  is  available  to 
every  one. 

Representative  Sumners.  May  I  ask  a  question? 

The  Chaibman.  I  think  we  ought  to  recess  at  this  time. 

Mr.  Williams.  May  I  finish  just  one  further  statement, 
Congressman  ? 

The  Chaibman.  Yes. 

Representative  Sumners.  I  can  ask  the  question  I  have  in  mind 
when  we  resume  oUr  session  this  afternoon.  I  will  defer  it  until  that 
time. 

Mr.  Williams.  If  the  $230,000,000  of  agricultural  and  cattle  paper 
which  Gov.  Harding  referred  so  frequently  to  in  his  testimony  on 
June  1  is  any  index  at  all  of  the  total  amount  of  money  advanced  to 
agriculturists  and  cattle  raisers  by  the  banks  of  the  country,  there  is 
abundant  groxmd  for  their  lamentable  complaints  of  discrimination 
and  contraction.  The  total  of  $230,000,000  which  he  boasts  that  the 
reserve  banks  were  lending  a  month  or  two  ago  on  ^^a^culturar' 
and  "cattle  paper"  was  about  what  this  country  spent  m  five  days 
for  war  purposes  during  the  latter  part  of  1918,  and  is  less  than  our 
people  paid  in  taxes  on  an  average  every  three  weeks  last  year. 

The  Congressional  Record  of  Monday,  July  25,  1921,  tells  us  that 
the  value  of  all  farm  property  in  the  United  States  in  1920  was  over 
177,000,000,000,  including  live  stock  valued  at  about  eight  billions, 
farm  implements  and  maaiinery  at  more  than  three  and  a  naif  billion. 
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The  value  of  our  farm  products  is  estimated  anywhere  from  ten 
to  twenty  billion  dollars  per  annum.  These  figures  show  how  pitifully 
small  by  comparison  is  th*e  amoimt  doled  out  on  ''agricultural  and 
cattle  paper"  by  the  Federal  reserve  system,  whose  total  loans  and 
discounts  at  the  beginning  of  this  year  amounted  to  approximately 
$3,000,000,000,  or  more  uian  12  times  as  much  as  tne  maximum 
amount  of  "  agricultural"  and  "live-stock"  paper  ever  held  by  all  the 
Federal  reserve  banks  at  any  time,  as  shown  oy  the  Federal  reserve 
official  bulletins. 

I  submit  the  following  tables  for  insertion  in  the  record.  Will  we 
take  up  those  tables  wnen  we  resume  the  hearing  this  afternoon, 
Congressman  ? 

The  Chairman.  If  you  will.  The  commission  will  now  take  a  recess 
until  2  o'clock. 

(Thereupon,  at  12.30  o'clock  p.  m.,  a  recess  was  taken  until  2  o'clock 
p.  m.  of  the  same  day,  Tuesday,  August  2,  1921.) 

AFTER  RECESS. 

The  committee  resumed  its  session  at  2  o'clock  p.  m.,  pursuant  to 
the  taking  of  recess. 

The  Chairman.  Mr.  Williams,  you  may  proceed,  if  you  will,  please. 

Mr.  Williams.  Mr.  Chairman  and  gentlemen,  at  the  point  at  which 
I  left  off  this  morning  I  was  about  to  insert  certain  tables.  I  will  now 
present  them.  Here  is  a  table  showing  the  total  amount  of  agri- 
cultural paper  and  live-stock  paper  held  Dy  all  Federal  reserve  banks 
on  the  last  Friday  of  each  month  for  the  years  1920  and  1919,  by 
months,  showing  the  aggr^ate  for  each  year. 

Representative  Mills,  if  you  are  putting  that  in  the  record,  let 
me  inquire  where  those  figures  were  obtained  ? 

Mr.  Williams.  They  were  obtained  from  the  Federal  Reserve 
Bulletin. 

Representative  Mills.  You  do  not  include  the  figures  for  1921  ? 

Mr.  Williams.  I  am  coming  to  those. 

I  will  now  insert  a  table  showing,  separately,  the  amount  of  agri- 
cultural paper  and  Jive-stock  paper  nelcl  by  the  Federal  reserve  banks 
on  the  last  Friday  of  the  first  five  months  for  the  years  1920  and 
1921,  bv  months.  As  compiled  from  the  Federal  Reserve  Bulletin, 
I  give  tne  first  five  months  as  the  only  ones  accessible  to  me  for  1921. 

The  Chairman.  Without  objection,  the  tables  will  be  inserted  in 
the  record. 

(The  tables  submitted  by  Mr.  Williams  are  here  printed  in  full  as 
follows:) 

Total  amount  of  agricultural  live-stock  State  paper  held  by  all  Federal  reserve  banks  on 
the  last  Friday  of  each  month  for  the  years  1920  and  1919  (being  paper  vnth  over  90 
day  mxUurity). 


Month. 


January.. 
February 

March 

April 

May 

June 


Total    agricultural    and 
live-stock  State  paper. 


1920 


$56,800,000 
67,000,000 
74.600,000 
77,000.000 
140.600,000 
167.900,000 


1919 


$38,900,000 
63.800,000 
67,200,000 
66,700,000 
58.900.000 
68,200,000 


Month. 


July 

August — 
September 
October... 
November 
December. 


Total    agricultural    and 
livestock  State  paper. 


1920 


$202,500,000 
216,200,000 
224,300,000 
240,600,000 
241,500,000 
246,800,000 


1919 


$63,500,000 
57,800,000 
60,100.000 
55.400,000 
52.500,000 
51.000,000 
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Table  showing  separately  amounts  of  agricultural  and  live-stock  paper  held  by  the  12 
Federal  reserve  hanks  on  the  last  Friday  of  each  month  for  first  five  months  of  the  years 
19i0  and  1921  (being  paper  with  over  dO-aay  maturity). 


—  —    - 

AgricuUural    ' 
paper. 

1921    '    1920    1 

[In  millions  of  dollars.l 

Live-stock       , 
paper. 

1 

Agricultural 
paper. 

1921        1920 

1 

...|     149.2        44.3 
...|    152.7  1      63.5 

Live-stock 
paper. 

1921 

88.2 
83.6 

81.6 

• 

1920 

33.6   1  April 

37.0  p  May 

^3  II 

1921        1920 

Jinoary 

February 

M«h... 

.      140. 8  ,      23. 2 
.'    138.6  1      30.1  ' 

J    140.9        29.3 

81.1  1       61.9 
76.7'       77.1 

Mr.  Williams.  I  wiU  now  read  from  page  18  of  Gov.  Harding's 
testimony  before  the  Banking  and  Currency  Committee  on  June  1, 
1920: 

In  1920,  up  to  the  14th  of  December  Uie  12  Federal  reserve  banks  had  disc ouDted 
11,981,000,006  of  agricultural  and  live-stock  paper,  known  to  be  such  because  it  had 
imttarity  date  longer  than  90  days,  as  against  $791,000,000  for  the  year  1918,  which 
does  not  ebow  any  curtailment  of  farm  credits. 

I  now  submit  a  table  showing  the  total  amoimt  of  bills  discounted 
and  acceptances  bought  by  each  Federal  reserve  bank,  in  even  tliou- 
sands,  during  the  years  1919  and  1920,  having  *'  a  maturity  of  over 
90  days."  Tnese  figures  are  given  by  quarters.  The  total,  according 
to  these  figures,  for  the  year  1920  would  be  $351,884,000,  and  for  1919, 
$125,717,000. 

Representative  Mills.  Where  were  those  figures  obtained  ? 

Mr.  WiLUAMS.  Compiled  from  the  Federal  Keserve  Bulletin. 

I  will  now  submit  a  table  showing  the  total  amount  of  bills  dis- 
counted and  acceptances  bought  W  each  Federal  reserve  bank  during 
the  years  1920  and  1919.  These  figures  were  obtained  from  the  Fecf 
eral  Reserve  Board:  For  January, Tebruary.  and  March,  1920,  from 
page  531  of  the  Bulletin  for  1920;  for  April,  May,  and  June,  1920, 
from  page  871  of  the  Bulletin  for  1920;  for  July,  August,  and  Sep- 
tember, from  page  1232  of  the  Bulletin  for  1920;  and  for  October. 
November,  and  December,  from  page  234  of  the  Bulletin  for  1921. 

Please  note  that  it  appears  from  these  figures — as  to  the  reliability 
of  which  I  can  only  say  that  they  came  from  the  Federal  Reserve 
Bulletin;  I  have  no  means  of  checking  them  otherwise — that  the  total 
amount  of  paper  appears  to  have  been  $351,000,000  for  1920. 

The  total  amount  of  bills  discoimted  and  acceptances  bought  by 
eadi  Federal  reserve  bank  for  the  years  of  1919  and  1920  shows, 
for  the  year  1920,  of  all  paper  discounted  and  acceptances  bought, 
188,535,000,000.  That  is  the  total  of  alj  paper  bought  and  accept- 
ances discounted,  as  compared  with  $351,000,000  of  agricultural  and 
cattle  paper. 

I  think  it  is  only  fair,  however,  that  we  should  call  attention  to  the 
fact,  and  should  emphasize  it,  that  the  average  maturity  of  the  loans 
and  discounts  and  acceptances  was  very  much  shorter  than  for  agri- 
tural  and  cattle  paper,  and  that  would  make  the  comparison  for  all 
bills  discounted  and  acceptances  naturally  very  much  larger.  But 
inasmuch  as  Gov.  Harding  has  given  those  figures,  I  thought  it  proper 
to  give  the  figures  which  I  have  here  from  the  Bulletin,  and  I  give 
them  to  you  lor  what  they  are  worth. 
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The  Chairman.  That  would  involve  the  question  of  the  volume  of 
the  credit  ? 

Mr.  Williams.  Exactly. 

(The  last  two  tables  submitted  by  Mr.  Williams  are  here  printed 
in  full  as  follows:) 

Amount  of  bills  discounted  and  acceptances  bought  by  each  Federal  reserve  bank  {in  even 
thousands)  dvHng  the  years  1919  and  1920  having  a  maturity  of  over  90  days. 


1020 


1919 


Three  months  ending  Mar.  31 . 
Three  months  ending  June  30. 
Three  months  ending  Sept.  30. 
Three  months  ending  Dec.  31 . 


$41,996,000 
123,470,000 
80,628,000 
106,181,000 


$26,726,000 
46,008,000 
19,005,000 
33,888,000 


351,884,000 


125,717.000 


Total  amount  of  hills  discounted  and  acceptances  bought  by  each  Federal  reserve  bank 
during  the  years  19t0  and  1919. 

1020 

1910 

January,  February,  March  (p.  631,  Bulletin  1020) 

$20,635,000,000 
10,509,000,000 
22,733,000,000 
25,658,000,000 

$16,041,000,000 

April,'May,  June  (p.  871,  Bulletin  1020) 

20,196,000,000 

July,  August,  September  (p.  1232,  Bulletin  1920) 

21,018,000,000 

October,  November,  December  (p.  234,  Bulletin  1921) 

23,S42,OQO,000 

88,535,000,000 

81,907,000,000 

Mr.  WiLLiA^fs.  Orf  page  6  of  the  printed  copjr  of  his  testimony  on 
June  1  before  the  Banking  and  Currency  Committee  of  the  House  of 
Representatives,  Gov.  Harding  said  [reading]: 

The  effect  of  advanced  discount  rates  of  the  Federal  reserve  banks  was  merely  to 
slow  do^m  the  rate  of  expansion.  There  was  no  curtailment  of  credit  on  the  part  of 
the  Federal  reserve  banks,  nor  was  there  any  contraction  of  the  currency.  As  a  matter 
of  fact,  the  loans  and  invested  assets  of  the  Federal  reserve  banks  increased  from  the 
middle  of  January,  1920,  until  the  5th  of  November,  1920,  a  steady  and  gradual 
increase  all  the  way  along  by  about  $400,000,000. 

That  statement  is  misleading.  In  the  first  place,  there  was  a  cur- 
tailment of  credit  on  the  part  of  the  Federal  reserve  banks  in  many 
directions  and  there  was  not  *'from  the  middle  of  January,  1920, 
until  the  6th  of  November,  1920,  a  steady  and  gradual  increase  all 
the  way  along  by  about  $400,000,000." 

On  the  contrary,  the  official  records  show  that  on  January  31, 
1920,  the  total  amount  of  loans,  rediscounts,  and  acceptances  held 
by  the  12  reserve  banks  amounted  to  two  thousand  seven  himdred 
and  thirty-six  million  dollars,  and  that  this  increased  to  two  thousand 
nine  hundred  and  eightv-nine  million  on  February  28,  1920.  During 
the  month  of  March,  when  the  demand  for  credit,  especially  among 
the  small  banks,  was  particularly  active,  the  total  amount  of  dis- 
coimts,  bills  payable,  and  acceptances  held  by  the  12  Federal  reserve 
banks  was  reduced  to  two  thousand  eight  himdred  and  sixty-eight 
million.  This  advanced  to  two  thousand  nine  himdred  and  fotry-two 
at  the  end  of  April  and  by  the  end  of  May  was  reported  at  two  thou- 
sand nine  hundred  and  thirty-nine  million.  On  June  30,  the  total 
had  been  contracted  to  two  thousand  eight  hundred  and  fifteen 
million,  contrary  to  Gov.  Hardir^'s  statement  that  there  was  a 
continuous  increase.  On  July  31,  the  amount  reported  was  two 
thousand  eight  hundred  and  thirty-seven,  which  was  increased  on 
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August  31  to  two  thousand  nine  hundred  and  seventy-four.  On 
September  30  the  figures  were  three  thousand  and  six  million,  and 
on  October  31  stood  at  three  thousand  one  hundred  million,  shrinking 
one  hundred  and  twenty-five  million  by  November  30,  and  on  Decem- 
ber 30,  the  amount  was  two  thousand  nine  hundred  and  seventy-nine 
million,  which  was  just  ten  million  less  than  was  reported  on  February 
28,  1920,  10  months  before. 

There  has  been  so  much  loose  talking  about  the  expansion  of 
credit  during  the  year  1920  that  it  seems  to  me  desirable  that  we 
should  have  the  correct  figures  before  us.  The  above  figures  do  not 
include  United  States  Government  bonds  held  for  investment  by 
the  Federal  reserve  banks  in  which  the  fluctuations  were  not  large 
one  way  or  the  other.  United  States  securities  held  January  30, 
1920,  were  three  hundred  and  four  million,  as  compared  with  two 
hundred  and  eighty-seven  million  on  December  30,  1920. 

It  should  also  be  understood  that  some  of  the  banks  to  which  the 
largest  credits  were  given  employed  the  funds  not  altogether  in 
domestic  trade  and  commerce,  but  some  of  the  funds  obtained  from 
the  reserve  bank  were  sent  to  the  uttermost  parts  of  the  world  and 
a  large  part  of  them  have  not  gotten  back. 

A  statement  published  in  December  last  under  the  auspices  of 
the  chamber  of  commerce  of  the  State  of  New  York  estimated  that 
the  frozen  credits  and  orders  for  goods  canceled  or  held  up  in  our 
dealings  with  foreign  countries  amounted  to  approximately 
$1,000,000,000.  The  losses  on  those  transactions  have  been  enor- 
mous. TTiis  one  billion  is  exclusive  of  the  huge  amount  of  canceled 
orders  and  congealed  credits  and  accounts  in  our  domestic  trade. 

Representative  Mills.  But  the  fact  is,  is  it  not,  that  with  some 
slight  fluctuations,  the  total  earning  assets  of  the  Federal  reserve 
baaks  increased  from  approximately  $3,000,000,000  in  January, 
1920,  to  a  maximum  of  $3,303,000,000  in  November,  1920? 

Mr.  Williams.  I  will  give  you  the  figures  here  which  I  have  drawn 
from  the  OflScial  Bulletin. 

Representative  Mills.  Well,  I  have  the  official  figures  here,  by 
montns 

Mr.  Williams.  I  will  read  them  out  by  months  as  I  have  them. 
I  have  s^own  you  that  there  was  no  material  change  in  the  amount 
of  United  States  Government  bonds  held.  •  Now,  I  will  read  the 
figures  as  to: 

Bills  discounted  and  bought,  and  acceptances, 

Nov.  30, 1919 $2,715,000,000 

Dec.  31, 1919 2,768,000,000 

Jan.  31, 1920 2,736,000,000 

Feb.  28. 1920 2,989,000,000 

Mtf.31,1920 2,868,000,000 

Aw.  30, 1920 2,942,000,000 

May  31, 1920 2,939,000,000 

June  30, 1920 2,815,000,000 

Jtily31,1920 2,837,000,000 

Atig.31, 1920 2,974,000,000 

Sept  30, 1920 3,006,000,000 

Oct 31, 1920.... 3,100,000,000 

Nov.  30, 1920 2,975,000,000 

December,  1920 2,979,000,000 
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I  think  that  is  about  December  30. 

Representative  Mills.  You  question  the  correctness  of  Gov. 
Harding's  statement?  Now,  is  it  not  a  fact  that  the  loans  and  in- 
vested assets  of  the  Federal  reserve  banks  reached  their  maximum 
along  in  January,  1920? 

Mr.  Williams.  Well,  they  were  pretty  close  to  their  maximum  in 
February,  1920 

Representative  Mills.  I  should  say,  November,  1920. 

Mr.  Williams.  I  say,  in  February,  1920,  there  was  $2,989,000,000- 

Representative  Mills.  And  that  got  up  to 

Mr.  Williams.  And  they  were  contracted  to  $2,868,000,000  in 
March.  They  got  up  to  $2,942,000,000  in  April,  $2,939,000,000  in 
May,  and  went  back  in  Jime  to  $2,815,000,000. 

Representative  Mills.  And  by  November  they  had  gotten  up  to 
$3,300,000,000? 

Mr.  Williams.  Well,  I  am  speaking  now  of  the  bills  discounted  and 
acceptances  bought.  There  was  very  httle  variation,  as  I  have 
shown  you,  in  the  war  obligations  held. 

Representative  Mills.  But  you  question  the  accuracy  of  his  state- 
mentf 

Mr.  Williams.  Yes;  I  said  that  his  statement,  which  I  read,  I  would 
regard  as  misleading,  in  asserting  that  there  was  *''  a  steady  and 
gradual  increase  all  flie  way  along  oy  about  $400,000,000.'' 

Representative  Mills.  He  says,  '*  loans  and  invested  assets.'^ 
Now,  as  a  matter  of  fact,  the  official  figures  whioh  I  have  before  me 
show  that  his  statement  is  absolutely  correct,  that  they  did  reach 
their  maximuin  in  November,  1920,  and  that  they  did  show  an  in- 
crease  of  $400,000^00  during  the  months  specified. 

Mr.  Williams.  The  statements  which  I  have  just  given  you  show 
that  they  went  up  and  down  all  during  that  period. 

Representative  Mnxs.  You  have  got  individual  items,  whereas  he 
was  dealing  with  the  total. 

Mr.  WnxiAMS.  No;  I  was  giving  you  the  total,  as  I  understand  it^ 
from  the  Federal  Reserve  Bulletin,  exclusive  of  (Jovemment  bonds, 
and  I  have  shown  you  that  in  Government  bonds  there  was  very  little 
variation  one  way  or  the  other.  In  fact,  there  was  a  reduction,  I 
think. 

Representative  Mills.  Well,  that  would  tend  to  make  his  state- 
ment stronger,  would  it  not? 

Mr.  Willl^ms.  No;  I  do  not  understand  it  so. 

The  Chairman.  I  do  not  think  I  quite  got  the  gist  of  your  state- 
ment. Do  I  understand  that  what  you  are  claiming  is  that  the  loans 
and  discounts  based  on  Government  paper  decreased  during  this 
period  from  Januarv  1, 1920,  to  January  1, 1921  ? 

Mr.  Williams.  United  States  securities  held  on  Januarv  30,  1920^ 
were  $304,000,000  as  compared  with  $287,000,000  on  January  1,  1921, 
or  say,  December  30,  1920. 

The  Chairman.  And  during  that  period  there  was 

Mr.  Williams.  There  was  very  little  variation  one  way  or  the  other; 
it  was  negligible. 

Now,  here  are  the  figures  of  the  Federal  reserve  system  as  reported 
July  20,  1921,  compared  with  July  23,  1920.  In  that  period  gold 
reserves  rose  from  $1,983,271,000  in  1920  to  $2,508,298,000  in  1921. 
There  was  a  contraction  during  that  period  in  the  bills  discounted  and 
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bills  bought,  according  to  the  reports  available  to  me  from  $2,823,- 
450,000  to  $1,710,056,000.  The  Federal  reserve  notes  outstanding 
July  23,  1920,  were  $3,118,205,000,  and  on  July  20,  1921,  were  re- 
ported at  $2,564,613,000. 

Representative  Mills.  When  has  that  contraction  taken  place  ? 

Mr.  Williams.  During  these  12  months. 

Representative  Mills.  Oh,  no;  Mr.  Williams. 

Mr.  Williams.  I  say,  it  has  taken  place  in  this  period. 

Representative  Mills.  Oh,  yes;  but  when  dia  the  contraction 
really  begin?  Will  you  give  the  figures  for  January,  1921,  and  for 
Janua^,  1920? 

Mr.  Williams.  I  will  be  very  glad  to  have  them  put  into  the  record. 
I  have  not  got  them  here. 

Representative  Mills.  Do  you  not  know,  as  a  matter  of  fact,  that 
the  real  contraction  has  taken  place 

Mr.  Williams.  I  read  vou  the  figures  showing  the  amoimt  out- 
standing at  the  end  of  eacn  month. 

Representative  Mills.  Yes;  but  has  not  the  real  contraction  taken 
place  since  the  first  of  this  ^ear  ? 

Mr.  Williams.  The  heaviest  part  of  it;  yes. 

Representative  Mills.  And  not  during  the  year  1920? 

Mr.  Williams.  Principally  in  1921. 

Representative  Mills.  Is  it  not  a  fact  that  dining  the  whole  of 
1920  there  was  an  increase  in  the  amount  of  Federal  reserve  notes  in 
circulation  ? 

Mr.  Williams.  But  an  increase  in  the  amount  of  Federal  reserve 
noted  in  circulation  is  not  necessarilv  a  criterion  of  the  expansion  of 
the  currency.  I  would  like  to  ma&e  that  plain.  Federal  reserve 
notes  are  very  frequently  issued  against  gold. 

Representative  Mills.  But  you  gave  the  Federal  reserve  notea 
circulation  as  of  July,  1920,  and  as  of  July,  1921  ? 

Mr.  Williams.  Yes. 

Representative  Mills.  Now,  I  will  ask  you  whether  that  circulation 
did  not  reach  its  maximum  in  January,  1921  ? 

Mr.  Williams.  I  have  not  the  figures  available.  You  can  put 
them  in  the  record,  whatever  the  facts  may  justify.  I  do  not  recall 
that. 

The  amount  of  Federal  reserve  notes  outstandii^  is  no  criterion  as 
to  the  amount  of  money  in  circulation,  for  Federal  reserve  notes  are 
largely  issued  in  exchange  for  gold  retired  from  circulation. 

The  following  figures  indicate,  to  some  extent,  the  contraction  of 
credit  which  has  taken  place  since  December  31,  1919,  as  far  as  the 
national  banks  of  the  country  are  concerned : 

On  December  31,  1919,  deposits  in  national  banks  were  $17,866,- 
000,000. 

On  April  28,  1921,  deposits  in  the  national  banks  were  $14,851,- 
000,000,  a  shrink^e  of  $3,015,000,000  in  that  period. 

Representative  Sumnees.  Mr.  Williams,  where  did  that  money  go  ? 

Mr.  Williams.  That  is  quite  a  large  question. 

Representative  Sumners.  I  will  not  mterrupt  you  if  you  do  not 
care  to  discuss  that  now. 

Mr.  Williams.  The  banks  were  unable  to  meet  this  shrinkage  by 
a  reduction  in  their  loans,  for  we  find  that  on  December  31,  1919, 
loans  and  discounts  were  $11,786,000,000,  and  on  April  28,  1921, 
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loans   and   discounts   were   $11,367,000,000,    a   reduction   of  only 
$419,000,000. 

The  banks  obviously  needed  help  from  the  Federal  reserve  banks 
to  enable  them  to  meet  such  a  decline  as  took  place  in  their  deposit 
but  the  12  reserve  banks  now  tell  us  that  on  December  26, 1919,  their 
bills  discounted  and  bought  in  the  market  amounted  to  $2,779,000,-  j 
000,  and  on  July  20,  1921,  $1,710,000,000,  showing  that  they  have 
within  this  period  contracted  credits.  $1,069,000,000. 

Representative  Sumners.  Mr.  Williams,  when  you  say  that  they 
have  contracted  credits,  do  you  mean  that  credit  was  desired  and 
was  arbitrarily  denied,  or  that  the  credit  was  not  desired  ? 

Mr.  Williams.  Well,  the  letters  which  come  to  me  and  information  j 
which  I  receive  from  many  different  directions,  indicate  that  there 
was  a  great  deal  of  credit  that  was  desired  and  was  denied. 

Representative  Sumners.  Are  you  going  to  deal  with  that  feature 
later? 

Mr.  Williams.  Probably. 

Representative  Mills.  Have  you  any  objection  to  the  figures 
going  into  the  record  at  this  time  as  to  some  of  the  intervening  dates! 

Mr.  Williams.  I  am  not  a  member  of  this  committee.  Congress- 
man, and  it  is  not  my  business  to  pass  upon  that. 

The  Chairman.  If  Mr.  Mills  desires  to  put  in  the  intervening 
fibres  showing  what  the  situation  is  from  month  to  month,  I  do  not 
tmnk  there  should  be  any  objection. 

Mr.  Williams.  I  certainly  have  none. 

The  Chairman.  Certainly.     What  we  wish  is  the  facts. 

Representative  Mills.  I  have  them  from  month  to  month.  It 
seems  to  me  this  would  be  the  appropriate  place,  and  I  would  like  to 
read  into  the  record  the  following  figures : 

On  the  15th  of  January,  1920,  the  total  loans  and  earning  assets  of 
the  Federal  reserve  banks  amounted  to  about  $3,000,000,000.  This 
was  increased,  until  the 

Mr.  Williams.  May  I  suggest  that  if  we  are  making  a  record  it 
would  be  better,  instead  of  saying  '*  about"  to  give  the  exact  figures 
I  have  endeavored  to  give  the  exact  figures,  which  I  have  gotten 
from  the  Eederal  Reserve  Bulletin. 

Representative  Mills.  I  have  only  the  approximate  amounts  here, 
and  it  appears  that  they  are  the  approximate  amoimts. 

Senator  Robinson.  Where  were  tnese  figures  obtained  ? 

Representative  Mills.  These  figures  were  obtained  from  the 
governor  of  the  Federal  Reserve  Board.  It  may  be  more  appropriate 
to  wait  until  the  governor  appears. 

On  the  5th  of  November  they  amounted  to  $3,400,000,000. 

On  January  15,  1920,  the  circulation  of  Federal  reserve  notes  out- 
standing was  $2,800,000,000,  approximately.  They  increased  until 
it  reached  the  peak  on  December  24,  1920,  of  $3,400,000,000. 

Representative  Sumners.  Those  are  excerpts  from  a  statement 
made  by  the  governor  of  the  Federal  Reserve  Board  ? 

Representative  Mills.  Yes;  from  a  statjBment. 

I  will  present  the  detailed  figures,  which  I  have  here,  Mr.  Chairman, 
to  be  inserted  at  this  point.    The  statement  is  as  follows: 
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The  Chairman.  Proceed,  Mr.  Williams. 

Mr.  Williams.  At  this  point  may  I  refer  to  the  suggestion  which 
I  understood  Congressman  Mills  to  make  at  the  morning  session? 
If  I  misunderstood  him,  I  hope  he  will  correct  me.  I  understood 
him  to  say  that  it  was  not  the  duty  or  fimction  of  the  Federal  reserve 
bank  in  New  York  to  inquire  of  the  borrowing  banks  there  what 
they  did  with  their  money  which  they  borrowed 

Kepresentative  Mnxs.  Oh,  no;  I  did  not  say  that.  I  suggested 
that,  m  view  of  the  great  number  of  transactions  carried  on  mrough 
the  course  of  the  day  between  the  Federal  reserve  banks  and  one  of 
these  large  New  York  banks,  as  a  practical  matter,  it  was  almost 
impossible  for  them  to  ascertain  in  each  individual  case  for  what 
purpose  the  money  so  obtained  would  be  used. 

Mr.  Williams.  I  have  in  my  hand  a  circular  sent  out  by  the  Fed- 
eral reserve  bank  of  Richmona  under  date  of  July  23,  1921,  in  which, 
under  the  head  of  *' Advances  on  the  new  cotton  crop,"  there  ap- 
pears to  be  a  reference  to  a  rulinjg  of  the  board.  This  statement  is 
printed  in  capitals,  and  says  [reading] : 

Under  a  ruling  of  the  board  embodied  in  its  announcement  Federal  reserve  banks 
•re  authorized  in  the  present  urgent  and  abnormal  situation  to  discount  for  their 
member  banks  paper  owned  and  indorsed  by  nonmember  banks  when  offered  and 
indorsed  bv  the  member  banks.  Such  paper  must  be  in  the  form  of  notes,  drafts,  or 
bills  of  exdiange  issued  or  drawn  under  the  terms  of  the  Federal  reserve  act  and  the 
regulations  of  the  board  ''for  the  harvesting  and  orderly  marketing  of  the  coming 
cotton  crop,"  and  must  be  accompanied  by  a  signed  statement  by  the  maker  or  drawer, 
eitho'  on  the  paper  itself  or  on  an  attached  sup,  that  the  proceeds  have  been  used 
or  are  to  be  used  for  harvesting  or  marketing  the  new  cotton  crop. 

That  seems  to  be  a  very  specific  requirement. 
Representative  Mills.  Wnat  are  you  reading  ? 
Mr.  Williams.  This  is  a  circular  issued  by  the  governor  of  the 
Federal  reserve  banks  of  the  Richmond  district. 
The  Chairman.  I  think  we  might  put  in  that  whole  circular. 
Mr.  Williams.  The  next  paragrapn  says  [reading] : 

The  Federal  reserve  bank  of  Richmond  reseves  the  right  and  the  authority  now,  as 
heretofore,  to  determine  the  limit  of  credit  which  may  be  reasonably  and  with  pru- 
dence and  safety  extended  to  any  bank  under  any  conditions  and  to  determine  the 
acceptability  of  the  pai)er  offered. 

I  understood  the  suggestion  to  be  made  at  the  morning  meeting 
that  paper  offered  in  New  York  should  be  or  is  almost  automatically 
taken  if^it  is  eligible. 

Representative  Mnxs.  You  entirely  misunderstood  me,  if  you  got 
anv  such  impression  from  what  I  said. 

Mr.  Williams.  I  am  glad  to  be  corrected. 

Representative  Mills.  I  said  that  I  assumed  that  the  New  York 
bank  would  and  does  follow  sound  banking  practice  in  that  matter. 

Mr.  WiLLLLMS.  What  I  have  quoted  is  from  a  reserve  bank  circular 
dated  July  23,  1921. 

The  Chairman.  I  suggest  that  the  entire  circular  be  insert  d  in 
the  record,  and  in  order  that  the  record  may  be  complete,  I  have 
here  a  copy  of  the  Federal  Reserve  Board's  statement  which  is  re- 
ferred to  in  the  Richmond  bank's  statement,  and  I  would  like  to 
have  that  inserted  also. 
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(The  circular  of  July  23,  1921,  submitted  by  Mr.  Williams  and  the 
statement  of  the  Federal  Reserve  Board  submitted  by  the  chainnan 
are  here  printed  in  full,  as  follows:) 

Federal  Reserve  Bank  of  Richmond. 

financing  the  new  cotton  crop. 

July  23, 1921. 
To  the  memhen  of  the  Federal  reserve  bank  of  Richmond: 

A  conference  was  held  in  Washington  on  July  19,  between  the  Federal  Resen-c 
Board  and  the  ^vemors  of  the  Federal  reserve  banks  of  Richmond,  Atlanta,  St. 
Louis,  Kansas  City,  and  Dallas  to  review  the  credit  situation  in  the  districts  served 
by  these  banks  and  determine  what  further  credit  assistance  would  be  needed  and 
could  reasonably  be  extended  in  harvesting  and  marketing  the  growing  cotton  crop. 
We  inclose  a  copy  of  the  announcement  of  the  board  at  the  conclusion  of  the  con- 
ference. 

As  the  outcome  of  this  conference,  we  are  issuing  this  general  letter  to  our  members, 
defining  the  attitude  of  this  bank  toward  cotton  loans  and  cotton  paper,  with  special 
reference  to  the  growing  crop,  involving  probably  further  extension  of  credit  both  for 
the  making  and  the  orderly  marketing  of  the  crop. 

MAKING   AND  HARVESTING   THE   CROP. 

It  is  the  opinion  of  this  bank  that  whatever  additional  advances  may  be  legitimately 
needed  for  cultivating  and  harvesting  the  crop  should  be  freely  made  by  member 
banks,  in  their  discretion  and  with  protection.  .Paper  created  for  the  purpose  is 
eligible  for  discoimt  imder  the  act,  and  it  would  be  poor  business  policy  to  withhold 
credit  for  these  purposes.  Acceptable  paper  of  this  nattu'e,  offered  with  specific 
explanation  of  the  purpose  for  which  it  was  created,  will  be  taken  in  addition  to  a 
line  of  credit  already  granted. 

MARKETING. 

Xotes,  drafts,  and  bills  of  exchange  secured  by  staple  agricultural  products,  or 
other  goods,  wares,  or  merchandise,  when  drawn  for  agricultural,  industrial,  or  com- 
mercial purposes,  but  not  for  investment  or  speculative  purposes,  are  eligible  for  dis- 
count under  the  act. 

Under  this  provision  it  has  always  been  the  position  of  the  Federal  reserve  bank 
of  Richmond,  governed  by  the  regulations  of  the  board,  that  notes  secured  by  proper 
warehouse  receipts  for  cotton,  the  warehouses  being  responsible  and  independent 
of  the  owner  of  the  product,  are  eligible  for  discount  when  drawn  under  the  condi- 
tions above  quoted  and  running  not  longer  than  90  days  from  the  date  of  discount. 

The  provisions  of  the  act  are  sufficiently  broad  and  liberal  for  the  orderlv  mar- 
keting of  cotton  or  other  agricultural  products,  and  the  resources  of  the  I'ederal 
reserve  banks  are  ample  and  available  when  used  for  that  purpose. 

When,  however,  haxHng  discoimted  paper  secured  by  staple  agricultural  products. 
or  other  goods,  wares,  or  merchandise,  it  becomes  evident  that  the  purpose  of  the 
owners  is  to  hold  them  off  the  market  indefinitely,  or  for  a  predetermined  price, 
there  being  a  market  to  take  them,  then  such  paper  ceases  to  be  eligible  for  discount 
by  Federal  reserve  banks,  although  it  may  still  he  a  proper  investment  for  member 
banks. 

RENEWING   PAPER. 

Federal  reserve  banks  may  not,  therefore,  under  the  law  become  parties  to  any 
understanding  or  agreement  to  renew  paper  or  to  carry  it  bej^ond  the  time  specified 
by  the  act.  At  the  same  time,  all  paper  is  not  necessarily  ineligible  because  it  is 
renewal  paper. 

UNE8  OF  CREDIT. 

Under  the  act  Federal  reserve  banks  are  not  limited  in  the  amount  of  eligible  paper 
which  they  may  discount  for  a  member  bank  except  as  to  the  limit  of  paper  bearing 
the  signature  or  indorsement  of  any  one  borrower  (which  is  well  known  to  members); 
the  ''line"  is  left  to  the  discretion,  judgment,  experience,  and  prudence  of  the 
Federal  reserve  bank.  There  is,  therefore,  no  fixed  line  for  any  member  bank,  but 
section  4  of  the  act  requires  that  the  board  of  directors  of  Federal  reserve  banks  ''shall 
administer  the  affairs  of  the  bank  fairly  and  impartially  and  without  discrimination 
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in  &vor  of  or  against  any  member  bank  or  banks,  and  shall,  subject  to  the  provision 
of  the  law  and  the  otden  of  the  Federal  Reserve  Board,  extend  to  each  memoer  bank 
sach  discounts,  advances,  and  acconmiodations  as  may  be  safely  and  reasonably 
made,  with  due  regard  for  the  claims  and  demands  of  other  member  banks." 

The  endeavor  has  always  been  made  to  extend  accommodation  to  a  member  bank 
acoffding  to  the  measure  of  its  necessities^  and  Uie  application  of  this  policy  in  this 
district  will  be  illustrated  further  on  in  this  letter. 

The  inquiry  is  occasionally  made  whether  a  certain  class  of  discounted  paper  can  be 
omitted  from  a  bank's  regular  line.  As  stated  above,  and  as  will  be  her^ifter  shown, 
thoe  is  no  ''regular  line'^  for  anv  bank,  but  under  the  act  all  ''discounts,  advances, 
and  accommooations''  to  a  bank  must  be  taken  into  account  "with  due  regard  for 
the  claims  and  demands  of  other  member  banks." 

No  paper  may  be  discounted  without  the  indorsement  of  a  member  bank.  It  is 
liable  for  all  paper  discounted  in  any  event,  and  that  liability  must  be  taken  into  ac- 
count,  as  well  as  its  equitable  share  of  the  resources  of  the  reserve  bank. 

In  order  to  measure  the  relative  amount  of  accommodation  extended  to  each  mem- 
ber bank,  and  for  the  equitable  application  of  graduated  or  proeressive  discount  rates, 
provided  for  in  section  14  of  the  act,  as  an^ended,  a"  basic  line  was  fixed.  This  line 
was  determined  upon  the  only  fair  and  logical  basis;  that  is,  upon  the  lending  power 
contributed  to  the  Federal  reserve  bank  bv  the  reserve  deposit  and  capital  subscrip- 
tion of  each  member  bank.  Even  under  that  definition,  no  limit  to  the  amount  of 
advances  to  any  bank  was  fixed.  It  was  simply  provided  that  a  graduated  rate  when 
applied  should  be  applied  to  the  amount  loaned  beyond  this  "basic  line. '' 

The  Federal  reserve  bank  of  Richmond  has  never  applied  the  progressive  rate,  the 
application  thereof  being  left  to  each  reserve  bank,  subject  to  review  and  determi- 
nation  by  the  board.  The  "basic  line''  has  only  been  used  by  this  bank  as  a  yard- 
stick, to  show  a  borrowing  bank  what  "line"  it  miffht  be  legitimately  entitled  to 
receive  and  what  relative  proportion  of  the  reserve  bank's  resources  it  was  using.  The 
discount  rate  of  this  bank  nas  never  been  above  6  per  cent. 

Judgment,  experience,  and  knowledge  of  the  conditions  surrounding  a  bank,  and 
the  reserve  position  of  the  Federal  reserve  bank  itself,  therefore,  determine  the  line 
-which  may  oe  safely  and  reasonably  given  any  bank,  with  due  regard  to  the  claim 
of  other  banks. 

AXLEGBD  CRBDrr  RESTRICTION  IN  THE  COTTON  STATES. 

Criticisms  of  the  credit  policy  of  Federal  reserve  banks  are  still  current  and  even 
runpant.  They  are  possibly  most  frequent  in  the  South,  and  more  liber^  credit  has 
been  uiged  for  southern  agricultural  interests.  The  five  reserve  banks  in  the  cotton 
States  are  lending  their  members  $457,000,000,  which  is  26  per  cent  of  tiie  loans  of  the 
entire  reserve  system.  The  total  loans  of  these  five  reserve  tMuiks  to  their  members  ex- 
ceed their  reserve  deposits  by  $19^,000,000,  whereas  the  reserve  deposits  of  the  other 
seven  reserve  banks  exceed  their  loans  by  $118,000,000. 

If  loans  to  farmers  are  restricted,  it  is  not  done  by  the  reserve  banks,  nor  is  it  the 
result  of  any  poUcy  adopted  by  the  reserve  banks.  The  act  and  the  regulations  of  the 
bosrd  define  the  character  ana  terms  of  paper  which  may  be  taken  by  reserve  banks. 
Tfaey  lend  the  money  to  their  members,  and  they  discount  the  classes  of  eli^gible  paper 
offered  by  their  members.  The  greater  portion  of  the  money  loaned  in  this  district  is 
tied  up  with  agriculture  in  one  way  or  another. 

The  two  cotton  States  of  this  district  are  North  and  South  Carolina.  Virginia  grows 
very  little  cotton.  This  bank  is  lending  to  members  in  NorUi  Carolina  1^5,000,000, 
which  is  411.7  per  cent  of  their  reserve  deposits.  It  is  lending  to  South  Carolina 
memberB  $21,000,000.  which  is  525.5  per  cent  of  their  reserve  deposits.  In  addition  to 
this  the  member  banks  of  these  two  States  are  borrowing  $13,000,000  from  other  banks, 
which  obtain  the  funds  from  the  Federal  reserve  banks.  Measure  this  by  the  situation 
with  the  seven  reserve  banks  outside  of  the  cotton  States,  which  have  reserve  deposits 
exceeding  their  loans  by  $118,000,000.  The  volume  of  loans  to  these  two  cotton  States, 
146,000,000  directly  by  the  Federal  reserve  bank  (A  Richmond  and  $13,000,000  kiyeEt 
other  banks,  can  be  further  gauged  by  the  statement  that  it  is  more  than  half  the  maxi- 
mum amount  which  all  the  national  banks  of  the  country  ever  borrowed  at  any  one 
time  prior  to  1914,  or  before  the  Federal  reserve  banks  were  established.  This  bank 
10  lending  to  some  of  its  member  banks  ten  to  fifteen  times  the  amount  of  their  reserve 
deposits  m  order  to  meet  their  apparent  necessities. 
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ADVANCES    ON    THE    ^BW    COTTON     CROP. 

Under  the  conditionB  hereinbefore  set  forth,  and  under  the  terms  of  the  Federal 
reserve  act  and  the  regulations  of  the  board,  tne  Federal  reserve  bank  of  Richmond 
will  make  further  advances  for  making  and  gathering  the  growing  crop,  and  will  dis- 
count for  its  members  eligible  paper  secured  by  warehouse  receipts  for  new  cotton  at 
80  per  cent  of  the  market  value  at  the  time  loans  are  made,  to  be  kept  good,  and  will 
discount  acceptable  trade  acceptences  of  mills  for  cotton  purchased  and  intended  for 
consumption  and  bankers*  acceptances  based  on  new  cotton  and  made  under  the 
regulations. 

under  a  ruling:  of  the  board  embodied  in  its  announcement,  Federal  reserve  banks 
are  authorized  in  the  present  urp:ent  and  abnormal  situation  to  discoimt  for  their 
member  banks  paper  owned  and  indorsed  by  monmember  banks  when  offered  and 
indorsed  by  the  member  banks.  Such  paper  must  be  in  the  form  of  notes,  drafts,  or 
bills  of  excbange,  issued  or  drawn  under  the  terms  of  the  Federal  reserve  act  and  the 
regulations  of  the  Board  ''for  the  harvesting  and  orderly  marketing  of  the  coming 
cotton  crop,"  and  must  be  accompanied  by  a  signed  statement  by  the  maker  or  drawer, 
either  on  the  paper  itself  or  on  an  attached  slip,  that  the  proceeds  have  been  used  or 
are  to  be  used  for  harvesting  or  marketing  the  new  cotton  crop. 

The  Federal  reserve  bank  of  Richmond  reserves  the  right  and  the  authority  now, 
as  heretofore,  to  determine  the  limit  of  credit  which  may  be  reasonably  and  with 
prudence  and  safety  extended  to  any  bank  under  any  conditions,  and  to  determine 
the  acceptability  of  the  paper  offered. 

The  reserve  banks  of  the  cotton  States  can  adeouately  provide  for  the  gathering  and 
orderly  marketing  of  the  new  crop  with  the  full  cooperation  of  all  member  banks. 
To  make  this  aid  thoroughly  effective,  member  banks  will  be  compelled  to  take  mea- 
sures to  provide  for  the  sinall  cotton  producer,  both  in  completing  his  crop  and  in 
order  that  he  may  not  suffer  by  having  to  sell  his  cotton  immediately  upon  gathering 
it  should  there  not  be  a  satisfactory  market  at  the  time.  The  proceeds  of  such  ad- 
vances on  new  cotton  should  be  used  to  liouidate  current  indebtedness  where  pos- 
sible in  order  to  give  vitality  to  credit.  It  snould  be  obvious  that  business  can  not 
move  and  be  kept  moving  imless  cotton  is  sold  as  the  market  wiU  take  it. 

Respectfully, 

Gborob  J.  Seat,  Governor. 


Borrowings  of  member  hankSy  by  States. 


Maryland 

WestVirrinia 

District  o!  Colombia 

Virginia 

North  Carolina 

South  Carolina 

Total 


Borrowings, 
Dec.  31,1^. 


629,417,000.00 

l,186,00a00 

4, 852,00a  00 

43,316,00a00 

27,870,00a00 

23,877,000.00 


130,518,00a00 


Borrowings, 
June  30, 1^1. 


127,177,504.14 
5,291,021.18 
3, 252, 78a  31 
43,048,131.13 
25,505,154.03 
21,248,579.59 


126, 123, 20a  38 


Reserve  de- 
posits, 
June  30, 1921. 


$14,263,499.03 
7,063,883.45 
6,683,612.05 
14,544,562.02 
6, 194, 550. 26 
4,043,402.51 


52,793,519.22 


Batioof 
borrow- 
ings to 


deposits, 

June  30, 

1921. 


Percent. 

190.5 

74.9 

18.7 

aoai 

411.7 
525.6 


238.9 


Number  of  banks  borrowing  June  30, 1921,  393. 
Number  of  banks  not  borrowing  June  30, 1921,  225. 

Total  bills  disamnted  by  Federal  reserve  batiks  J\dy  13, 19tl. 


Bills  dis- 
counted. 

Reserve 
deposits. 

Richmond , 

$122,429,000 
100,821,000 
81,608,000 
78,306,000 
74,426,000 

$52,027,000 
43,696,000 
58,702,000 
67,946,000 
42,960,000 

Atlanta 

St.Louis 

Kansas  City 

Dallas ....'....»x»xxx»xaa.x    ^      ^    *    ^ 

457,650,000 

265^421,000 
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Forecast  of  the  girowmg  coUon  crop  by  the  Department  of  Agriculture,  July  i,  19fl, 

bydistrtctx. 

^  Bales. 

Richmond 1,416,000 

Atkttta 1,841,000 

St  Louis 1, 517, 000 

KauflasCity 555,000 

Dallas 3,017.000 

San  Francisco 81,000 

Totid  estimated  crop......... 8,433,000 


Federal  Reserve  Board — Statement  for  the  Press. 
(For  release  in  morning  papers,  Wednesday,  July  20, 1021.] 

In  view  of  the  vital  importance  of  the  problems  incident  to  the  harvesting  and 
inari[etin^  of  the  coming  cotton  crop,  the  Federal  Reserve  Board  to-day  held  a  con* 
ference  with  the  governors  of  the  Federal  reserve  banks  of  Richmond,  Atlanta,  St  Louis 
Kansas  C^ty,  and  Dallas,  the  banks  located  in  or  brought  in  closest  touch  with  the 
nianber  bajikB  in  the  cotton  States,  for  the  purpose  of  reviewing  the  credit  situation 
in  these  States  and  determining  what  further  credit  will  be  needed  to  facilitate  the 
harvesting  and  orderly  marketing  of  this  crop. 

At  the  present  time  the  five  reserve  banks  in  question  are  lending  to  their  members 
1457,000,000,  or  more  than  26  per  cent  of  the  loans  of  the  entire  svstem,  the  Richmond 
bank  borrowing  from  other  reserve  banks  $20,000,000,  and  the  Dallas  bank  borrowing 
116,000,000  for  that  purpose.  The  total  loans  of  these  five  reserve  banks  to  their  mem- 
bers exceed  their  reserve  deposits  by  $192,000,000,  whereas  the  reserve  deposits  of 
the  other  seven  reserve  banks  exceed  their  loans  to  their  members  by  $118,0(X),000. 

The  amount  now  loaned  by  these  reserve  banks  to  their  members  is  four  and  one- 
half  times  the  amount  borrowed  at  anv  one  time  by  aJJ  the  national  banks  of  the 
country  |^or  to  1914,  or  before  the  establishment  of  the  Federal  reserve  system. 

The  Federal  Reserve  Board  and  the  governors  of  the  Federal  reserve  banks  announce 
that  the  Federal  reserve  banks,  in  addition  to  credits  already  extended,  are  able 
and  stand  ready  to  extend  further  credit  for  the  purpose  of  harvesting  and  marketing 
the  coming  crop,  in  whatever  amount  may  legitimately  be  required,  either  directiy 
to  ^eir  memb^  banks  or  under  a  ruling  now  issued  by  the  Federal  Reserve  Board, 
iiufirectlv  to  nonmember  banks  acting  throu£[h  the  i^ency  and  with  the  indorsement 
of  a  member  bank .  These  loans  will  be  madeby  the  J*  edetal  reserve  banks  upon  notes, 
<haftB,  and  billn  of  exchange  issued  or  drawn  in  accordance  with  the  terms  of  the 
Fedeial  reserve  act  and  the  rejplations  of  the  Federal  Reserve  Board,  for  the  harvesting 
orderly  marketing  of  the  coming  cotton  crop. 

In  order,  however ^  that  these  rediscount  facilities  of  the  Federal  reserve  banks  may 
be  made  fuUy  effective,  it  will  be  necessary  that  member  banks  in  the  cotton  States 
place  their  loaning  &tciuties  freely  at  the  cusposal  of  cotton  producers  and  dealers  in 
their  respective  localities  with  the  knowledge  and  assurance  that  the  Federal  Reserve 
Board  and  the  Federal  reserve  banks  rec<^7uze  the  urgency  of  rendering  all  proper 
sflBistance  to  these  important  interests  during  such  abnormal  times. 

Mr.  Meyer,  managing  director  of  the  War  Finance  Corporation,  who  attended  the 
confermce,  reviewed  the  activities  of  the  War  Finance  Corporation  in  making  loans 
for  finanmng  cotton  for  immediate  and  future  export.  Gov.  Strong,  of  the  Federal 
Reserve  Bank  of  New  York,  and  representatives  of  certain  New  York  member  banks, 
were  also  invited  to  the  conference  to  discuss  the  necessity  or  advisability  of  having 
vaiiooB  conim^cial  banks  throng  the  country  establish  a  fund  for  the  purpose  of 
making  loans  upon  cotton.  In  view  of  the  conclusions  reached  by  the  conference  as* 
to  the  abiUty  of  the  Federal  reserve  banks  effectively  to  take  care  of  all  of  the  legiti- 
Qttte  requirements  of  the  cotton  interests,  it  was  felt  that  the  establishment  of  such  a 
fond  at  this  time  is  neither  necessary  nor  advisable.  Gov.  Strong  stated^  however, 
that  he  had  received  assurances  from  a  number  of  important  banking  institutions  in 
New  York  City  that  if  the  facilities  now  offered  by  the  Federal  reserve  banks  and  the 
War  Finance  Corporation  should  prove  to  be  inadequate,  they  will  cooperate  in  the 
establiflhment  of  a  cotton-loan  fund  in  whatever  amount  tne  situation  might  demand. 

Washinoton,  D.  C,  July  19, 1921. 
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Mr.  Williams.  Mr.  Chairman,  I  should  like  at  this  point  to  read  a 
portion  of  a  press  statement  which  I  gave  out  as  Comptroller  of  the 
Currency  on  July  31,  1920: 

Those  inclined  to  peasimifltic  views  as  to  our  financial  situation  probably  do  not 
know,  or  do  not  appreciate,  the  imm^isely  si^cnificant  fact  that  our  Federal  reserve 
banks  have  at  this  time  an  unused  lending  power  of  1750,000,000,  and  that  if  occamon 
required  the  board  could,  by  waiving  reserve  requirements  on  deposit  and  notes 
only  10  per  cent,  increase  the  unused  lending  power  to  two  and  one-half  billion  dollars, 
which  is  twenty-five  times  as  much  as  all  the  national  banks  of  the  country  (which 
constitute  a  laige  majority  of  the  membership  of  the  reserve  system)  were  ever  bor- 
rowing at  any  one  time  on  bills  payable  and  rediscounts  prior  to  1913,  the  mayimiim 
of  such  borrowings  at  any  time  up  to  1913  having  been  only  $100,000,000. 

In  the  face  of  such  figures  and  facts  as  these  the  fear  exj^ressed  in  some  sections 
that  there  may  not  be  money  enough  available  to  move  the  crops  seems  manifestly 
absurd.  It  will  be  recalled  that  in  1913^  before  the  establishment  of  the  Federal 
reserve  system,  the  stringency  and  uneasmess  which  prevailed  at  crop-moving  time 
was  instantly  relieved  by  the  announcement  of  Secretary  McAdoo  that  the  Govern- 
ment was  prepared  to  deposit  $50,000,000  of  cash  in  the  banks  in  the  South  and  West 
to  help  move  crops.  The  Federal  reserve  banks  can  at  this  time,  as  I  have  shown 
above,  based  upon  their  present  gold  reserve,  supply  fifteen  times  as  much  as  the 
$50,000,000,  which  was  so  effective  in  1913,  wholly  without  waiving  or  reducing  their 
reserve  requirements. 

It  is  also  reassuring  to  know  that  this  imused  lending  power  of  the  Federal  reserve 
banks  is  twice  as  great  as  the  aggregate  amount  of  all  the  emergency  currency  issued 
in  1914  upon  the  outbreak  of  the  European  war,  involving  the  greatest  financial  crisis 
in  the  world's  history.  Such  fibres  as  these  ought  to  be  sufficient  to  allay  fears  enter- 
tained by  pessimists  as  to  the  financial  condition  of  the  country  at  this  time. 

With  a  sane  settlement  of  present  labor  troubles  and  the  restoration  of  the  old-time 

efficiency  of  labor,  and  the  stabilization  which  it  is  hoped  the  forthcoming  rate  decision 

of  the  Interstate  Commerce  Commission,  together  with  more*  scientific  administration 

'  and  less  stock  juggling  in  railroad  management  will  bring  about,  the  business  outiook 

for  this  country  will  be  extremely  bright. 

I  will  also  add  that  there  is  not  and  has  not  been,  in  my  judgment,  the  least  justifica- 
tion for  the  excessive  and  burdensome  interest  rates,  running  up  to  10,  12,  and  15  per 
cent  and  higher,  which  have  been  exacted  by  some  of  the  bauKs  in  New  York  City , 
the  principal  financial  center  of  our  country.  New  York  is  the  onlv  city  of  conse- 
quence in  the  world  where  such  interest  rates  exist  and  are  tolerated.  They  do  not 
prevail  in  London  or  Paris,  Berlin  or  Rome,  Peking,  Hongkong,  or  Tokyo,  or  in  any 
of  the  leading  cities  of  our  own  country,  San  Francisco,  St.  Louis,  Kansas  City,  New 
Orleans,  Atlanta,  Dallas,  Chicago,  Minneapolis,  Cleveland,  Richmond,  Baltimore, 
Philadelphia,  or  Boston. 

These  excessive  interest  rates  and  the  publicity  ^ven  them  have  increased  the  un- 
easiness in  financial  circles  and  have  been  a  contributing  cause  rather  than  a  conse- 
quence of  the  upsetting  of  security  values,  and  of  the  excessive  and  unjust  rates  which 
corporations  and  others  have  been  required  to  pay  for  money  in  recent  months.  The 
banks  which  have  charged  their  customers  these  excessive  rates— at  times  as  hi^h  as 
15  per  cent  or  more — have  themselves  at  the  same  time  been  liberally  accommodated 
with  millions  of  dollars  by  the  Federal  reserve  banks  at  average  rates  of  considerably 
les^  than  6  per  cent. 

Upon  the  publication  of  that  statement,  a  portion  of  which  I  have 
read,  I  was  informed  that  the  Federal  Reserve  Board  received  a 
communication  from  some  officer  of  the  ^^ederal  reserve  bank  of  New . 
York  protesting  against  my  press  statement.    The  following  corre- 
spondence ensued: 

Here  is  a  letter  which  Qoy.  Harding,  of  the  Federal  Reserve  Board, 
addressed  to  Mr.  Jay,  chairman  of  the  board  of  the  Federal  Reserve 
Bank  of  New  York,  and  furnished  me  a  copy: 

August  4,  1920. 
Dear  Mr.  Jay:  Your  letter  of  the  3d  instant,  relating  to  the  statement  recently 
made  by  the  Comptroller  of  the  Currency,  was  brought  to  the  attention  of  the  Federal 
Reserve  Board  at  llie  meeting  this  morning.  The  comptroller  does  not  agree  with 
the  views  expressed  in  your  letter.  He  stated  that  his  statement  was  made  entirely 
upon  his  own  responsibility  and  that  it  was  not  shown  to  any  member  of  the  board 
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beiore  publicatioii.  He  takes  the  positioii  that  he  wac  making  m^ ely  a  statement 
ef  fact  and  tha.t  there  is  nothing  in  his  statement  to  justify  the  conclusions  that  the 
board  is  contemplating  reducing  resole  requirements. 

A  representative  of  we  Wall  Street  Journal  telephcmed  me  about  2  o'clock  yesterday 
afteEDoon  and  stated  that  a  rumor  was  current  in  financial  circles  in  New  York  that 
the  board  was  about  to  reduce  reserve  requirements  to  30  per  cent.  I  answwed  the 
inquiry  in  the  following  words:  ''The  board  has  not  considered  such  a  proposition 
at  all." 

As  the  rates  of  interest  charged  on  call  loans,  you  may  remember  that  the  board 
some  time  ago  replied  to  a  Senate  resolution  on  tms  subject  and  attached  to  its  letter 
a  memorandum  prepared  at  its  request  in  your  office.  Tne  minutes  of  the  board  show 
that  the  draft  of  the  reply  and  the  memorandum  were  considered  by  the  board  at  a 
meeting  at  which  the  comptroller  was  present,  and  there  is  no  record  of  any  objection 
on  his  part.  It  is  not  clear,  however,  from  the  comptroller's  statement  that  his 
reference  was  made  entirely  to  call  loans. 

In  accordance  with  his  request  a  copy  of  your  letter  has  been  sent  to  the  comptroller. 
Very  truly,  yours, 

,  Governor, 

Mr.  Pierre  Jay, 

Chairman  Federal  Reeerve  Bank. 

New  York  CUy. 

Here  is  a  letter  which  was  addressed  by  me  on  the  same  date  to 
Gov.  Harding: 

August  4,  1920. 
My  Dear  Governor:  I  thank  you  for  bringing  to  my  attention  Mr.  Jay's  letter  to 
you  of  yesterday. 

As  neither  the  action  of  the  Federal  Reserve  Board  nor  the  comptroller's  office  are 
subject  to  review  by  reserve  bank  directors,  I  am  sure  you  will  excuse  me  from  com- 
menting upon  Mr.  Jay's  letter  further  than  to  note  his  obvious  embarraesment  in 
blowing  hot  and  cold  with  the  same  breath,  and  to  express  some  regret  that  he  should 
apparently  feel  it  incumbent  to  maintain,  so  consistently,  an  attitude  of  petulant  and 
ifl-ad vised  criticism  towards  this  bureau. 
Sincerely,  yours, 
_  John  Skelton  Williams. 

Hon.  W.  P.  G.  Harding, 

Governor  Federal  Reserve  Board. 


Treasury  Department, 
Washington,  AiLgust  4y  19t0. 

My  Dear  Governor  :  Since  my  note  to  you  of  this  afternoon  I  have  had  the  pleasure 
of  receiving  from  you  a  copy  of  your  letter  of  even  date  to  Mr.  Jay. 

In  your  letter  to  Mr.  Jay  you  say,  inter  alia: 

You  may  remember  that  the  board  some  time  ago  replied  to  a  Senate  resolution  on 
this  subject  (interest  rates)  and  attached  to  its  answer  a  memorandum  prepared  at 
its  request  in  your  office.  The  minutes  of  the  board  show  that  the  draft  of  the  reply 
Md  memorandum  were  considered  by  the  board  at  a  meeting  at  which  the  comptroller 
was  present,  and  there  is  no  record  of  any  objection  on  his  part." 

I  think  you  will  also  recall,  Governor,  that  the  board,  in  transmitting  to  the  Senate 
the  "memorandum"  which  you  referred  to  as  having  been  prepared  in  Mr.  Jay's 
office,  was  scrupulously  careful  not  to  adopt,  as  its  own,  the  conclusions  and  arguments 
of  Ae  Jay  memorajidum,  and  I  am  also  sure  that  you  will  remember  that  my  own 
position  as  to  high  interest  rates  in  New  York  City  for  many  months  past  has  been  an 
entirely  consistent  one. 

In  my  letter  to  you  of  this  afternoon  I  spoke  of  Mr.  Jay  blowing  hot  and  cold  with 
the  same  breath.  As  an  illustration  of  this  I  invite  your  attention  to  the  two  following 
paragraphs  from  Mr.  Jay's  letter  to  you  of  August  3.     In  referring  to  my  press  statement 

''The  effect  of  this  ii  to  create  an  impression  that  there  is  an  abundance  of  credit 
and  to  embarrass  the  efforts  of  this  bank  and  its  member  banks  who  are  intelligently 
and  discriminately  cooperating  with  us  to  bring  about  a  reduction  of  the  less  needed 
creditB." 

Mr.  Jay  there  charges  my  statement  as  being  too  optimistic.  A  few  paragraphs 
later  he  tacka  and  says  that  the  effect  of  my  statement  is  not  *'  to  decrease  out  rather 
to  increase  uneaaineeB,"  his  language  being  as  follows: 


Digitized  by 


Google 


M2P.i  ••'•".:  *'*jMHttCUL3i«UkL  IJ^QUIBY. 

:•: .':  •••     :  :  •.:.'•••.• 

''At  a  time  like  the  pfeeent,  when  prices  are  failing  and  we  are  entering  a  leMon 
when  credit  UBually  is  somewhat  tense,  such  a  presentation  to  the  public  temper  by 
one  of  the  highest  nnancial  officials  of  the  Government,  however  much  he  seeks  to 
allay  uneasiness  of  showing  the  immense  potential  lending  power  of  the  Federal  Re- 
serve System,  does  not  tend,  in  my  opinion,  to  decrease  out  rather  to  inc^-ease  un- 


Personallv  the  subject  hardly  seems  to  me  to  be  worthy  of  further  attention  from 
the  board,  but,  as  Mr.  Jay's  letter  was  read  at  to-day's  meeting,  perhaps  it  may  be 
well  for  you  to  submit  to  the  board,  for  its  information,  this  letter,  with  my  note  ol 
this  afternoon. 

Sincerely,  yours, 

John  Skxltok  Williams. 
Hon.  W.  P.  G.  Harding, 

Chvemor  Federal  Reserve  Board, 

AuousT  6, 1920. 
Mr.  Pierre  Jay, 

Chairman  Federal  Reserve  Banib,  New  York,  N.  Y, 

Dear  Mr.  J  at:  Gov.  Harding  brought  to  my  attention  day  before  yesterday  a 
letter  just  received  from  you  in  which  you  indulge  in  what  seems  to  me  quite  unwar- 
ranted criticism  of  my  press  statement  of  Saturday. 

Upon  receiving  from  Gov.  Harding  a  copy  of  your  letter,  I  wrote  him  a  note,  of 
which  I  beg  leave  to  hand  you,  with  this,  a  copy.  On  being  fiunished  by  bim  sub- 
sequently with  a  copy  of  his  reply  to  you  of  August  4,  I  sent  the  governor  another 
note  of  which  I  also  nand  you,  with  this,  a  copy  for  your  information. 

As  I  am  entirely  satisfied  as  to  the  timeliness  and  complete  propriety  of  my  pub- 
lished statement,  it  is  needless  to  discuss  it.  But  I  think  it  may  be  in  order  for  me  to 
state  that  my  own  views  on  the  subject  are  confirmed  by  numerous  voluntary  expres- 
sions of  commendation  which  this  office  has  received  from  various  directions,  nrom 
men  of  soundest  judgment. 

For  example,  the  president  of  one  of  the  largest  national  banks  in  the  country— 
whose  bank  is  not  a  nundred  miles  from  your  office — in  indorsing  strongly  my  press 
Rtatement,  also  said  emphatically  that  the  banks  in  exacting  the  interest  rates  which 
I  criticized  were  pursuing  a  *  short-sighted  policy,  based  on  ignorance'' — ^rather 
stronger  language  than  that  used  by  me.  Another  man  whose  large  experience  em- 
braces the  presidency  of  a  New  York  national  bank,  wrote: 

That  circular  letter  you  are  giving  to  the  press  under  yesterday's  date  is  fine,  very 
fine.    Splendid.    I  con^tulate  you  in  doing  lust  the  rig^t  thin^  at  the  right  time. 

I  will  add  in  conclusion  that  a  member  of  the  board  in  referring  to  your  extraor- 
dinary proposal  that  *^some  agreement  may  be  reached  with  the  comptroller  whereby 
further  statements  of  this  nature  may  be  avoided  "  humorously  suggested  that  p^- 
haps  you  will  have  your  counsel  prepare  such  a  contract  or  agreement  and  send  it  on. 

I  may  also  add  that  it  has  not  been  many  days  since  you  wrote  Waehington  another 
letter  of  what  I  regarded  as  cavilling  criticism  of  my  recent  address  before  the  Maine 
bankers,  concerning  which  address  a  national  bank  director  and  a  leading  manu- 
^turer  wrote  me  on  August  2, 1920: 

''I  have  read  your  speech  to  the  Maine  bankers  and  I  am  taking  the  liberty  of 
writing  you  a  few  lines  to  show  you  how  much  I  appreciate  same. 

''I  think  it  is  the  clearest  explanation  of  the  present  situation  that  I  have  seen 
from  any  source,"  etc. 

Again  regretting  the  carpine  attitude  toward  this  bureau  evinced  by  your  com- 
munication, usually  conveyecT  indirectly,  I  remain, 
Yours,  very  truly, 

John  Skelton  Williams. 

Here  is  a  letter  which  I  wrote  to  Gov.  Harding  on  August  9,  1920, 
which  I  should  like  to  place  in  the  record. 

Representative  Mills.  These  are  ver^  illuminating,  these  letters, 
but  what  have  thev  got  to  do  with  agricultural  credits? 

Mr.  Williams.  Do  you  address  your  question  to  me  ? 

Representative  Mills.  Yes. 

Mr.  Williams.  That  is  a  question  for  the  commission  to  determine. 

Representative  Mills.  No;  I  want  it  for  my  own  information. 
I  do  not  see  their  relevancy. 
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Mr.  Williams.  That  is  not  a  qu3stion  for  me  to  deteTmine;  I  am 
not  a  member  of  the  commission. 

Representative  Mills.  Will  you  point  out  for  me  the  connection  ? 

Mr.  Williams.  If  you  can  not  see  it  I  can  not  point  it  out. 

Bepresentative  Mills.  Can  you  see  it? 

Mr.  Williams.  I  think  they  are  pertinent  to  the  subject  we  are 
discussing,  but  I  can  not  vote  on  the  commission. 

Bepresentative  Mills.  I  wish  you  would  enlighten  me. 

Mr.  Williams.  If  you  can  not  see  it,  I  am  sure  I  can  not  en- 
lighten you. 

Kepresentative  Mills.  You  obviously  see  the  connection,  or  else 
you  would  not  read  the  letters. 

Mr.  Williams.  I  think  I  will  let  them  speak  for  themselves. 

Representative  Mills.  You  decline  to  enlighten  me? 

Mr.  Williams.  Unless  you  can  see  it,  I  think  it  would  be  hopeless. 

Representative  Mills.  Then  we  will  concede  it  is  hopeless,  and 
proceed. 

Mr.  Williams  (reading): 

Treasury  Department, 
WashiTipton^  August  9,  1920. 
Hon.  W.  P.  G.  Harding, 

OovemoTf  Federal  Reserve  Board. 

My  Dear  Governor:  I  inclose  with  this  a  blank  iorm  which  I  mailed  on  the  5th 
instant  to  national  banks  in  New  York  City,,  requesting  information  in  regard  to 
loan?,  interest  rates,  bank  balances,  etc. 

I  respectfully  sugge=?t  that,  in  my  judgment,  it  would  be  well  if  the  Federal  Reserve 
Board  would  request  similar  information  as  of  the  same  date,  July  31,  1920,  from  the 
member  State  banks  and  trust  companies  in  New  York  City,  in  order  that  we  may 
obtain  a  correct  pacture  of  the  New  York  banking  shuation  as  of  one  date. 

Personally  I  think  it  is  wrong,  under  the  circumstances,  for  New  York  banks  and 
rust  companies  to  be  permitted  to  borrow  hundreds  of  millions  of  dollars  from  the 
Federal  reserve  bank  at  average  rates  of  6  per  cent  per  annum  or  less  and  then  loan 
that  same  money  to  their  customers  and  the  public  at  rates  sometimes  two  or  three 
times  as  hig^  as  those  charged  by  the  New  York  reserve  bank.  It  may  be  claimed 
that  the  New  York  banks  are  permitted  by  the  New  York  State  law  to  charge,  15,  20, 
or  25  per  cent  for  money.  That  may  be  true,  but  the  Federal  reserve  bank  of  New 
York  nas  the  right  to  say  that  it  will  decline  to  loan  at  5  per  cent  or  6  per  cent  to  mem- 
ber bulks  for  the  purpose  of  enabling  them  to  extort  15  per  cent  or  25  per  cent  from 
^e  unfortunate  borrowers  of  the  same  funds. 

Representative  Mills.  You  are  referring  to  call  money  rates,  I 
take  It? 

Mr.  W1LLLA.M8.  Yes. 

Representative  Mills.  Just  wait  a  minute,  Mr.  Williams.  Let 
me  asK  you  what  eflFect  the  denial  of  credit  to  a  bank  or  trust  company 
by  the  Federal  Reserve  Board  would  have  by  way  of  lowering  call 
money  rates  % 

Mr.  Williams.  I  think  it  would  put  the  rates  down  to  6  per  cent. 

Representative  Mills.  How? 

Mr.  Williams.  I  think  that  if  the  member  banks  could  not  get 
fimds  from  the  reserve  bank  .while  charging  their  customers  30 

Ser  cent,  and  could  get  acconmiodation  when  holding  their  rates 
own  to  6  per  cent,  they  would  very  gladly  charge  the  lower  rates. 
Representative  Mills.  Do  not  in^rest  rates  increase  in  propor- 
tion with  the  scarcity  of  funds  available. 

Mr.  WiLUAMS.  No;  they  do  not  in  other  States  where  usury  laws 
are  observed. 

Representative  Mills.  In  other  words,  the  more  money  there  is  the 
higher  the  interest  rates  ?  ^         i 
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Mr,  Williams.  No. 

Representative  Mills.  Are  you  under  the  impression  that  a  bank 
that  was  chargine  15  per  cent  on  call  loans  would  charge  6  per  cent 
if  it  could  not  obtain  any  money  from  the  Federal  reserve  bank 
otherwise  ? 

Mr.  Williams.  I  do;  I  am  sure  of  it. 

Representative  Mills.  In  other  words,  the  less  money  it  had  to  be 
loaned  the  lower  its  interest  rates  would  be  ? 

Mr.  Williams.  No,  that  is  not  logical. 

Representative  Mills.  Well,  it  does  not  seem  to  me  it  is  logical, 
and  yet  why  is  not  that  the  very  thing  you  are  suggesting  ? 

Mr.  Williams.  It  is  contrary  to  the  practice  in  other  parts  of  the 
coimtry. 

Representative  Mills.  You  are  suggesting  that  if  we  restrict  the 
credit  of  the  bank  it  will  automaticaUy  lower  rates  ? 

Mr.  Williams.  Decent  interest  rates  are  maintained  in  other 
States  of  the  Union  where  they  do  not  have  the  same  freedom  to 
charge  excessive  rates  that  they  have  in  New  York  State.  That  is 
the  exi>erience  of  the  other  States  of  the  Union. 

Representative  Mills.  It  wDuld  seem  to  me  that  the  more  you 
restrict  the  credit  of  a  bank  the  more  it  would  be  inclined  to  raise 
its  interest  rates.    Must  not  that  follow  ? 

Mr.  Williams.  I  have  recommended  to  Congress,  in  my  annual 
report  as  Comptroller  of  the  Currency,  legislation  which  would  pre- 
vent a  member  bank  from  charging  a  customer  more  than  so  much 
in  excess  of  the  rate  which  it  pays  to  its  reserve  bank.  I  think  that 
is  a  fair  and  ri^ht  principle  and  ought  to  be  followed. 

Representative  Mills.  1L<et  us  assume  that  a  given  trust  company 
should  loan  a  certain  amount  of  money  on  callloans.  and  that  you 
diminish  the  credit  of  that  institution  with  your  Federal  reserve 
bank 

Mr.  Williams.  How  do  you  mean  ''diminish  the  credit?" 

Representative  Mills.  That  you  do  not  allow  them  to  discount 
their  paper. 

Mr.  Williams.  Then  they  would  not  charge  these  high  rates. 

Senator  Robinson.  It  means  that  in  order  to  get  the  credit  they 
would  accept  a  lower  rate  of  interest  t 

Mr.  Williams.  Yes,  sir. 

Senator  Robinson.  They  could  well  afford  to  do  so. 

Mr.  Williams.  These  banks  that  were  charging  15,  25,  and  30  per 
cent  were  getting  the  money  at  3,  4,  and  5  per  cent. 

Representative  Mills.  That  is,  assuming,  of  course,  that  thev  were 
getting  the  money  that  was  loaned  on  call  entirely  from  the  Federal 
reserve  bank. 

Mr.  Williams.  Not  at  all.  It  means  assuming  they  were  getting 
it  from  their  depositors  who  deposited  it  with  them,  and  their  cor- 
respondents who  deposited  it  with  them. 

Representative  Mills.  I  can  not  escape  the  conclusion  that  re- 
stricting credit  would  have  the  very  opposite  effect. 

Mr.  Williams.  It  may  be  illuminatuLg  to  you  to  know  that  in  the 
other  States  where  they  do  not  have  that  privilege  that  they  have 
in  New  York  they  maintain  fairer  rates  of  interest. 

Representative  Mills.  Is  it  not  this  true,  that  the  tighter  the 
money  market  the  higher  the  interest  rate  ? 

Mr.  Williams.  Not  necessarily. 
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Bepresentative  Mills.  All  right. 

The  Chairman.  May  I  ask  you  a  question  there  ?  Is  it  your  idea, 
then,  that  the  supply  and  demand  of  money  on  the  call  market  has 
no  effect  whatever  upon  the  interest  rate  ? 

Mr.  Williams.  It  ought  not  to  have  the  effect  of  putting  the  rate 
up  to  above  10  per  cent. 
The  CHATRMAy.  As  a  matter  of  fact,  does  it  not? 

Mr.  Williams.  It  does,  because  in  New  York  there  is  no  law  to 
prevent  it,  and  the  regulations  of  the  Federal  reserve  system  do 
not  prevent  it.  I  recommended  the  other  day  an  amendment  to  the 
Federal  reserve  act  which  would  prevent  it. 

The  Chairman.  Well,  let  us  get  at  what  the  facts  are,  if  we  can. 
If  they  need  correcting,  then  we  will  be  glad  to  have  you  recommend  a 
method  of  correcting  them.  As  a  matter  of  fact,  under  the  laws  of 
the  State  of  New  York,  the  call  money  rate  is  established  by  the  supply 
of  monev  and  the  demand  for  it  ?    is  that  correct  ? 

Mr.  WiijLiAMS.  To  a  certain-extent.  Public  opinion  has  something 
to  do  with  it.  I  might  mention,  incidentally,  that  since  mj  state- 
ment which  I  have  just  read,  of  July  31,  1920,  was  put  out  1  do  not 
think  the  call  rate  m  New  York  has  gone  above  10  per  cent  at  any 
time.  Prior  to  that  it  was  ranging  around,  sometimes,  15,  20,  25, 
and  30  per  cent.  I  think  the  force  of  pubUc  opinion  has  cut  down 
interest  rates. '  There  was  no  reason  why  they  should  have  gone 
above  10  per  cent,  anyhow. 

Representative  Mills.  You  attribute  that  entirely  to  your  cir- 
cular? 

Mr.  Williams.  No,  I  do  not.  You  may  give  as  much  credit  as  you 
please  to  my  statement. 

The  Chairman.  I  am  simply  trying  to  get  at  the  facts. 

Mr.  Williams.  I  recommended  to  Congress  when  I  was  Comptroller 
of  the  Currency  that  there  should  be  a  umitation  upon  the  rate  of 
interest  which  a  borrowing  bank  should  be  permitted  to  charge; 
whether  it  is  1  per  cent  or  2  per  cent  above  the  rate  which  they  pay 
I  am  not  prepared  to  express  an  opinion  on  at  the  moment,  but 
certainly  a  bank  receiving  large  accommodations  from  the  Federal 
reserve  system  should  not  be  permitted  to  charge  15,  20,  25,  and  30 
per  cent. 

The  Chairman.  Let  me  ask  you  this  question.  Do  you  think  it 
would  tend  to  curb  speculation  on  the  stock  market  if  the  rates  for 
money  were  kept  at  a  low  point  ? 

Mr.  Williams.  What  do  you  mean  by  a  "low  point?" 

The  Chairman.  Well,  we  will  say  about  4  or  5  per  cent,  or  6  per 
cent. 

Mr.  WiLUAMS.  The  interest  rate  is  not  the  only  factor  that  con- 
trols speculation.     We  saw  a  year  ago 

The  Chairman.  I  imderstand  that,  but  let  me  have  an  answer  to 
that  question,  whether  you  think  the  maintenance  of  a  low  rate  of 
interest  for  call  monev  would  have  the  eflFect  of  lessening  speculation. 

Mr.  WiLUAMS.  Wny,  that  question  answers  itself.  You  do  not 
have  to  ask  me  that  question,  with  all  due  respect,  Congressman.  The 
maintenance  of  a  low  rate  can  not  diminish  speculation. 

The  Chairman.  Then  do  vou  think  that 

Mr.  Williams.  I  think  that  a  decent  rate  should  be  maintained, 
whether  speculation  is  rife  or  not.     I  think  there  are  other  necessary 
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elements  that  enter  into  speculation  besides  the  interest  rate.  I  have 
called  the  attention  of  the  public,  in  the  last  few  months,  to  en  in- 
stance where  as  much  as  200  per  cent  was  charged — the  equivalent 
of  200  per  cent  was  charged  in  New  York. 

Representative  Mills.  Did  you  tell  the  public  all  the  circumstances 
surroimding  that  loan  ? 

Mr.  Williams.  Thev  can  get  them  if  they  want  them,  from  the 
Federal  Reserve  Board  or  anyone  else. 

Representative  Mills.  You  did  not  tell  them  though  ? 

Mr.  Williams.  I  told  them  the  salient  facts. 

Representative  Mills.  As  I  remember  it,  in  your  Au^sta  speech 
you  aescribed  that  loan  as  having  been  made  for  industnal  purposes, 
did  you  not? 

Mr.  Williams.  No;  I  do  not  think  I  did.     It  was  to  the  head  of  an 
industrial  corporation;     It  was  a  personal  loan,  as  I  understand  it. 
>     Representative  Mills.  Did  not  that  raise  the  inference  that  it  was 
intended  as  an  industrial  loan  ? 

Mr.  Williams.  Not  necessarily  at  all,  as  I  ^ee  it. 

Representative  Mills.  Do  you  not  think  it  would  have  been  fairer 
to  the  public,  perhaps 

Mr.  Williams.  I  think  I  did  say — did  I  not  say  that  it  was  upon 
stock  collateral  ? 

(Mr.  Williams  stated  explicitly  in  his  Aupista  speech  as  to  this  loan:  **  That  loan 
was  secured  by  collateral.      The  speech  is  included  in  this  record.) 

Representative  Mills.  No,  no;  I  read  your  statement  very  care- 
fully. 

Mr.  Williams.  Do  you  think  that  loan  was  justified  ? 

Representative  Mills.  No;  I  think  it  was  bad  business  on  both 
sides,  ifyou  want  to  know  my  opinion. 

Mr.  Williams.  I  agree  with  you. 

Representative  Mills.  But  I  think  it  would  have  been  fairer  to 
the  public  if  you  had  told  them  all  the  facts,  instead  of  leading 
them  to  believe  that  a  bank  was  holding  up  an  industrial  corporation. 
That  is  the  point  I  mean  to  make. 

Mr.  Williams.  We  differ  on  that. 

Senator  Harrison.  But  we  are  glad  the  witness  and  the  Congress- 
man have  gotten  together  on  something. 

Representative  Sumners.  I  want  to  ask  you  a  question  when  Mr. 
Mills  IS  through. 

Representative  Mills.  Go  ahead,  while  I  look  this  up. 

Representative  Sumners.  When  the  interest  rate  is  running  along 
about  15  to  30  per  cent  is  not  that  rate  availed  of  more  by  those  who 
are  speculators  and  are  willing  to  take  a  gambler's  chance  than  by 
the  people  who  need  the  money  for  the  ordinary  commercial  neces- 
sities of  a  community? 

Mr.  Williams.  I  think  that  kind  of  speculation  should  be 
curbed 

Representative  Sumners.  The  point  I  am  making,  however 

Mr.  Williams.  But,  unfortunately,  the  high  rates  were  not  paid 
only  by  speculators,  as  I  understand  the  situation.  I  imderstand 
that  some  verv  excessive  rates  and  commissions  of  one  kind  or 
another  were  during  that  period  charged  to  others  than  those  you 
would  class  as  specmators. 
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Representative  Tbn  Etck.  Let  me  understand  if  this  is  your  idea, 
that  there  should  be  fixed  by  law  a  rate  of  interest  to  be  charged  on 
call  loanS;  the  same  as  we  in  New  York  State  now  have  a  maximum 
rate  of  interest  that  savings  banks  may  charge  for  loans  on  mort- 
gages, which  is  6  per  cent. 

Mr.  Williams.  I  think  there  should  be  a  limit  on  the  maximum 
^ch  may  be  chained  on  call  loans.  In  most  of  the  States  of  the 
Union  there  is  that  limit. 

Representative  Ten  EJtok.  New  York  State  has  that  limit  on 
mortgages  now  ? 

Mr.  Williams.  Yes;  and  I  think  it  ought  to  apply  to  loans  of 
other  character.    I  do,  imquestionably. 

Senator  Harbison.  It  niight  be  interesting  to  you  to  know  that 
there  is  pending  in  the  Senate  legislation  affecting  the  War  Finance 
Corporation,  which  provides  that  the  amoimt  to  be  charged  bv  a 
bank  on  an  amoimt  advanced  by  the  War  Finance  Corporation  snail 
be  fixed  at  2  per  cent  more  than  the  War  Finance  Corporation 
charges  for  its  loan  to  the  bank. 

Mr.  Williams.  I  think  that  is  very  wise. 

Senator  Robinson.  Does  anybody  here  think  that  a  Government 
agency  should  fix  a  rate  of  interest  at  which  money  may  be  procured 
through  the  Federal  reserve  system  and  leave  the  borrowers  of  that 
money  to  charge  any  rate  that  the  exigencies  of  the  situation  may 
enable  them  to  collect?  Upon  what  theory  would  you  give  that 
power  to  any  organization — blending  it  money  at,  say,  6  per  cent,  and 
pennitting  it  to  loan  it  at  30  per  cent  ?  What  theory  does  that  rest 
on? 

Mr.  Williams.  I  can  say,  none. 

Senator  Robinson.  It  seems  to  me  a  reasonable  suggestion  that 
if  the  Government  is  going  to  fix,  for  the  protection  of  a  member  bank, 
a  low  rate  of  interest  at  which  it  may  have  its  paper  discounted  and 
procure  money  to  loan  to  others,  there  should  be  some  protection  to 
the  borrowing  public. 

Mr.  Williams.  This  loan  that  he  [Representative  Mills]  spoke  of 
nearly  broke  the  back  of  the  poor  man  who  had  to  pay  it.  A  few 
weeks  after  that,  as  I  am  imormed,  he  had  to  make  adjustments 
at  a  very  great  sacrifice  to  himself. 

Senator  Robinson.  Does  any  legitimate  business  interests  pay  20 
per  cent  interest  ? 

Mr.  Williams.  It  ought  not  to. 

Representative  Mills.  This  is  the  statement  you  made:  '* Charged 
its  customer,  the  head  of  a  large  manufacturmg  corporation,  the 
equivalent  oi  about  200  per  cent  per  annum  interest. 

Mr.  Williams.  That  does  not  say  they  charged  the  manufacturing 
corporation,  but  thib  customer. 

representative  Mills.  Does  not  that  statement  raise  very  squarely 
the  inference  that  this  was  a  loan  for  manufacturing  purposes  ? 

Mr.  Williams.  By  no  means.  If  it  had  intended  that  it  would 
have  said  ''manufacturing  company."  On  the  contrary,  I  said, 
'*the  head  of  a  manufacturmg  company. " 

^^  Representative  Mills.  Do  you  not  think  the  insertion  of  the  words 
''head  of  a  large  manufacturing  company"  is  misleading  ? 

Mr.  Williams.  No;  I  do  not.  I  think  it  conveyed  precisely  the 
idea  that  was  intended  to  be  conveyed,  that  it  was  the  head  of  the 
company  and  not  the  corporation. 
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Representative  Mills.  Do  you  not  think  it  would  have  been  a 
little  fairer  and  have  given  a  more  correct  picture  if  you  had  stated 
it  was  a  loan  for  a  highly  speculative  purpose  ? 

Mr.  Williams.  I  do  not  understand  it  was  such.  My  understand- 
ing was  that  it  was  stock  of  his  own  corporation  which  this  poor  mm 
was  forced  to  hypothecate. 

Representative  Mills.  You  do  not  imderstand  that  he  was  specu- 
lating at  all  at  the  time  ? 

Mr.  Williams.  I  had  never  met  the  man. 

Representative  Mills.  Don't  you  know  the  facts  ? 

Mr.  Williams.  I  knew  nothing  about  his  speculations;  I  knew  that 
he  was  borrowing  on  the  stock  of  nis  own  corporation,  and  the  equiva- 
lent of  the  rate  of  200  per  cent  per  annum  appears  to  have  been 
exacted  of  him. 

Representative  Mills.  You  do  not  know,  the  particulars  of  the 
transaction  ? 

Mr.  Williams.  What  particulars  ? 

Representative  Mills.  Surrounding  this  particular  loan  ? 

Mr.  Williams.  I  know  some  of  them;  I  gave  the  salient  facts.  I 
do  not  know  what  particulars  you  refer  to. 

Representative  Mills.  You  do  not  know  that  it  was  a  speculative 
loan? 

Mr.  Williams.  I  do  not  know  that  it  was  any  more  a  speculative 
loan  than  many  other  loans  where  large  owners  in  corporations  are 
forced  to  borrow.  I  do  not  know  the  man  that  borrowed  the  money. 
I  have  never  met  him,  and  know  nothing  about  him  except  what  I 
see  in  the  press.  But  I  do  know  the  details  of  that  loan,  and  I 
stated  the  details  correctly  in  my  address,  as  I  understood  them. 

The  Chairman.  What  was  the  amoimt  of  this  loan  you  have  just 
been  referring  to  I 

Mr.  Williams.  I  think  if  the  Congressman  will  read  precisely  what 
I  said  he  will  get  the  facts. 

The  Chairman.  The  matter  has  come  up,  but  I  would  like  to  have 
the  facts  in  the  record  just  as  they  are. 

Mr.  Williams.  I  think  if  you  will  read  from  my  address  the  unvar- 
nished facts  will  appear. 

The  Chairman.  Mr.  Mills,  will  you  read  the  copy  of  that  part  of 
Mr.  WilUams's  speech  which  refers  to  this  transaction,  so  tiiat  we 
may  have  the  whole  thing  in  the  record  ? 

Representative  Mills  Treading) : 

I  have  before  me  one  case  where  a  bank  which  was  borrowing  several  million  dol- 
lars from  the  Federal  reserve  bank  at  6  per  cent  charged  its  customer,  the  head  of  a 
large  manufacturing  corporation,  the  equivalent  of  about  200  per  cent  per  annum 
intereU  on  the  net  amount  of  money  which  the  bank  itself  advanced  to  the  borrower. 

Mr.  Williams.  I  regard  that  as  a  fair  statement  of  that  case. 

The  Chairman.  Was  any  part  of  this  loan  sold  by  the  bank  to  any 
other  bank,  do  you  know  ? 

Mr.  Williams.  As  I  understand  it,  Mr.  Chairman,  that  particular 
loan  was  for  about  a  million  dollars,  and  about  one-half  of  it  was 

; massed  on,  without  the  indorsement  of  the  bank,  to  other  banks  or 
enders,  leaving  about  one-half  with  the  particular  bank  to  which  I 
refer.  And  as  its  share  of  the  commission  which  was  exacted  that 
particular  bank,  as  I  imderstand  it,  collected  about  $250>000  from 
the  maker  of*  the  note,  so  that  it  was  required  to  pay  over  to  him 
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only  about  $250,000  net,  for  $500,000  notes  thut  were  paid  in  full  in 
six  months. 

Shall  I  proceed,  Mr.  Chairman  1 

The  Chairman.  Yes;  proceed,  Mr.  Williams. 

Representative  Mills.  May  I  lust  proceed  with  this  one  particular 
(ase  one  step  fiurther?  Do  you  Know,  as  a  matter  of  fact,  what  rate 
of  interest  was  actually  charged  in  this  particular  case  ? 

Mr.  Williams.  You  mean  within  a  fraction  of  1  per  cent  ? 

Representative  Mills.  No;  not  within  a  fraction  of  1  per  cent. 

Mr.  Williams.  It  was  about  the  equivalent  of  200  per  cent  on  the 
amount  loaned;  on  the  amount  of  $250,000,  as  I  understand  it.  In 
other  words,  the  customer 

Representative  Mnxs  (interposing) .  Is  it  not  a  fact  that 

Mr.  Williams  (interposing).  Let  me  state  this,  to  make  it  clear: 
I  understand,  without  looking  up  the  records — my  recollection  is  that 
the  money  was  used  for  about  six  months;  was  paid  within  six 
months,  and  that  the  bank  collected  about  $250,000  for  interest 
and  commission,  and  the  customer  had  the  use  of  about  $250,000. 
Two  hundred  and  fifty  thousand  dollars  on  $250,000  is,  obviously, 
100  per  cent  for  one  year;  for  six  months  it  would  be  200  per  cent 
per  annmn. 

Representative  Mills.  Would  you  be  inclined  to  disagree  with  the 
statement  if  I  stated  that  the  commission  was  25  per  cent — the  com- 
mission chained  by  the  bank  to  the  customer,  and  by  means  of  par- 
celing out  the  loan  the  bank  actually  received  200  per  cent  on  that 
part  of  the  loan  which  it  took,  so  that,  the  rate  charged  the  customer 
was  not  200  per  cent,  but  25  per  cent,  and  that  you  have  been  misled 
in  your  statement  of  the  facts  by  accepting  the  profits  of  the  par- 
ticular bank  ? 

Mr.  Williams.  No;  I  do  hot  think  I  have  been  misled. 

Senator  Harrison.  Where  did  you  get  your  facts  from  ? 

Mr.  Williams.  From  the  sworn  statement  of  the  bank. 

Senator  Harrison.  And  you  do  not  know  where  the  Congressman 
got  his  facts  from? 

Mr.  Williams.  No,  sir. 

Representative  Mills.  Would  you  be  willing  to  check  up  on  this  ? 

Mr.  Williams.  I  am  not  Comptroller  of  the  Currency,  I  am  very 
pleased  to  say. 

Representative  Mills.  But  you  are  very  sure  that  the  200  per  cent 
represents  the  interest  chareed  and  not  the  profit  to  the  bank  ? 

Mr.  WiLi-iAMS.  Perhaps  1  can  make  that  clear  in  a  few  remarks, 
if  you  wish  me  to  take  up  the  time  in  doing  so.  My  recollection  is 
that  there  were  a  number  of  notes  given,  aggregating  $1,000,000; 
that  the  bank  which  made  those  loans  passed  on  approximately 
$500,000  of  the  notes,  which  were  in  smaller  denominations,  I  assume, 
to  a  number  of  other  banks,  without  its  indorsement — without  its 
indorsing  them — ^not  liable  in  any  way  for  them.  My  recollection  is 
that  the  Danks  which  took  these  loans  got  6  per  cent  per  annum  inter- 
est, and,  if  I  remember  correctly,  approximately  3  per  cent  conmiis- 
sion.  The  bank,  on  the  residue  of  the  $500,000,  which  the  bank 
retained  itself,  got  about  $250,000  for  interest  and  commission, 
making  about  200  per  cent  per  annum,  for  six  months. 

Representative  Mills.  Exactly.  So  that  my  statement  is  correct, 
that  the  bank — what  we  may  call  the  lending  bank — made  a  profit  of 
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200  per  cent,  but  the  borrower  paid  25  per  cent  for  a  loan  of 
$1,000^00? 

Mr.  Williams.  No;  not  by  any  means.  The  borrower  paid  on  th& 
$500;000y  if  I  remember  correctly;  he  paid  6  per  cent  per  annum 
interest  and  3  per  cent  commission 

Representative  Mills  (interposing).  As  a  matter  of  fact,  he 
wanted  $1,000,000,  and  he  paid  $250,000  to  get  it;  is  that  not  sot 

Mr.  Williams.  Approximately  so,  I  imderstand. 

Representative  Mills.  Which  is  25  per  cent. 

Mr.  Williams.  Yes;  flat,  plus  6  per  cent  per  annimi  interest,  and, 
as  I  understand,  equal  to  between  60  per  cent  and  70  per  cent  on  the 
whole  amoimt  gotten  by  the  borrower  for  six  months,  or  200  per  cent 
on  the  net  amount  the  bank  loaned  on  its  own  account 

Representative  Mills  (interposing).  And  thereafter  the  bank  par- 
celed out  the  loan  to  other  banks  ? 

Mr.  Williams.  The  bank,  I  think,  parceled  out  the  loan.  I  do  not 
know  whether  before  or  after  or  durine  the  time  of  the  loan. 

Representative  Mills.  But  it  parched  it  out? 

Mr.  Williams.  The  bank,  without  risk  to  itself,  parceled  it  out. 

Representative  Mills.  I  am  not  defending  the  bank,  but  I  am 
bringmg  out  the  fact  that  he  did  not  pay  but  25  per  cent,  and  not  200 
per  cent. 

lilr.  Williams.  I  do  not  understand  it  that  way. 

The  Chairman.  You  may  proceed,  Mr.  Williams. 

Mr.  Williams.  Shall  I  resume  where  I  left  off? 

The  Chairman.  Yes. 

Mr.  Williams,  I  am  reading  a  letter  addressed  to  Gov.  Harding 
imder  date  of  August  9,  1920  a  portion  of  which  I  read  a  while  ago. 
Continuing,  that  letter  says: 

You  and  I  both  know  that  commercial  banks  in  manv  parts  of  the  country  have 
been  seduced  by  these  unnatural  interest  rates  in  New  York  City  into  sending  funds 
away  from  home  to  be  loaned  in  Wall  Street  at  these  exorbitant  rates.  One  effect 
of  this  has  been  to  cripple  and  cramp  their  merchants  at  home  at  the  same  time  that 
further  funds  are  accumulated  in  New  York  for  use  in  oil  speculations  and  unneces- 
sary promotions,  as  well  as  for  the  use,  sometimes,  of  those  who  may  have  a  legiti- 
mate need  for  the  funds  and  are  required  to  pay  the  exorbitant  rates. 

I  am  afraid  that  these  excessive  interest  rates  are  exercising  a  tendency  to  drag 
us  back  to  the  old  unscientific  and  abnormal  conditions  that  existed  before  the  Fed- 
eral reserve  banks  went  into  operation.  I  believe  it  lies  within  the  power  of  the 
Federal  Reserve  Board  to  keep  the  interest  rates  in  New  York  City  down  to  a  basis 
of  about  6  per  cent.  I  think  there  are  very  few  banks  in  New  York  which  would 
not  willingly  put  out  all  the  call  money  they  had  to  loan  at  6  per  cent,  instead  of  12 
per  cent  or  more,  if  they  thought  that  by  charging  higher  rates  they  would  shut  them 
selves  off  from  accommodations  by  the  Federal  reserve  bank. 

For  the  Federal  Reserve  Board  to  request  from  the  member  State  banks  and  trust 
companies  in  New  York  City  the  same  information  which  the  comptroller's  office 
has  asked  for  from  national  banks  may  not  be  a  popular  move — wiUi  the  banks — 
but  I  believe  that  it  would  be  a  right  move,  and  a  wise  and  helpful  move,  and  would 
be  the  means  of  getting  to  the  boaid  mudi  information  on  loans  and  interest  rates 
which,  in  my  judgment,  it  ought  to  have  and  whidi  it  does  not  now  possees.  At 
any  rate  I  feel  it  my  duty  to  submit  to  you  and  the  board  for  earnest  consideratioD 
this  su^estion. 

Faithfully  yours, 

John  Skelton  Wiluaics. 

P.  S.— I  note  from  yesterday's  New  York  World  that  it  has  been  suggested  that 
the  New  York  State  superintendent  of  banks  should  institute  a  somewhat  similar 
inquiry  as  to  the  profiteering  of  some  of  the  trust  companies,  etc. 
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Mr.  Chairman  and  gentlemen,  I  should  like  now  to  read  into  the 
record  a  memorandum  which  I  submitted  for  the  minutes  of  the 
Federal  Reserve  Board  under  date  of  August  26,  1920.  I  do  not 
recall  whether  this  memorandum,  as  requested  by  me,  was  inserted 
in  the  records  of  the  board,  or  not.  I  assume  and  hope  that  it  was 
recorded.  If  it  is  not  in  the  records  of  the  board,  I  assume  also  that 
it  was  probably  left  oflf  by  mutual  consent.  But  I  think — it  is  my 
impression  that  this  memorandum  did  go  into  the  records  and  minutes 
of  the  board.    Anyhow,  it  was  presented.    [Reading:] 

Memorandum  for  minutee  of  Federal  Reserve  Board,  August  26,  1920. 

Mr.  \^lliamfi  stated  that  he  thought  it  would  be  beneficial  to  the  general  situation, 
tnd  would  also  be  a  relief  to  holders  of  Liberty  bonds  who  are  complaining  of  the  serious 
shrinkage  which  has  taken  place  in  this  premier  security,  if  the  Federal  reserve  banks 
should  put  into  effect  without  further  delay  a  4i  per  cent  interest  rate  to  apply  to 
loans  on  Liberty  bonds  made  prior  to  the  time  when  the  reduced  rate  should  become 
effective,  along  lines  which  were  suggested  by  Gov.  Harding  some  weeks  ago.  The 
subject  was  discussed  informally,  but  no  motion  was  made. 

Mr.  Williams  also  said  he  thought  the  time  was  very  near  when  the  board  should 
revise  and  reduce  from  7  per  cent  to  6  per  cent  the  discount  rates  in  New  York  and  the 
other  districts  which  the  7  per  cent  rate  now  exists  in.  He  said  he  thought  that  the 
credit  situation  could  be  adequately  controlled  by  the  exercise  of  wisdom  and  judg- 
ment by  the  officers  of  the  reserve^ banks  with  a  6  per  cent  rate;  and  that  in  his  opinion 
the  continuance  of  the  7  per  cent  rate  was  harmful  for  many  reasons. 

Mr.  Williams  called  attention  to  the  drastic  liquidation  which  has  already  taken 
place  in  the  past  six  or  eight  months  in  leading  conunoditiee  including  cotton,  wheat, 
com,  rice,  silk,  wool,  leauier,  etc.,  the  shrinkage  in  some  cases  amounting  to  over  50 
vet  cent.  He  also  stated  that  prices  of  standard  securities,  including  United  States 
uoviemment  bonds,  high-class  railroad  bonds  and  shares,  and  other  securitiee,  had  this 
sommfflr  reached  the  lowest  level  the^  had  touched  in  naif  a  century,  and  expressed 
the  view  that  such  additional  liauidation  as  is  needed  could  be  brought  about  without 
the  exaction  of  interest  rates  as  nigh  as  those  which  have  prevuled. 

Mr.  Chainnan,  if  there  is  no  objection.  I  should  like  to  read  into  the 
record  this  one-page  press  statement  which  I  gave  out  under  date  of 
Seotember  11,  1920,  in  regard  to  interest  rates  in  New  York.  I  can 
^uier  leave  this  statement  or  read  it. 

The  Chatrman.  I  think  you  had  better  read  it. 

Mr.  Williams  (reading) : 

Sbftbmbbr  11, 1920. 

8tatbmbnt  bt  thb  comftrollbb  of  thb  cxjbrbnct. 

A  leading  New  York  paper,  in  its  financial  cdoms  to-day,  ciiticiTOS  the  statements 
msde  this  week  by  Senator  Owen  relative  to  the  excessive  interest  rates  which  have 
been  chaiged  by  certain  banks  in  New  York  City  during  the  past  year,  and  says  Hn&t 
Moken  ''point  out  that  when  Senator  Owen  chaigee  that  1500,000,000  has  been  loaned 
It  ntes  up  to  30  per  cent  he  is  speaking  without  the  record.''  Continuing,  the  press 
tttideaayB: 

"llttt  high  figure  obtained  on  the  stock  exchange  for  about  10  minutes  one  afternoon 
the  middle  of  kust  November  and  probably  as  much  as  11,000,000  was  loaned  at  that 
ate." 

T^  criticiflm  by  the  unnamed  ''bankers''  is  misleading,  and  in  justice  to  Senator 
P^^  it  IB  prcmer  to  say  that  the  Senator's  publicstatements  on  this  subject,  as  printed 
m  the  press  <uspatch€«  which  have  been  brought  to  my  attention  are  substantially 
^oiect,  and  in  view  of  actual  facts  are  moderate  and  conservative. 


^uing  the  past  year  the  burdensome  and  oppressive  interest  rates  to  which  the 
°0utar  refers  nave  been  exacted,  not  in  "one  or  two  possible  insignificant  instances," 
ttODe  New  York  paper  emressed  it,  and  not,  as  to  the  "high  figure,"  as  another  paper 
^xpreved  it,  "for  about  10  minutes  one  afternoon  the  middle  of  last  November,^'  but 
m  tbominds  of  instances,  at  numerous  times,  and  upon  call  loans  aggregating  hundreds 
of  miUknfl  of  doUan. 
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The  infonnation  on  this  subject  caUed  for  as  of  August  5,  from  all  of  the  New  York 
€ity  banks,  has  been  supplied  by  nearly  iJl  of  them  and  is  now  bcdnf  amipiled: 
but  in  anticipation  of  a  more  complete  statement  which  will  be  available  later,  it 
To&Y  be  interesting  to  the  public  to  know  that  the  amount  of  demand  loans,  uj^n 
which  two  or  three  of  the  banks,  only — exclusive  of  various  others  which  were  chargmg 
the  same  rates — ^were  exacting  20  per  cent  or  more  per  annum  interest,  in  some  instance 
as  high  as  25  and  30  per  cent,  was  on  November  13, 1919,  about  $50,000,000;  on  Novem- 
ber 14, 1919,  about  $40,000,000.  The  new  call  loans  at  the  rate  of  25  per  cent  per  annum 
made  bv  one  of  these  banks  at  the  end  of  1919,  on  December  29,  30,  and  31  aggre- 
gated about  120,000,000.  On  January  2,  1920,  these  same  two  or  three  banks  were 
lending  at  18  per  cent,  20  per  cent,  and  25  per  cent  interest  about  $75,000,000:  on 
January  3,  4,  and  5,  at  18  per  cent  interest  from  $60,000,000  to  $70,000,000:  on  Feb- 
ruary 6,  1920,  at  20  per  cent  and  25  per  cent  interest,  over  $40,000,000:  on  February  9, 
1920,  at  20  per  cent  interest,  about  $40,000,000. 

As  late  as  the  end  of  June  it  appears  that  interest  as  high  as  14  per  cent  per  annum 
was  beinfr  demanded  by  these  banks  on  millions  of  dollars  of  call  loans. 

These  illustrations  are  from  the  official  records  of  only  two  or  three  of  the  thirty  odd 
national  banks  in  New  York  City,  but  they  are  sufficient,  I  think,  to  show  the  unfedr 
ness  and  incorrectne^  of  the  criticisms  of  Senator  Owen's  just  condenmation  of  the 
excessive  interest  rates  which  for  some  time  past  have  been  a  distinctly  disturbing 
factor  in  the  business  and  financial  situation. 

I  am  pleased  to  confirm  the  statement  I  made  some  time  ago  that  although  the 
aggr^;ate  amoimt  upon  which  unjust  and  oi>pre3sive  interest  rates  have  at  times  been 
exacted  by  some  banks  is  very  large,  a  majority  of  the  national  banks  in  New  York 
City  have  made  a  comparatively  small  proportion  of  their  loans  at  these  indefensible 
rates. 

Senator  Capper.  Mr.  Williams,  you  have  given  us  some  very 
interesting  facts  as  to  the  excessive  rates  charged  in  New  York  to  the 
big  business  interests.  Have  you  any  information  as  to  the  rates 
charged  agricultural  and  live-stock  interests  throughout  the  West  ? 

Mr.  WiiJXAMS.  Senator  Capper,  I  made  quite  an  exhaustive  study 
of  usury  throughout  the  Soutn,  West,  and  Northwest  about  six  years 
ago  as  (Comptroller  of  the  Currency,  and  nresented  the  facts  which  I 
developed  in  one  of  my  annual  reports  as  Comptroller  of  the  Currency. 
I  have  not  made  any  other  similar  study  in  tne  last  year  or  two. 
'  Senator  Capper.  Did  the  fact  that  the  New  York  business  interests 
were  paying  high  rates  for  money  tend  to  deprive  the  farmers  and 
stockmen  of  the  West  of  money  ? 

Mr.  Williams.  Unquestionably. 

Senator  Capper.  Tne  game  was  too  fast  for  them,  as  I  see  it. 

Mr.  Williams.  Yes,  sir. 

Now,  Mr.  Chairman  and  gentlemen,  I  should  like  to  read  into  the 
record — I  do  not  want  to  tire  you — but  I  should  like  to  read  into  the 
record  two  press  statements  which  were  given  out  by  me  as  Comp- 
troller of  the  Currency,  one  under  date  of  October  18,  1920,  and  me 
other  under  date  of  October  22,  1920,  relating  to  the  high  interest 
rates  in  New  York  City.     Shall  I  read  them  ? 

The  Chairman.  I  tnink  it  better  to  have  whatever  goes  in  read. 

Mr.  Williams.  All  ri^t.  They  are  public  statements  which  1 
have  given  out;  there  is  nothing  private  about  them.      [Reading:] 
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Otwicm  of  Comptrollsr  of  Cubbsnct, 

Monday,  October  IB,  1920, 
The  Comptroller  of  the  Currency  gave  out  this  statement: 

"New  York  Call  Monet  Rates  Highest  in  the  World. 

"unjustifiable  interest  exacted  on  demand  loans  aooreoatino  billions  an 
AcnvB  contributing  cause  of  exorbftant  rates  for  new  capital  charged 

CrriES,  RAILROADS,  INDUSTRIAL,  AND  OTHER  PUBLIC  AND  PRIVATE  ENTERPRISES, 
AND  FOR  THE  HUGE  SHRINKAGE  DURING  THE  PAST  TEAR  IN  ALL  SECURFTT  VALUES — 
'renewal'  rates  fixed  DAILT  BT  small  'coterie'  OF  STOCK  EXCHANGE  BROK- 
ERS GOVERN  INTEREST  CHARGED  ON  BROKERS  LOANS  IN  NEARLT  ALL  NEW  TORK 
BANKS. 

"In  a  statement  given  to  the  press  on  July  31,  1921,  I  expressed  the  opinion  that 
there  was  no  justification  for  the  excessive  and  burdensome  interest  rates  'running 
up  to  10, 12,  and  15  per  cent  and  higher,  which  had  been  exacted  by  some  of  the  banks 
iD  Xew  York  City,  the  principal  financial  center  of  our  country.* 

"It  is  no  part  of  my  business  to  discuss  now  the  morality  or  the  ethics  of  these 
transactions.  It  is  my  imperative  duty  to  take  close  cognizance  of  them  so  far  as 
they  may  have  effect  on  the  general  banking  and  commercial  interest  of  the  country. 
I  realize  clearly  the  inestimable  and  indisputable  value  to  our  own  country  and  the 
world  of  the  great  money  center  popularly  known  as  *  Wall  Street';  and  have  no  pur- 
pose or  wish  to  stir  prejudice  agamst  it,  or  to  do  or  say  anvthing  to  impair  its  use  ful- 
ness, or  to  injure  any  institution  or  individual  connected  with  its  activities.  I  do 
intend,  strictly  in  the  line  of  ofl5cial  duty,  to  put  before  the  public  and  the  newspapers  . 
facts  of  which  both  are  uninformed  and  to  point  out  evils  already  existing  and  dangers 
threatened  because  of  those  facta. 

"In  the  statement  of  July  31  I  called  attention  to  the  fact  that  New  York  was  the 
onlv  city  of  conseouence  in  the  world  where  such  interest  rates  existed  or  are  tolerated, 
and  I  expressed  the  belief  that  the  exaction  of  these  rates,  and  the  publicity  given 
them,  had  increased  the  uneasiness  in  financial  circles  and  had  been  an  active  con- 
tributing factor  rather  than  a  consequence  in  the  upsetting  of  security  values,  and 
that  they  had  operated  to  force  railroads  and  industrial  corporations  to  pay  burden- 
some and  costly  rates  in  providing  fresh  capital  for  the  industries  and  business  of  the 
country.  I  also  pointed  out  that  the  banks  which  had  been  chai^ng  their  customers 
these  excessive  rates,  '  at  times  as  high  as  15  per  cent  or  more,  have  uiemselves  at  the 
same  time  been  liberally  accommodated  with  millions  of  dollars  by  the  Federal 
reserve  banks  at  average  rates  of  considerably  less  than  6  per  cent.* 

"This  press  statement  was  vigorously  attacked  in  the  columns  of  the  New  York 
papers  in  interviews  with  various  anonymous  bankers  and  financiers,  who  refused. 
however,  to  permit  their  names  to  be  used.  One  leading  journal,  for  example,  quoted 
baakeis  as  saying: 

"*It  is  unfair  to  attempt  to  defame  the  whole  New  York  banking  community  just 
because  of  one  or  two  possible  insignificant  instances  of  abuse.* 

**  Another  leadine  New  York  paper  declared  that  the  high  rates  quoted  on  the 
stock  exchange  applied  only  to  'a  small  amount  of  money,  relatively  speaking.  * 

"The  investigatidh  which  I  have  made  since  my  public  statement  on  this  subject 
completely  confirms  the  views  expressed  and  proves  that  they  were,  if  anythin?.  too 
conservative. 

**ln  order  that  the  public  might  be  fully  informed,  and  know  the  exact  facts  in 
regard  to  the  money  situation  in  New  York,  the  national  banks  in  New  York  City  were 
requested  by  the  Comptroller  of  the  Currency,  under  date  of  August  5, 1920,  to  furnish, 
tmd^  oath,  a  report  of  the  number  and  amount  of  all  demand  loans  secured  by  bonds 
and  stocks  made  monthly  by  them  between  October  1,  1919,  and  July  31,  1920,  upon 
which  they  had  exactea  interest  in  excess  of  6  per  cent  per  annum.  The  banks, 
eenerally,  including  the  largest  bank  in  New  Yorc  City,  complied  with  the  request, 
out  three  banks  demurred,  claiming  that  it  would  be  impracticable  for  them  to  furnish 
the  data  called  for  as  to  various  loans  made  by  them  at  excessive  interest  rates  by 
months  as  reauested.  They  were,  thereupon,  requested  to  furnish  information  as  to 
the  loans  maae  by  them  for  about  eight  aays  in  each  month  since  October  1,  1919, 
these  eight  days  mcluding,  generally,  the  high  money  periods  in  jeach  month.  It 
dumld  be  und^stood,  therefore,  that  m  the  statement  wnich  follows,  three  of  the  larger 
banb  have  included  only  a  portion,  and  not  all,  of  their  loans  made  at  the  high  rates. 

'*The  banks  were  requested,  in  submitting  their  statements,  to  count  as  a  new  loan 
etdi  change  in  the  interest  rate  on  their  existine  call  loans.  If  a  loan,  for  example. 
Bhould  be  made  for  1 100,000  to  a  brokerage  firm  by  a  certain  bank  at  10  per  cent,  and 
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the  rate  changed  five  timee  in  Sp  da3r8,  this  loan  would  be  regarded  as  six  loans  with 
an  aggregation  of  $600,000.  Therefore,  these  demand  loans  embraced  in  this  state- 
ment should  be  considered  as  running  from  one  day  upward.  It  diould  also  be  ex- 
plained that,  in  the  case  of  one  of  the  three  banks  which  reported  its  loans  for  onlv 
a  portion  of  the  period,  call  loans  are  included  which  were  made  by  this  one  banc 
for  outside  banks  as  well  as  for  itself.  These  outside  loans  sometimes  amounted  to 
more  and  sometimes  to  less  than  the  call  loans  made  by  the  bank  for  its  own  account. 

''The  sworn  reports  to  this  office  show  that  during  the  period  from  October  1,  1919, 
to  August  1,  1920,  diere  were  made  by  the  natiomd  banks  in  New  York  City  more 
than  4,000  loans  at  rates  of  15  per  cent,  20  per  cent.  25  per  cent,  and  30  per  cent  per 
annum,  and  that  the  amount  of  these  loans,  including  only  a  portion  of  those  made 
during  this  period  at  the  above  rates  in  three  of  the  largest  banks,  aggregated  over 
$600,000,000. 

''The  records  also  show  that  the  total  loans  outstanding  upon  which  interest  at 
15  to  30  per  cent  was  being  charged  by  a  portion  of  these  banks  on  42  different  days, 
for  whicn  reports  were  received  from  them,  aggregated  over  $1,100,000,000.  It  will 
be  remembered  that  in  my  statement  of  July  31  the  banks  were  charged  with  making 
loans  at  10  per  cent,  12  per  cent,  and  15  per  cent.  The  actual  fsLCta.  therefore,  in 
view  of  the  loans  made  at  15  per  cent,  20  per  cent,  and  30  per  cent,  indicate  that  my 
statement  was  extremely  conservative. 

"The  records  also  show  that  the  amoimt  of  loans  made  during  the  same  period  at 
rates  in  excess  of  10  per  cent  and  up  to  but  not  including  15  per  cent  amoimted  to 
over  $1,400,000,000,  there  being  over  11,000  of  such  loans. 

"In  addition  to  the  above  the  aggregate  of  the  loans  upon  which  a  portion  of  the 
banks  reported  that  they  were  charging,  on  81  different  days,  interest  in  excess  of 

10  per  cent,  and  up  to  but  not  including  15  per  cent,  was  about  $900,000,000.  The 
'brokers*  or  'street*  loans  upon  which  the  New  York  banks,  during  the  period  re- 
ferred to,  were  charging  more  than  8  per  cent  per  annum  and  up  to  10  per  cent,  reach 
in  the  aggregate  some  billions  of  dollars  additional  in  amount  and  tens  of  thousands 
in  number. 

"It  should  be  understood  that  these  loans — except  in  the  case  of  one  bank — repre- 
sent the  money  loaned  by  the  banks  for  their  own  account,  and  the  figures  do  not 
include  the  loans  made  for  their  correspondent  banks. 

"As  a  result  of  persistent  inquiries  among  the  banks,  brokers,  and  stock-exchange 
authorities,  this  omce  is  now,  for  the  first  time,  able  to  inform  the  public  as  to  how  the 
so^alled  'renewal '  rate  is  made  from  da^r  to  day  in  the  New  York  call-money  market, 
and  the  extent  to  which  this  money  rate  is  observed  by  the  New  York  banks  in  making 
their  charges  on  ordinary  Wall  Street  or  brokers*  loans. 

"Under  the  New  York  banking  law,  it  is  lawful  for  a  lender  to  charge  anv  rate  of 
interest  which  may  be  agreed  upon  with  the  borrower  on  a  demand  loan  for  $5,000  or 
more  secured  by  stocks,  bonds,  or  other  seciu-itiee.  This  provision  of  the  New  York 
statute  enables  lenders  to  escape  penalties  for  usiuy  which  exist  in  most  of  the  other 
States. 

"From  information  furnished  this  office,  through  different  sources,  it  appears  that 
every  business  day  a  coterie  of  brokers,  members  of  the  New  York  Stock  Exchange, 
get  toother  for  consultation  on  the  floor  of  the  exchange,  or  bv  telephone,  and  deter- 
mine what,  in  its  view,  is  the  proper  rate  for  tiie  renewal  of  all  street  or  brokers*  call 
loans  for  that  day.  As  soon  as  the  rate  is  agreed  upon  the  president  of  the  stock  ex- 
change is  notified,  and  the  rate  is  posted  on  the  floor  of  the  stock  exchange  at,  say, 

11  o'clock. 

"This  rate  is  then  sent  over  the  'ticker  *  to  all  the  banks  in  New  York  City  and  these 
banks  thereupon  mark  up  or  down,  as  the  case  may  be,  the  rate  of  interest  upon  practi- 
cal! jr  all  their  Wall  Street  or  so-called  brokers*  loans.  Some  banks  take  the  pre- 
caution to  notify  their  customers  by  card,  sent  by  mail  or  otherwise,  of  the  change  in 
interest  rate  on  their  loans,  while  other  banks  do  not.  They  claim  that  the  posting 
of  the  renewal  rate  on  the  floor  of  the  stock  exchange  serves  automaticallv  to  raise  or 
lower  the  rate  of  interest  on  this  character  of  loins,  held  by  all  the  New  York  banks, 
for  themselves  or  their  out-of-town  correspondents,  and  tneir  customers  are  charged 
the  rate  so  posted,  unless  they  make  special  arrangements  with  the  bank  to  the  con- 
trary, or  pay  the  loan. 

"In  the  questionnaire  sent  by  the  Comptroller  of  the  Currency  to  all  the  national 
banks,  under  date  of  August  5,  1920,  each  bank  was  asked  the  following  question: 

"  'Has it  been  the  practice  of  your  bank,  during  the  past  six  months,  to  mark  up 
or  down,  from  day  to  day,  according  to  the  fluctuations  of  the  New  York  call  money 
market,  the  interest  rates  on  demand  or  call  loans,  secured  by  bonds  or  stocks,  made 
to  borrowers  who  are  not  depositors  in  your  bank?  * 
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"In  reply  to  that  question  every  national  bank  in  New  York  City,  with  two  or 
three  exceptions  answered  'Yes/  and  two  of  these  stated  that  they.  too»  under  certain 
conditionB  also  charged  the  'call  money  *  rate 

"It  is  fair  to  say,  however,  that  nearly  all  of  these  banks,  with  a  few  prominent 
exceptions,  stated  that  it  had  not  been  customary  with  thenif  in  making  advances  in 
rates,  to  increase  the  rates  on  demand  or  call  loans  made  to  their  own  regular  cus- 
tomers who  kept  deposit  accounts  with  their  banks  and  that  these  regular  customers 
were  treated  differently  from  the  ordinary  brokers  or  Wall  Street  borrowers.  It  is 
also  WOTthy  of  note  that  demand  loans,  secured  bv  stocks  and  bonds,  made  by  banks 
to  their  own  officers  and  to  the  officers  of  other  banks,  are  also  generally  exempted 
from  the  high  interest  rates. 

''It  is  also  fair  to  state  that  the  reports  in  this  office  show  that  despite  the  huge 
volume  of  loans  made  at  timcy  rates,  less  than  one-half  of  the  national  oanks  in  New 
York  City  reported  that  the  demand  loans  made  for  their  own  accoimts  at  rates  of 
15  per  cent  or  more  aggregated  for  each  bank  over  $10,000,000  between  October  1, 
1919,  and  July  31,  1920. 

"In  their  reports  to  this  office  of  September  8,  1920,  the  national  banks  of  New 
York  City  reported  that  they  were  lending  on  demand,  on  bond  and  stock  collateral, 
over  1348,000,000. 

"The  national  banks  in  New  York  City  also  reported  that  on  August  1,  1920,  the 
amount  of  money  which  they  were  loanii^  on  demand,  on  bond  and  stock  collateral, 
in  New  York  City  for  account  of  customers  and  correspondents  was  $524,000,000. 

"It  is  fair  to  assume  that  the  trust  companies  and  State  banks  in  New  York  City 
were  lending  on  demand  on  stocks  and  bonds  as  much  as  the  national  banks. 

"The  stock  exchange  authorities  state  that  the  posting  of  the  'renewal'  rate  on  the 
floor  of  the  stock  excnange  does  not  make  it  compulsorv  with  the  banks  to  chaise 
such  'renewal'  rate.  Attention,  however,  must  be  called  to  l^e  foct  that  nearly 
every  national  bank  in  New  York  City  has  admitted  that  when  the  rate  is  posted,  the 
rates  changed  on  *  brokers'  or  'street'  loans  are  changed  to  conform  to  the  prevailing 
call-monev  rate  and  the  only  alternative  for  a  borrower  is  to  pay  his  loan  or  be  charcea 
the  posted  or  ciurent  rate.  As  nearly  every  bank  in  New  York  charges  the  so-called 
'renewal'  rate  on  what  are  known  as  Wall  street  or  'brokers' '  loans,  it  would  be  vain, 
obviously,  for  a  borrower  to  hope  to  obtain  the  money  in  New  York  at  a  lower  rate  by 
shifting  his  loan  to  some  other  bank. 

"Despite  the  statement  of  the  banks  generally  that  the  interest  rates  on  brokers' 
loans  are  raised  or  lowered  simultaneously  with  tne  fluctuations  in  the  New  York  call 
money  market,  man>[  instances  of  apparent  discrimination  were  developed  which 
show  wide  differences  in  the  rates  charged  on  demand  loans  equally  well  secured.  For 
example,  when  the  'renewal'  rate  for  a  certain  day  within  the  last  12  months  was 
postea  on  the  stock  exchange  at  16  per  cent,  the  report  of  one  particular  New  York 
bank  showed  that  on  that  date  this  oank  was  charging  on  loans  for  itself  and  corre- 
spondents 7  per  cent  on  $4,900,000;  8  per  cent,  9  per  cent,  14  per  cent,  and  15  per  cent 
on  11,428,000;  18  per  cent  on  $750,000;  20  per  cent  on  $42,100,000;  25  per  cent  on 
13,550,000;  30  per  cent  on  $900,000. 

"The  coterie  of  brokers  who  fix  the  'renewal'  rate,  which  appears  to  have  such 
binding  force  upon  the  banks  in  New  York  Citv  in  the  case  of  brokers'  loans  does  not 
limit  its  activities  to  loans,  but  these  brokers  also  execute  orders  for  stocks  and  bonds 
on  the  floor  of  the  exchanges.  Inquiry  of  the  stock  exchange  as  to  the  number  of 
brokers  who  are  usually  concerned  in  the  fixing  of  the  money  rate,  brought  the  reply 
that  there  were,  as  a  rule,  '  four  to  eight  or  more, '  the  stock  exchange  being  usu^ly 
rei|resented  by  either  the  president  or  'one  or  more'  of  its  governors,  in  the  consul- 
wtfDs  where  the  rate  is  fixed. 

"On  November  10,  a  year  ago,  this  brokers'  committee  announced  that  the  renewal 
rate  on  call  loans  would  be  12  per  cent.  The  following  day,  November  11,  they  raised 
it  to  14  per  cent.  On  November  13  the  rate  was  raised  to  16  per  cent;  November  14  it 
dropped  to  14  per  cent;  on  November  21  it  was  made  8  per  cent,  although  other  loans 
were  inade  as  low  as  6  per  cent.  On  December  18  it  was  6  per  cent;  December  23  it 
was  raised  to  10  per  cent;  on  the  29th  to  12  per  cent;  on  the  30th  to  15  per  cent  and  re- 
roained  at  that  rate  until  January  5.  when  it  was  lowered  to  10  per  cent.  On  January  31 
the  renewal  rate  was  12  per  cent,  tne  next  day,  February  1,  it  was  advanced  to  18  per 
cent,  dr(^ped  to  14  per  cent  on  February  2;  advanced  to  17  per  cent  on  Februarys, 
ttd  remamed  at  17  per  cent  until  February  9,  when  it  was  reduced  to  14  per  cent. 
On  Februa^  17  it  was  6  per  cent,  raised  a^un  on  February  26  to  10  per  cent  and  con- 
tinued at  10  per  cent  until  March  4,  when  it  was  reduced  to  9  per  cent.  On  April  16 
the  r^ewal  rate  was  again  10  per  cent.  In  May  the  highest  renewal  rate  was  9  per 
<^t.  In  June  the  rate  was  9  per  cent  from  the  25th  to  me  30th.  July  opened  with 
a  10  per  cent  renewed  rate.    It  was  lowered  during  the  month,  but  returned  again 
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to  9  per  cent  on  the  16th,  17th,  and  27th.  It  is  mtifyinff  to  note  that  since  the  pub- 
lication of  the  comptroller's  statement  of  July  31  regarding  excessive  interest  rates, 
the  'renewal'  rate  does  not  appear  to  have  been  advanced  again  as  high  as  10  per  cent. 

''It  seems  clear  from  the  ngures  submitted  that  the  amount  of  demand  or  call  loans 
in  the  national  and  State  banks  and  trust  companies  in  New  York  City,  plus  the 
loans  placed  by  them  for  their  correspondent  banks,  which  are  affected  by  the  rate 
fixed  by  this  committee  of  the  stock  exchan^,  probably  exceeds  11.000,000,000.  As 
I  pointed  out  in  a  previous  statement,  on  this  basis  an  advance  in  tne  'renewal*  rate 
from  6  per  cent  to  18  per  cent  for  one  day  would  add  $360,000  to  the  net  profits  of  the 
lending  banks  for  that  day.  In  the  first  part  of  January  of  this  year,  for  example,  the 
15  per  cent  'renewal'  rate  exacted  for  six  successive  davs  meant,  on  this  basis,  a  net 
interest  profit  of  about  $3,000,000  or  more  for  those  six  days. 

"The  raising  or  lowering  of  the  'renewal '  rate  on  the  exchange  is  fre(^uently  accom- 
panied by  upward  or  downward  movements  in  stocks  and  securities;  and  those 
responsible  for  the  fixing  of  the  rate  therefore  have  the  opportunity,  whether  exercised 
or  not,  of  profiting  largely  by  operations  on  the  stock  market,  which  is  often  and 
directly  affected  by  the  call  money  situation.  I  do  not,  of  course,  undertake  to  say 
that  this  informal  'money  committee'  does  take  improper  advantage  of  their  fore- 
knowledge; but  there  are  critics  who  severely  censure  the  existing  arrangements. 
Certainly  all  prudent  and  thinking  business  men  will  agree  that  there  is  dangef  in 
the  concentration  of  such  opportunitv  and  power  in  the  hands  of  a  few  persons.  'Temp- 
tations to  use  this  power  for  individual  profit  must  arise,  and  human  nature  is  not 
changed  by  high  position  in  the  financial  world. 

"Mr.  Lincoln's  axiom  that  God  never  made  a  man  good  enough  to  be  intrusted 
with  unlimited  power  over  another  man  may  be  supplemented  with  the  siiggestion  that 
no  four,  or  six,  or  eight  men  are  strong  and  pure  enough  to  be  intrusted  with  unlimited 
power  over  the  finances  of  a  great  country  without  direct  responsibility  and  accounting 
for  [their  acts  to  the  public  or  some  other  potent  and  intelligent  authority.  Power  to 
fix  money  rates  for  all,  or  nearly  all,  of  the  banks  in  New  York  City,  and  to  change 
them  daily,  is  a  grip  on  the  heart  of  our  commerce.  It  permits  such  interferences  as 
fallible  human  judgment,  whim,  or  interest  may  direct  with  the  natural  and  orderly 
movements  of  money,  the  lifeblood  of  business.  Many  of  us  complain  bitterly  when 
we  fear  that  the  two  nouses  of  Congress,  State  legislatures,  or  State  or  Federal  adminis- 
trators,  acting  in  the  open,  and  after  debate  and  public  hearings,  have  interfered  with 
natural  laws  of  trade.  We  condemn  radical  writers  and  speakers  who  advocate  such 
interferences  and  regard  them  as  public  enemies.  Yet  the  matter  of  arbitrarily  fixing 
money  rates  at  the  money  center,  possibly  reversing  the  natural  and  healthv  flow, 
and  affecting,  directly  or  indirectly,  billions  of  dolmrs  of  security  values  and  other 
property^,  is  left  to  a  small  and  varying  number  of  private  citizens  without  oflicial 
responsibility,  deciding  in  a  moment  and  in  secret. 

"  The  evils  and  dangers  of  such  methods  could  be  recited  indefinitely.  They  reach 
to  the  remotest  comers  of  the  Union  and  its  possessions,  and  touch  harmfuUy  every 
class  of  people.  The  direct  tendency  is  to  reverse  one  d  the  fundamental  purposes  of 
the  Federal  reserve  act,  which  is  to  promote  orderly  distribution  of  money  throu^ 
the  countrv  to  meet  the  needs  of  commerce  and  agriculture.  Excessive  interset  rates 
offered  in  New  York  artificially  draw  money  away  from  outside  communitiee  through 
their  banks,  and  often  leave  legitimate  enterprises  starved  or  pinched,  while  feeding 
speculative  movements  which  may  be  adding  nothing  to  real  industrial  or  commer- 
cial wealth. 

"  I  reiterate  the  statement  previously  made  that  the  excessive  rates  on  call  money , 
arbitrarily  fixed  and  tolerated  in  New  York,  in  my  opinion  have  been  a  potent 
influence  in  depressing  seriously  the  prices  of  all  investment  bonds  and  standard 
shares,  the  shrinkage  in  which  m  the  past  12  months  has  amounted,  including  the 
depreciation  in  Liberty  bonds,  to  several  billion  dollars. 

^  It  is  no  part  of  the  function  of  a  Government  oflScial  to  moralize  on  speculative 
operations.  Mv  attention  is  demanded  when  such  operations  produce  conditions 
retfl^ing  the  development  of  the  country  and  endangering  the  stability  of  its  busi- 
ness. Corporations,  individuals,  and  investors  generafly  are  drawn  away  from  Inti- 
mate investments  in  new  enterprises  and  in  the  shares  and  bonds  of  existing  enter- 
prises by  the  prospect  of  10  per  cent  to  20  per  cent  interest. 

"The  effect  of  tnese  rates  is  seen  when  the  general  managers  or  executives  of  rail- 
roads or  other  lar^  corporations  visit  New  York  to  raise  money  necessary  for  the 
redemption  of  retiring  loans  or  for  the  extension  and  promotion  of  new  business. 
The  bankers  and  bona  houses  solemnly  point  to  the  high  rates  paid  for  'call  money' 
and  corporations  whose  credit  abundantly  justified  a  5  per  cent  or  6  par  cent  interest 
basis,  have  been  forced  to  pay  7  per  cent  or  8  per  cent  or  10  par  cent  on  loans  for  one 
year,  three  years,  or  five  to  ten  years;  and  are  sometimes  persuaded  by  the  buikers 
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througli  whom  they  obtain  the  funds  that  they  are  douu;  well  to  get  money  even  on 
such  tenna,  because  money  on  call  has  been  advanced  often  amficially  to  12  per 
cent  or  15  p^  cent  or  20  per  cent,  for  a  few  days  at  a  time. 

"The  sophistical  argument  that  a  high  rate  for  call  loans  is  a  justification  for  a  long- 
time loan  at  8  per  cent,  10  per  cent,  or  12  per  cent  by  a  strong  and  solvent  corpora- 
tion is  transparent,  but  many  excellent  corporations  have,  duiing  the  past  12  months, 
been  forced  to  accept  loans  at  exorbitant  rates  of  interest  for  terms  of  years  which 
will  inevitably,  in  some  cases,  prove  a  serious  embarrassment  and  handicap  in  their 
future  operations. 

*'The  same  cause  that  cripples  and  hampers  a  great  railroad  system  or  a  municipal 
government  also  deprives  and  injures  or  ruins  a  country  storekeeper,  a  small  farmer,  or 
the  owner  of  a  large  or  little  manufacturing  enterprise. 

''The  argument  that  these  high  money  rates  prevent  panics  by  enticing  call  money 
from  banks  and  others  in  the  interior  to  New  York  will  not  bear  analysis.  The  facts 
are  that  much  of  the  money  drawn  from  the  interior  and  loaned  on  call  in  New  York  at 
fancy  rates  would,  but  for  the  temptation  of  the  high  rates  and  the  fear  which  they 
instill  as  to  the  future  of  the  secmrity  market,  be  used  by  inve3tors  and  banks  and  cor- 
porations who  have  those  idle  funds  in  the  purchase  of  standard  railroad  and  other 
bonds;  which  would  thus  furnish  funds  to  the  New  York  market  normally  and  natur- 
ally. 

"The  high  rates  for  call  money  in  New  York  have  thus  shut  off  a  large  part  of  the 
investment  demand  for  securities,  which  during  the  past  12  months,  largely  because 
of  these  disturbing  conditions,  have  been  forced  down  to  the  lowest  prices  reached  in 
40  years. 

'*lt  is  my  belief  that  if  the  call  money  rates  in  New  York  had  been  maintained 
at  6  per  cent,  or  at  the  maximum  rates  which  are  charged  in  other  money  centers, 
as  I  believe  could  have  been  done  with  a  reasonable  degree  of  cooperation  upon  the 
part  of  the  New  York  banks,  the  unprecedented  shrinkage  in  security  prices  in  the 
past  12  months  would  not  have  taken  place  and  the  apparent  loss  of  billions  of  dollars 
in  values  would  have  been  avoided. 

"My  hope  for  the  present  is  that,  with  the  public  in  possession  of  the  facts,  senti- 
ment will  be  strong  enough  to  brin^  about  reforms.  Money  rates  should  not  be  raised 
or  lowered  or  manipulated  arbitrarily  or  in  secret.  New  York  bankers  and  financiers 
have  tremendous  responsibilities  to  the  general  public,  and  all  can  be  induced  to  real- 
ize and  respect  them,  as  some  honestly  and  conscientiously  do  now.  Bankers  through- 
out the  country  should  have  impressed  upon  them  that  they  owe  direct  and  distinct 
duties  to  their  customers  and  communities,  in  preference  to  earning  excessive  and 
queetionable  profits  for  stockholders,  and  themselves  by  pouring  money  into  New 
York  for  interest  exactions,  which  inevitably  must  injure  or  destroy  somebody.  The 
best  banking  is  the  broadest  and  most  foreseeing — ^that  based  on  the  conviction  that 
the  real,  permanent,  stable  profit  in  business  is  in  building  up,  encouraging,  and 
developing  in  their  respective  spheres,  not  in  starving  the  productive  elements  of 
communities  in  the  hope  of  grabbing  large  profits  from  the  speculative. 

"Reports  showing  the  extent  to  which,  as  referred  to  in  my  statement  of  July  31, 
banks  m  New  York  City  and  elsewhere  have  during  the  past  year  been  obta^iing 
funds  from  the  Federal  reserve  banks  at  rates  varying  from  4}  to  6  per  cent  and  have 
loaned  these  funds  in  New  York  at  the  excessive  rates  referred  to,  running  in  some 
instances  as  high  as  20  per  cent,  25  per  cent,  and  30  per  cent,  are  now  being  compiled . 
A  statement  concerning  these  transactions  will  be  made  later.'' 

October  22,  1920. 

BiuioN   Dollars    op    Nbw    York    Loans    Constantly    Appected    by    Rates 

Artificially  Fixed. 

aoomonal  examples  op  loans  on  which  20  per  cent  and  26  per  cent  are 

charged — INTEREST  AND  DISCOUNT  COLLECTED  BY  NEW  YORK  NATIONAL  BANKS, 
SIX  MONTHS  ENDING  JUNE  30,  1020,  WAS  ABOUT  $100,000,000,  WHICH,  AS  COMPARED 
WTTH  SAME  PERIOD  IN  1917,  IS  AN  INCREASE  OP  ABOUT  SAO,000,000  IN  INTEREST 
COLLECTED. 

OriticiBins  on  the  statement  given  out  by  this  ofiice  for  the  newspapers  of  Monday 
last  seem  to  me  to  be  rather  vague  and  feeble  as  well  as  anonymous.  I  hoped  they 
would  be  strong,  illuminating,  and  constructive.  I  am  constrained  to  believe  that 
they  do  not  express  the  thought  of  the  bankers  of  the  country  or  of  New  York,  who 
certainly  are  men  of  ability,  with  intelligence  and  courage  to  speak  clearly  and  frankly 
when  they  wish  to  speak. 


Digitized  by 


Google 


118  AGRICULTURAL  INQXHRY. 

One  of  the  functions  of  this  office  is  to  do  all  poesible  to  maintain  and  increaFe  the 
good  will  and  confidence  of  the  public  in  the  oanks  of  the  country.  To  that  end 
continual  labor,  frequently  troublesome  to  all  concerned,  has  been  applied  to  make 
sure  that  the  management  and  conduct  of  all  banks  should  be  such  as  to  deserve  good 
will  and  confidence.  Following  along  that  same  line,  I  think  it  right  to  reiterate 
some  expressions  included  in  the  statement  referred  to,  but  unfortunately  omitted  by 
many  newspapers  which  published  portions  of  it.  These  are,  that  there  is  no  purpose 
in  this  office  to  stir  or  cater  to  any  prejudice  against  that  great  and  useful  part  of  our 
financial  system  popularly  known  as  **Wall  Street";  that  there  was  and  is  no  purpose 
to  hold  up  the  New  York  City  bankers  or  any  other  bankers  for  special  condemnation. 
It  is  my  duty  to  discover  and  oppose  what  I  believe  to  be  evils  ana  dangers  threatening 
or  impeding  the  business  of  the  country.  There  has  been  no  attack  on  individuals 
or  individual  interests.  The  criticism  from  this  office  has  been  against  a  system  and 
method.  The  first  step  toward  correction  of  any  wrong  must  be  discovery  and 
exposure. 

Statements  of  the  existence  of  extortionate  interest  rates  in  New  York,  affecting 
the  operations  of  the  whole  country,  made  by  me  some  weeks  ago,  were  met  by  sneer- 
ing denids  through  newspapers.  Thereupon  it  'became  neceonry  to  present  con- 
fiimatory  specifications  ana  evidence.  This  has  been  done.  Anonymous  and 
indefinite  denials  are  not  contradictions.  Statements  of  hcta  and  fic-ures,  sworn  to 
by  the  banks  themselves,  can  not  be  met  by  excited  rhetoric  or  general  denunciation, 
or  imstained  accusation  of  improper  motive. 

In  my  previous  statement  I  showed  that  the  aggrc^te  of  these  demand  of  call  loans 
securea  by  bonds  and  stocks  handled  by  the  New  York  banking  institutions  for  their 
own  account  and  for  account  of  their  correspondents,  upon  which  interest  rates  vary- 
ing from  7  per  cent  to  30  per  cent  have  been  charged,  has  probably  averaged  througn- 
out  the  past  year  more  than  $1,000,000,000. 

The  assertion  by  anonymous  critics  tnat  the  exorbitant  interest  rates  were  rare  and 
applied  to  inainiificant  sums  will  not  weigh  against  official  reports  made  to  this  office 
under  oath.  We  find,  for  example,  one  national  bank  deciding  that  loans  made  by  it 
in  the  period  covered  by  my  statement  at  rates  in  excess  of  10  per  cent  per  annum, 
aggregated  $448,000,000,  including  $186,000,000—1,426  loans— at  rates  of  15  per  cent 
and  over.  On  a  certain  day  within  this  period  another  bank  reported  that,  on  loans 
for  itself  and  correspondents,  it  was  charging  15  per  cent  on  $55,895,000,  and  18  per 
cent,  19  per  cent,  and  20  per  cent  on  $3,600,000  aaditional.  The  same  bank  admitted 
exacting  on  another  day  18  per  cent  on  $57,183,000,  20  per  cent  on  $1,400,000,  and 
25  per  cent  on  $14,055,000.  On  three  days  early  in  January  the  amount  on  which 
this  bank  was  charging  18  per  cent  exceeded  $63,500,000. 

Another  New  York  national  bank  reported  that  it  was  chaiging  on  a  certain  dav  on 
loans  made  for  its  account  16  per  cent  on  $23,500,000,  while  two  days  previously  it 
was  loaning  at  14  per  cent  $27,100,000,  and  at  16  and  18  per  cent  $315,000  more: 
another  day  this  bank  reported  that  loans  at  17  per  cent  to  20  per  cent  exceeded 
$17,000,000.  On  December  31  last  the  same  bank  made  11  new  loans  for  over  $2,000,000 
at  25  per  cent,  and  on  January  2  it  made  53  new  loans  aggr^ating  $10,000,000  at  15 
per  cent  in  addition  to  some  millions  already  out  at  15  per  cent. 

Still  another  bank  reports  that  on  a  particular  date  during  the  past  year  it  was 
chaiging  on  loans  for  its  own  account  25  per  cent  on  $2,150,000, 13  per  cent  on  $300,000, 
15  per  cent  on  $10,000,000.  On  another  date  the  same  bank  was  chaigine  22  per  cent 
on  $2,000,000  and  11  per  cent  to  16  per  cent  on  $8,200,000  additional,  with  other  loans 
at  the  same  time  bearing  7  per  cent,  8  per  cent,  9  per  cent,  and  10  per  cent.  This 
particular  bank  has  through  this  period  been  lendine,  as  have  other  banks,  many 
millions  more  at  exorbitant  rates  for  correspondent  banks.  The  foregoing  figures 
relate  to  only  4  of  the  34  national  banks  in  New  York  Oity,  and  they  are  matters  of 
record. 

It  is  of  interest  to  the  pubhc  that  most  of  those  New  York  banks,  a  few  of  whose 
loans  are  given  above,  wnild  lending  at  these  very  indefensible  rates,  sometimes  25 
per  cent  and  30  per  cent,  were  being  acconmiodated  at  the  same  time  at  4^  per  cent 
to  6  per  cent  b)r  the  Federal  Reserve  Bank  of  New  York  with  sums  as  great  <»r 
greater  than  their  loans  recited  above.  They  were  therefore,  occasionally  cnaiging 
borrowers  20  per  cent  to  25  per  cent  more  interest  than  the  rates  they  paid  tne  reserve 
bank. 

The  amount  actually  collected  for  interest  and  discount  by  the  34  national  banks 
in  New  York  City  for  the  six  months  ending  Jtme  30,  1920,  exceeded  all  previous 
records,  and  amounted  to  approximately  $100,000,000,  which  was  nearly  $50,000,000, 
or  nearly  100  per  cent,  in  excess  of  similar  receipts  for  the  corresponding  period  in 
1917. 

In  February  last  the  "renewal"  rate  in  New  York  City  for  the  whole  month  aver- 
aged above  10  per  cent.    This  was  more  than  double  the  normal  average  for  call 
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While  newly  every  national  bank  in  New  York  City  has  admitted  that  its  ratee 
on  the  so-called  ''street"  or  ''brokers'  "  loans  are  marked  up  or  down  automatically 
from  day  to  day,  according  to  the  fluctuations  of  the  call  money  rate,  yet  reports  from 
some  banks  show  a  marked  discrimination,  and  that  they  exact  on  some  of  the  well- 
secnred  loans  rates  considerably  in  excess  of  the  so-called  daily  "renewal"  rate,  while 
other  banls  adhere  quite  closely  to  that  rate. 

As  to  the  large  amount  of  caU  loans  held  by  national  banks  for  account  of  corre- 
spondence—over  1500,000,000— it  may  be  of  interest  to  state  that  the  New  York  banks, 
for  their  services  in  handling  these  loans,  make  varying  chaii^ee — sometimes  a  frac- 
tional conmussion  is  charged;  sometimes,  in  view  of  the  deposit  balances  carried,  no 
charge  is  made,  while  at  other  times  the  New  York  bank  and  its  outside  corre- 
spondents divide  evenly  the  interest  collected  in  excess  of  6  per  cent  per  annum. 

New  York,  as  I  have  stated  before,  is  the  only  cil^  of  importance  in  the  world 
▼here  such  interest  rates  as  these  exist  or  are  toleratea.  They  have,  in  my  opinion, 
been  most  costly  to  the  entire  country  and  can  not  be  justified  on  any  basis  of 
economics  or  ethics. 

The  plainly,  indisputably  proper  course  is  change  of  policy  and  reformation  of 
abuses  which  nave  come  almost  imperceptibly,  not  loose  and  wholesale  criticism  of 
the  man  trying  to  heave  the  lead  line  and  give  warning  of  shoals.  The  point  is  not  the 
qualities  or  intensions  of  the  ofl&dal,  but  whether  the  shoals  are  there.  My  work  is 
to  report  them  and  prove  where  they  are.  My  strong  faith  is  that  the  bankers  of  the 
country  will  find  and  apply  cure  for  the  evil  that  dbb  been  shown.  They  have  on 
them  now  some  of  the  heaviest  and  most  difficult  responsibilities  which  ever  rested 
on  a  financial  body.  The  welfare  not  only  of  their  own  country,  but  of  the  world, 
depends  in  a  great  measure  on  their  wisdom  and  character.  I  believe  they  will  meet 
the  test.  The  most  important  part  of  the  comptroller's  work  is  to  help  them,  as  he 
may.  There  is  no  better  way  to  help  than  to  detect  and  point  out  obstacles  and 
penis  in  their  path  toward  performance  of  the  tremendous  work  they  have  to  do. 

The  Chairman.  How  did  the  amount  of  money  loaned  on  call  rates 
at  the  time  of  this  statement  compare  with  the  amomit  loaned  ' 
previously,  in  December  previous,  for  instance  ? 

Mr.  WiLiJAMS.  I  have  not  the  figures  at  hand,  Mr.  Congressman. 

The  Chairman.  Were  the  amounts  larger  or  smaller  ? 

Mr.  Williams.  I  do  not  recall,  Mr.  Chairman. 

The  Chairman.  It  seems  to  me  that  might  be  an  interesting  matter 
to  determine. 

Mr.  Williams.  I  shall  be  very  glad  to  compile,  so  far  as  the  infor- 
mation at  my  command  permits,  any  information  the  commission 
may  desire. 

The  Chairman.  I  think  it  is  important  to  know  whether,  in  Jan- 
uary, 1921,  money  was  being  withdrawn  from  the  interior  for  New 
York  by  these  high  rates,  or  whether  the  pressure  from  the  interior 
was  causing  the  withdrawal  of  the  funds  from  New  York;  it  is  very 
pertinent  to  this  discussion. 

Mr.  Williams.  Yes,  sir. 

Representative  Sumners.  At  that  time,  were  the  New  York  banks 
biddinghigh  for  money? 

Mr.  Williams.  I  am  pleased  to  say  that  after  my  statement  of 
July  31,  1920,  was  given  to  the  press,  and  was  given  publicity,  I  do 
not  think  that  the  New  York  call  rate  has  at  any  time  been  above 
10  per  cent. 

Representative  Sumners.  Yes;  but  my  question  is  at  the  time  of 
these  high  call  interest  charges,  were  the  New  York  banks  bidding 
liidi  for  money  from  the  banks  throughout  the  country  ? 

Mr.  Williams.  I  have  in  mind  one  bank  whose  correspondents 
throughout  the  country — one  banking  institution  whose  corre- 
spondents throughout  the  various  parts  of  the  country  sent  on  to  that 
bank  for  them  to  loan  out  approximately  $100,000,000  at  the  high 
rates  prevailing  in  New  York  Citv.  As  to  exactly  how  much  of  that 
money  came  from  each  State,  I  do  not  know. 
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Repreeentative  Sumners.  Do  you  know  what  the  arrangement  was 
between  the  loaning  bank  m  New  York  and  the  correspondent  bank 
that  furnished  the  money  f 

Mr.  Williams.  As  I  recall,  the  arrangement  differed  with  the  dif- 
ferent banks  in  New  York  City;  some  banks  there  arranged  to  loan 
the  money  for  their  correspondent  banks  on  a  basis  which  enabled 
them  to  divide  a  portion  of  the  excess  interest  rate  which  they  ob- 
tained, while  others,  as  I  understand  it,  loaned  and  gave  their  cus- 
tomers the  benefit  of  the  full  interest  rate;  in  other  cases  there  were 
commissions  charged  for  placing  loans  in  Wall  Street. 

Representative  Sumners.  Was  there  a  condition  obtaining  in  New 
York  at  that  time  different  from  that  which  obtained  in  other  sec- 
tions of  the  country  which  caused  that  conmiunity  to  bid  higher  for 
money  than  other  conmiunities  wer©  bidding  ? 

Mr.  Williams.  I  think  that  very  largely  the  conditions  in  New 
York  were  the  residt  of  the  speculative  mania  which  was  prevailing 
at  that  time.  Conmtiodities  and  securities  were  going  up  rapidly 
and  people  were  making  such  large  profits  in  this  or  that  commoditv 
or  stock  that  they  thoug^ht  that  they  could  afford  to  pay  the  high 
rates  for  money  out  of  their  profits,  but  when  things  went  the  other 
way  it  was  like  a  two-edged  sword. 

Representative  Sumners.  When  the  banks  ascertained  that  high 
rates  of  interest  would  be  paid,  did  the  banks,  separately  or  through 
concerted  action,  create  a  condition  under  whicn  high  rates  woiud 
have  to  be  paid  ? 

Mr.  Williams.  When  the  Federal  Reserve  Board  put  up  the  rate 
to  7  per  cent  in  the  New  York  district,  it  is  my  information  that  the 
'  banks  in  New  York  CSty  raised  the  minimum  rate  on  a  large  portion 
of  their  call  loans  to  7  per  cent.  I  voted  against  the  increase  to  7 
per  cent  in  New  York  and  other  districts.  I  thought  it  was  wiser  to 
limit  the  credit  by  other  methods  than  by  putting  the  rate  at  that 
figure.  I  was  also  opposed  to  excess  rates  which  were  charged  at 
times  in  other  districts. 

Representative  Sumners.  Is  it  your  opinion  that  if  the  banks  were 
limited  in  the  amoimt  of  interest  which  they  could  charge  they 
would  not  be  able  to  draw  out  from  the  industries  throughout  the 
country  money  for  speculative  purposes  ? 

Mr.  Williams.  I  think  it  would  be  better  for  the  whole  country  if 
there  was  that  limitation  everywhere. 

Representative  Sumners.  Whereas  the  speculative  interests  would 
suffer  from  inadequate  funds,  while  indust^  throughout  the  country 
would  be  adequately  supphed;  is  that  your  idea? 

Mr.  Williams.  Preciselv. 

Mr.  Chairman.  I  should  like  to  read  now  a  letter  which  I  ad- 
dressed to  Grov.  Harding,  of  the  Federal  Reserve  Board,  under  date 
of  October  18,  1920.  The  several  documents  and  letters  which  I 
have  read,  I  think,  indicate  that  I  deprecated  the  excess  interest 
rates  whidi  were  being  chained  and  the  methods  which  were  being 
employed  in  certain  ways.  This  letter  relates  to  the  credit  situation 
at  that  time.    [Reading:] 

OCTOBBB  18,  1920. 

Mt  Dbar  Governob:  I  attended  the  two  hearings  held  in  your  office  last  week, 
given  to  the  farmers  and  to  cotton  manufacturevs  and  merchants,  and  was  much 
impressed  with  the  representations  made  hj  the  delegates  and  by  the  United  States 
Senators  who  led  in  the  discussion. 
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In  my  opinion,  the  declines  which  have  taken  place  in  commodity  values  in  the 
past  six  months  have  been  due  primarily  to  the  operation  of  natural  causes,  and 
theee  declines  in  orderly  manner  have  been  facilitated  by  the  policies  pursued  by  the 
fedenl  Reserve  Board  during  this  period.  The  recession  from  the  unnatural  prices 
which  prevailed  in  the  case  of  so  many  commodities  was  desirable  and  inevitable, 
and  it  was  proper  that  the  Federal  Reserve  Board  should  have  endeavored  to  have 
this  decline  proceed  graduallv,  rather  than  by  withholding  all  restraints,  maMng 
possible  later  on  a  collapse  and  disaster. 

The  decline  which  has  taken  place  in  the  prices  of  leading  commodities  in  the  past 
lew  m<Hiths  has  probably  been  without  precedent  in  the  commercial  history  of  this 
coontij;  and  the  extent  of  this  shrinkage  in  value,  as  expressed  in  dollars,  has  been 
appalhiij^.  It  will  require  exceedingly  skillful  handling  on  the  part  of  our  bankers. 
ukI  busmesB  men  to  prevent  the  shock  of  this  decline  m)m  precipitating  numerous 
Mlures  in  business  and  banking  and  widespread  uneasiness  and  disturbance. 

The  shrinkage  in  the  value  oF  wheat,  as  applied  to  the  entire  crop,  represents  about 
1500,000,000;  ue  decline  in  com  from  one  to  two  billion  dolku?  additional,  as  applied 
to  the  entire  crop;  while  the  amount  which  the  cotton  growers  would  receive  for  their 
crop  on  the  present  basis  of  20  cents  a  pound  as  compared  with  40  cents^  the  price  at 
which  cotton  was  auoted  a  few  weeks  aco,  represents  an  apparent  decline  in  values 
of  another  billion  aoUars.  Wool  is  now  hardly  salable  at  more  than  one- third  of  last 
winter^s  {nice;  while  leather  is  quoted  at  only  40  per  cent  to  50  per  cent  of  what  it 
was  bringing  a  few  months  ago.  The  price  of  raw  silk  in  Japan  has  declined  to  about 
20  per  cent  of  the  price  at  which  it  was  sold  in  March.  In  both  Japan  and  Louisiana, 
the  value  of  the  nee  crop  has  been  cut  in  two.  Theee  figures  indicate  an  economic 
upheaval  which  must  be  foced  and  handled  with  all  the  skill  and  wisdom  we  can 
command. 

The  plans  and  policies  which  have  aided  in  bringing  about  deflation  in  the  great 
staple  commodities  should  be  at  once  taken  up  for  consideration  and  revised  as  for 
as  may  be  necessary  to  meet  present  and  chan^^ed  conditions.  If  this  is  not  done 
speedily  I  am  fearful  as  to  the  consequences  which  may  ensue. 

As  a  first  step  in  this  coimection  I  respectfully^  urge  that  the  Federal  Reserve  Board 
take  up  forthwith  the  consideration  of  the  ruling  and  r^:ulations  which  have  been 
interpreted  as  preventing  the  well-secured  paper  of  cotton  factors,  who  need  the 
money  in  connection  witn  their  advances  for  agricultural  and  commercial  purposes, 
from  bdng  eli^ble  for  rediscount  with  reserve  banks.  If  the  board  does  not  feel 
JQstified  in  asking  for  a  reversal  of  the  interpretations  which  have  been  put  upon  its 
rulings  in  this  coimection  by  some  of  the  Federal  reserve  banks,  I  urge  that  we  sus- 
pend for  the  present  these  regulations  of  the  board  which  justify  this  discrimination 
on  the  part  of  tiie  reserve  bimks.  It  seems  to  be  generally  admitted  that  the  most 
that  can  be  said  against  such  paper  is  that  its  elijg:ibility  is  doubtful.  I  respectfully 
urge  that  the  people  and  sections  that  are  suffering  so  greatly  at  this  time  oe  given 
Uie  benefit  of  the  doubt,  if  doubt  there  be. 
Faithfully,  yours, 

John  Skelton  William9. 

Hon.  W.  P.  G.  Harding, 

Governor  Federal  Reserve  Board* 

Mr.  Chairman,  on  October  21,  1920,  I  addressed  a  letter  to  the 
Secretary  of  the  Treasury 

Representative  Mills  (interposing) .  Mr.  WiUiams,  before  you  go 
on,  I  woidd  like  to  ask  you  a  question.  I  was  not  here  during  your 
entire  discussion  of  these  high  money  rates.  If  it  could  be  shown 
that  during  the  yew  1920  money  was  being  withdrawn  from  New 
York  (^ty,  your  argument  would  fall  to  the  ground  ? 

Mr.  Williams.  Not  necessarily  so.  How  much  was  there  before, 
how  much  was  withdrawn,  and  what  were  the  conditions?  It 
depends  on  the  conditions. 

representative  Mills.  If  it  can  be  shown  that  the  whole  tendency 
during  this  period  money  was 

Mr.  Williams  (interposing).  That  is  a  complex  statement,  Con- 
gressman. In  order  to  answer  that  you  must  know  the  conditions, 
present  and  past. 

Representative  Mills.  If  it  could  be  shown  that  money  was  flow- 
ing from  New  York,  instead  of  to  New  York,  during  1920,  would  it 
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not  tend  to  show  that  the  high  money  rates  did  not  have  the  eflfect 
which  you  attribute  to  them  f 

Mr.  Williams.  I  think  that  in  your  absence  I  pointed  out  that  in 
1919  money  rates  went  up  to  30  per  cent. 

Representative  Mills.  I  did  not  mean  to  discuss  that  now. 

Mr.  Williams.  In  1919  they  went  up  to  30  per  cent;  in  the  early 
part  of  1920  they  varied  from  15  to  20,  to  25  per  cent.  Since  the 
time  my  press  statement  was  given  out — in  July,  1920 — they  have 
never,  I  believe,  been  above  10  per  cent.  I  think  there  were  moral 
conditions  which  exercised  a  restraint. 

Representative  Mills.  As  a  matter  of  fact,  then,  during  1920, 
when  the  real  serious  situation  began,  call  money  rates  had  not  had 
any  effect  so  far  as  drawing  money  from  New  York  is  concerned  ? 

Mr.  Williams.  In  1920? 

Representative  Mills.  In  1920. 

Mr.  Williams.  In  1919  they  were  up  to  30  per  cent  there,  and 
thev  also  went  up  to  20  per  cent,  I  think  in  the  early  part  of  1920, 
and  up  until  June — I  think  the  rates  were  in  excess  of  10  or  15  per 
cent  up  to  Jime,  1920.  In  the  latter  part  of  1920  there  was  an  easing 
of  the  money  market  there. 

Representative  Mills.  The  real  depression  began  in  the  lattei 
part  of  1920;  in  the  last  six  months  of  1920;  is  that  not  so  ? 

Mr.  Williams.  In  the  last  six  months  of  1920  ? 

Representative  Mills.  Yes. 

Mr.  Williams.  You  mean  the  fall  in  values  ? 

Representative  Mills.  The  fall  in  values  ? 

Mr.  Williams.  Yes;  in  June  they  were  low,  and  in  the  latter  part 
of  July  there  was  a  heavy  collapse  in  commodity  values.  In  the 
spring  of  1920  the  silk  market  collapsed,  I  think,  to  about  20  per 
cent  of  its  high  value. 

Representative  Mills.  The  peak  of  the  prices  was  reached  during 
May;  but,  generally  speaking,  the  great  drop  in  prices  was  durimg 
the  last  six  months  of  1920:  is  that  not  so? 

Mr.  WiLLLAMS.  Principally. 

Representative  Mills.  Duriqg  that  period  the  call  money  rate  in 
New  1  ork  had  no  influence  on  the  flow  of  money  to  or  from  New 
York? 

Mr.  Williams.  I  think  I  did. 

Representative  Mills.  You  don't  believe  it  did  ? 

Mr.  Williams.  I  think  it  did. 

Representative  Mills.  But  I  imderstand  you  to  say  there  were  low 
rates  during  that  period  ? 

Mr.  Williams.  No;  I  did  not  say  low  rates;  I  said  lower  than  they 
had  been,  but  not  low  rates. 

Representative  Mills.  Now,  if  it  could  be  shown  that  money  was 
flowing  from  New  York  rather  than  to  New  York,  woidd  you  care  to 
^  modifj^our  statement  ? 

Mr.  Williams.  No. 

Representative  Mills.  AU  right. 

Mr.  Williams.  Mr.  Chairman,  on  October  21,  1920,  I  addressed 
this  letter  to  the  Secretary  of  the  Treasury  [reading]: 
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October  21, 1920. 

Dear  Mr.  Secretary;  I  trust  that  you  will  accept  my  experience  of  more  than  a 
third  of  a  century  in  practical  banking  and  finance  as  some  justification  for  my 
venturing  to  express  to  you,  unasked,  the  hope  that  you  will  give  serious  consideration 
to  the  petition  which  I  see  from  the  newspapers  has  been,  or  is  to  be,  sent  to  you  and 
to  the  White  House  in  behalf  of  the  revival  of  the  activities  of  the  War  Finance 
Corporation. 

1  oeg  leave  to  hand  you  with  this  a  copy  of  a  letter  which  I  addressed,  under  date 
"oi  October  18,  to  Grov.  Harding,  of  the  Federal  Reserve  Board,  which  briefly  sets 
forth  my  views  as  to  the  seriousness  of  the  present  financial  and  economic  situation. 
1  also  heg  leave  to  hand  you,  with  this,  a  cop>r  of  a  letter  which  I  received  to-day 

from  ex-Gov. ,  of ,  now  president  of  a  successful  national  bank  in 

that  State. 

It  is  my  distinct  belief  that  much  good  could  be  accomplished  at  this  time  by 
reestablishing  the  War  Finance  Corporation,  of  which  you  are  chairman. 

I  trust  that  you  will  not  take  this  expression  of  my  hope  in  this  connection  as  being 
in  any  way  a  criticism  of  your  action  in  suspending  the  operations  of  the  War  Finance 
Corporation  at  the  time  that  you  acted  some  months  ago.  Since  then  conditions  have 
changed  radically  and  I  feel  strongly  that  these  changed  conditions  would  abundantly 
justify  the  use  of  your  power  to  recall  the  corporation  into  life.  The  emergency  that 
caosed  its  creation  had  subsided  apparently.  Now  that  emergency  has  returned  or  a 
nev  one  arisen,  and  revival  of  the  means  so  successfully  used  m  the  past  seems  to  me 
to  be  required. 

The  shrinkage  which  has  taken  place  in  the  prices  of  leading  commodities  since  the 
time  when  you  decided  to  suspend  the  operations  of  the  War  Finance  Corporation, 
some  six  or  eight  months  affo,  is  estimated  at  from  three  to  five  bilHon  dollars.  This 
represents  a  commercial  upheaval  which  must  eive  up  pause  and  call  for  solemn  study. 

As  I  see  the  situation,  the  corporation  would  not  interfere  with  the  laws  of  trade 
or  economics  or  of  supply  and  demand.  To  the  contrary,  it  would  aid  in  assuring  the 
jnst  and  healthy  workings  of  those  laws  and  restrain  interference  with  them  and 
obstraction  of  them  by  speculators  taking  advantage  of  the  necessities  of  owners  of 
commodities  or  forcing  prices  upward  or  down  by  methods  sometimes  used.  All  of 
us  know  how  large  combinations  of  capital  may,  when  so  minded,  cause  artificial 
fluctuations  in  the  market — fluctuations  based  on  buying  and  selling  which  mean 
no  actual  transfer  of  the  things  purporting  to  be  bought  and  sold. 

If  the  corporation  should  control  conditions  to  the  extent  of  giving  help  as  needed 
so  as  to  allow  prices  of  some  commodities  suffering  most  severely  to  be  fixed  by  actual 
transactions  between  producers,  or  owners  and  consumers,  the  law  of  supply  and 
demand  could  and  would  work  smoothly  and  accurately,  and  much  of  the  cause  for 
snsmcion  and  complaint  would  be  removed. 

If  buyers  know,  nowever,  that  the  ability  of  owners  to  hoid  up  prices  justified  by 
conditions  depends  on  fast  diminishing  resources  and  jpowers  of  resistance,  their 
natural  tendency  is  to  refrain  from  buying  until  they  can  dictate  terms.  On  the  other 
hand,  if  buyers  know  that  the  powers  of  resistance  are  strong  they  will  pay  what  they 
fairly  can  afford,  preferring  moderate  profits  to  inaction.  The  corporation  woula 
promote  fair  bargaining  on  the  basis  of  reasonable  returns  to  all  parties. 

My  observation  and  information  are  that  the  War  Finance  Corporation  would 
prove  immensely  helpful  in  finding  markets  for  American  products  which  are  now 
suffering  most  heavily,  not  only  in  allied  coimtries  but  also  in  neutral  countries, 
and  through  some  of  these  neutral  countries,  such  as  Holland,  important  markets 
could  be  developed  in  Germany  and  Austria.  -This  would  j;ive  employment  to  labor 
in  enemy  countries  and  would  help  those  countries  pay  the  indemnity  due  the  Allies. 

Whether  or  not  you  agree  with  me,  I  do  believe  that  you  will  give  the  subject  the 
■earnest  thought  demanded  by  the  tremendous  importance  to  our  own  people  and  the 
people  of  the  world  and  by  your  great  power  and  responsibility » 

The  shrinkage  in  our'leading  commodities  during  the  current  year,  to  which  I  have 
T^erred,  has  ranged  from  25  per  cent  to  75  per  cent  from  prices  of  less  than  a  year  agos 
This  shrinkage  as  expressed  in  dollars  amounts  not  to  millions  or  hundred  of  million, 
hut  to  billions  of  dollars. 

The  strain  upon  the  business  fabric  of  the  country  is  in  some  respects  unparalleled 
and  I  do  feel  that  the  time  has  come  for  the  exercise  of  such  salutary  and  construc- 
tive powers  as  may  be  at  our  command.  A  leading  bank  president,  who  called  at 
^  Treasury  this  week,  tells  me  that  an  executive  officer  of  a  New  York  bank  men- 
tioned to  hun  the  other  day  that  he  had  already  been  placed  on  the  creditors'  com- 
mittee of  30  different  business  houses  or  corporations  which  had  been  imable  to  stand 
^p  under  this  unprecedented  shrinkage  in  values. 
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A  largu  wholeBDile  jobber,  when  asked  a  few  days  ago  how  busmess  was.  replied  that 
there  was  no  busineas;  that  orders  which  he  had  not  shipped  were  beinj?  canceled: 
that  ^ood3  which  he  had  shipped  were  being  returned;  and  that  upon  the  invoices 
of  other  goods  which  had  been  shipped  and  disposed  of  he  was  now  being  called 
upon  to  make  rebateg. 

In  many  foreign  ports  American  ^^oods  are  congesting  port  facilities,  the  consigneee 
having  been  unable  to  obtain  credit  and  funds  necessary  to  release  them.  Tlie  situa- 
tion with  many  of  our  national  banks  has  become  more  amavated  of  late,  and  uoleee 
relief  can  be  found  an  increase  in  bank  failures,  I  fear,  "wm  be  inevitable. 

Tlie  revival  of  the  War  Finance  Corporation  would  provide,  in  my  judgment  a 
much  needed  steadying  influence  at  this  time. 

I  trust  that  you  will  pardon  these  volunteered  suggestions^  realizing  that  they  are 
intended  to  put  before  you  views  from  my  angle  of  observation  and  are  inspired  by 
loyal  and  sincere  purpose  to  be  of  service  to  the  country,  the  administration,  and 
yourself  in  this  momentous  situation. 
Very  sincerely,  yours, 

John  Skelton  Wiluams. 

Hon.  D.  F.  Houston, 

The  Secretary  of  the  Treaswry. 

Representative  Sumners.  Mr.  Williams,  I  want  to  ask  you  at 
some  time  during  your  testimony  as  to  what  date  you  fix  as  approxi- 
mately the  date  wnen  the  policy  of  the  Federal  reserve  system  tended 
to  bnng  about  the  concution  of  what  has  come  to  be  known  as 
deflation. 

Mr.  Williams.  You  mean  when  the  pressure  should  have  been 
relaxed  ? 

Representative  Sumners.  No,  sir;  what  date  do  you  fix  as  the 
date  when  they  began  what  we  speak  of  as  deflation  upon  member 
banks  to  force  liquidation  on  the  part  of  their  customers  ? 

Mr.  Williams.  It  would  be  a  little  difficult  to  answer  that  ex- 
actlj^,  Congressman.  I  urged  that  the  pressure  be  relaxed  in  October, 
and  in  August 

Representative  Sumners  (interposing).  October  and  August  of 
last  year? 

Mr.  Wiluams.  A  year  ago,  in  those  two  letters.  I  think  if  there 
had  been  a  revision  of  policies  in  October  last,  that  the  subsequent 
economic  history  of  the  country  would  have  been  different. 

Representative  Sumners.  Can  you  give  approximately  the  date 
when  the  policy  began  which  you  ui^edshould be  reversed! 

Mr.  Wiluams.  ishould  like  to  thmk  that  over  a  little. 

Representative  Sumners.  Put  it  in  the  record  at  this  place,  if  you 
will. 

Mr.  Williams.  All  right. 

(The  statement  referred  to  is  as  follows:) 

In  my  opinion  it  may  be  fairly  said  that  the  so-called  "deflation"  or  "contraction' 
policies  of  the  Federal  Reserve  Board  were  started  in  the  latter  part  of  1919  or  the 
first  part  of  1920;  at  least  I  think  the  record  will  show  that  the  board  began  then  to 
exert  its  influence  in  that  direction,  in  certain  parts  of  the  country,  if  not  generally. 

I  have  stated,  clearly  and  repeatedly,  that  the  curbing  efforts  of  the  board  and 
of  the  reserve  banks  were,  for  part  of  the  time  in  the  past  two  years,  distinctly  help- 
ful and  beneflcial  in  restraining  inflation  and  in  stablizing  values.  But  when  the 
upward  movement  was  halted,  and  the  downward  rush  of  prices  set  in,  the  Fed^l 
Reserve  Board,  whether  from  inertia  or  from  an  inability  to  comp>rehend  the  meaning 
of  events  and  the  radically  changed  conditions,  distinctly  failed  in  the  supreme  trial. 
The  lack  of  sympathy  displaved  by  the  board,  and  its  apparent  impotence  to  meet 
courageously  and  resourcefully  a  situation  demanding  instant  and  sagacious  action 
was  in  my  opinion  unpardonable. 

I  am  convinced  that  if  the  Federal  Reserve  Board  had  heeded  the  urgent  sug- 
gestions, recommendations,  and  warnings  contained  in  my  clear-cut  letters  and  mem- 
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oiaoda  of  August  9,  1920,  August  26,  1920,  October  18,  1920,  October  21,  1920,  and 
December  28,  1920,  and  had  revised  its  policies  and  methods  to  meet  and  respond 
to  Uie  great  changes  which  had  already  taken  place  and  were  going  on  in  the  world 
of  business  and  finance,  that  it  could,  as  1  saia  in  my  Washington  address  on  April 
15, 1921,  *'have  saved  us  from  a  fall  so  precipitate  and  smashing,  and  from  miich  of 
the  distresB  and  ruin  through  which  we  have  been  dragged.  It  could  have  made 
the  dirinkage  of  values  more  gradiuil  and  uniform  inst€»d  of  violent  and  sporadic, 
could  have  helped  strongly  to  keep  the  circulating  currents  of  commerce  at  more 
even  flow,  so  that  the  losses  of  each  producer  might  be  offset  by  reasonable  reduction 
in  the  cost  of  what  he  must  consume. " 

On  December  28,  1920,  in  advocating  a  liberalization  of  jwlicies,  I  had  said,  inter 
alia: 

"Events,  developments,  and  conditions  warn  us  to  remember  that  a  stoppage 
too  sudden  may  be  disastrous  as  an  explosion,  that  an  unyielding  barrier  thrust  into 
the  path  of  a  runaway  machine  may  only  hasten  wreckage  and  assure  a  smash  which 
akilltully  regulated  guidance  mi^ht  prevent. 

"Two  months  of  actual  experience  which  have  elapsed  since  my  letter  to  vou  of 
October  18,  1920,  was  written  tend  to  intensify  rather  than  diminish  my  fears  for  the 
immediate  future. " 

The  Reserve  Board,  however,  refused  to  act  favorably  upon  the  urgent  recom- 
mendations for  more  liberal  policies  made  by  me  as  a  member,  and  also  by  many  of 
the  best  minds  in  the  financial  and  business  world,  and  the  great  decline  in  values 
went  on.  I  am  happy  to  note,  however,  that  the  board  moved,  presumably,  by  the 
force  of  an  aroused  public  opinion,  has  been  at  last  compelled  to  change,  and  to  put 
into  effect  lower  interest  rates  and  more  liberal  measures  which  if  they  had  been 
adopted  at  the  time  that  I  urged  them  upon  my  colleagues,  would,  I  believe,  have 
»ved  the  country  from  a  large  part  of  the  losses  and  suffering  so  needlessly  forced 
upon  it. 

I  ask  permission  to  quote  here  the  following  extract  from  a  press  statement  given 
out  from  the  White  House  by  the  President  under  date  of  July  29,  1921: 

"Perhaps  the  most  important  development  has  been  the  action  taken  by  the  Fed- 
eral reserve  banks  in  reducing  discount  rates.  This  action  is  calculated  to  relieve 
the  sta^ination  of  business,  and  at  the  same  time  it  gives  authoritative  recognition 
of  the  improvement  in  credit  conditions  justifying  the  policy  of  reduced  rates. " 

In  connection  with  the  urgent  recommendation  which  I  made  in  October,  1920, 
to  the  Secretary  of  the  Treasury,  who  was  also  chairman  of  the  Federal  Reserve  Board, 
that  the  activities  of  the  War  Finance  Corporation  be  resumed,  I  quote  the  follow- 
ing from  the  President's  statement  of  July  29,  1921: 

•The  renewed  activity  of  the  War  Finance  Corporation  is  not  to  be  measured 
simply  by  the  resultant  restoration  of  confidence  or  by  the  amount  of  its  advances. 
Its  mtervention  in  aid  of  the  export  trade  and  in  making  advances  to  carry  Ameri- 
can agricultural  products,  pending  or  awaiting  export,  has  been,  according  to  many 
evidences  received,  an  inspiring  and  heartening  factor  in  the  whole  agricultural 
situation. '' 

Representative  Sumnebs.  Now,  I  understand  that  the  statement 
has  been  g^ven  out — ^if  I  am  not  correct  I  would  Uke  to  be  corrected — 
recently  given  out  by  the  Federal  Reserve  Board  to  the  effect  that 
during  this  jeax  the  rediscounts  of  agricultural  paper  have  increased 
about  100  per  cent.  If  that  is  not  correct,  will  some  gentlemen 
please  correct  me?  Now,  could  it  be  possible  that  the  pressure 
unjxjsed  last  year  had  such  a  detrimental  effect  upon  the  prices  of 
apicultural  products  as  to  make  it  impossible  for  the  producers  of 
tlwse  products  to  pay  their  debts  out  of  the  prices  received  for  their 
sale) 

Kr.  Williams.  I  think  there  was  an  undue  pressure. 

Reptresentative  Sumners.  And  the  fact  that  the  pressure  was  put 
<m,  it  is  claimed  by  some  people,  as  it  was  put  on  last  year,  is  the  thmg 
that  is  responsible  for  the  fact  that  that  rediscoimt  of  agricultural 
paper  was  found  to  be  double  this  yew.  Do  you  have  a  judgment 
on  Uiatpoint  f 

Mr.  Wtltjamb.  Well,  there  is  an  apparent  increase  in  aericidtural 
and  live-stock  paper  discoimted  with  Federal  reserve  baiuks.    That 
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is  to  say,  paper  ranning  over  90  days.  The  paper  whidi  found  its 
way  into  the  Federal  reserve  bank — the  amcultnral  and  live-stock 
paper  which  found  its  way  into  those  banKs — ^was  a  comparatively 
small  part  of  the  total  hve-stock  and  agricultm*al  paper  outstanding. 
A  recent  bulletin  of  the  Department  of  Agriculture,  if  I  remember 
correctly,  placed  the  value  of  farm  property  in  this  coimtry  at  about 
$77,000,000,000;  and  my  recollection  is  that  the  value  of  live  stock 
was  about  $8,000,000,000,  if  I  remember  correctljr.  I  am  not  sure 
of  those  figures,  out  somewhere  aroimd  there — six  and  one-half  or 
eiffht  bilhon  dollars,  I  do  not  recall  which.  The  amoimt  of  money 
which  the  Federal  reserve  bante  have  taken  of  agricultural  and 
hve-stock  paper  is  pitifully  small  compared  to  the  vmue  of  the  hve- 
stock  and  agricultural  interests  of  the  coimtry. 

Representative  Sumners.  That  seems  to  be  one  of  the  difficulties 
of  the  proposition  in  dealing  with  the  remedial  features,  and  I  want 
to  ask  some  questions  as  to  pohcy  before  you  complete  your  tes- 
timony; but  if  you  prefer  to  procede  with  the  histoncal  features,  I 
will  come  to  that  later. 

Mr.  Williams.  That  is  for  you  to  say,  sir. 

Representative  Sumners.  rerhaps  it  would  be  well  to  ask  the 
questions  later. 

Representative  Ten  Eyck.  Mr.  Sumners  has  asked  that  question 
and  Mr.  WiUiams  has  replied,  and  I  would  like  to  ask  a  question  at 
this  time,  if  I  may.  The  commission  is  interested  in  amoimts  that 
are  discounted  for  country  banks,  and  the  amounts  of  discounts 
allotted  or  given  on  a^icultural  and  hve-stock  paper;  but  we  are 
more  interested  in  the  flexibihty  and  the  ease  with  which  the  fanner, 
who  is  the  actual  producer  of  food  products,  can  borrow,  and  the 
amounts  of  money  which  are  allotted  to  him  particularly,  rather  than 
to  the  merchants  and  commission  houses  wno  handle  his  products. 
Now,  along  that  hne,  I  want  to  get  your  idea:  Is  it  possible  to  dis- 
tribute the  reserve  fund  to  the  country  banks  so  that  the  farmer  will 
be  able  to  borrow  in  proportion  to  the  value  that  agricultural  products 
bear  to  other  industrial  products  of  the  coimtry? 

Mr.  Williams.  It  should  not  only  be  possible,  but  it  seems  to  me 
it  is  our  solemn  duty  to  see  that  a  larger  proportion  of  the  funds  of 
the  Federal  reserve  system  reach  the  agricultural  and  the  hve-stock 
interests.  Now,  the  figures  which  I  gave  this  morning,  if  I  remenaber 
correctly,  showed  that  in  the  national  banks  of  the  three  centriU 
reserve  cities — New  York,  Chicago,  and  St.  Louis — their  bills  payable 
and  rediscounts  amounted  to,  in  September,  1920,  I  think  it  was, 
about  24  per  cent  of  their  total  loans  and  discounts,  whereas  the  re- 
discounts and  advances  made  to  the  country  banks  was  only  about 
10  per  cent,  so  that  in  the  three  large  cities  the  percentile  was  two 
and  one-half  times  as  great  as  the  country  banks. 

Representative  Ten  !Ptck.  And  the  discount  given  to  the  country 
banks  was  not  used  entirely  for  agricultural  and  live-stock  purpoees  I 

Mr.  Williams.  Certainly  not. 

Representative  Ten  Eyck.  It  was  used  for  merchandising  pur- 
poses? 

Mr.  Williams.  It  was  used  partly  for  merchandise. 

Representative  Ten  Eyck.  And  for  manufacturing  concerns  in 
those  districts  ? 

Mr.  Williams.  Of  every  sort. 
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Bepresentative  Ten  Eyck.  For  manufacturing  concerns  in  those 
difitricte  of  every  sort  ? 

Mr.  Williams.  Yes. 

Representative  Ten  Eyck.  Would  it  be  possible  to  work  out  a 
sdieme  whereby  the  farming  industry  of  the  country  will  get  a  pro- 
portionate share  of  the  reserve  funds  in  time  of  need  in  proportion  to 
the  valuation  of  the  products  that  they  give  to  the  world  ? 

Mr.  Williams.  Well,  that  is  a  large  proposition  entitled  to  the  best 
thought  that  we  can  give  it. 

Representative  Ten  Eyck.  That  is  all. 

Representative  Sumnebs.  Mr.  Williams,  in  that  connection,  do  you 
reco^iize  the  fact  that  country  communities,  because  they  are  served 
bv  small  banks,  do  not  have  great  banking  facilities,  and  in  a  time 
like  this  of  extraordinary  demand  by  the  agricultural  interests  for 
credit,  that  the  avenues  of  approach  to  the  farm  are  not  ones  that  are 
easy  to  prepress  alons  ? 

Mr.  WnxiAMS.  I  tnink  that  there  are  a  good  many  thin^  that 
suggest  themselves  here  and  there  where  the  system  couldoe  im- 
proved. As  to  the  farmer,  I  think  that  one  evil  from  which  he  has 
suffered  ^eatly  has  been  the  practice  in  some  Federal  reserve  banks 
of  requirmg  the  small  country  bank  not  only  to  put  up  its  eligible 
paper,  100  per  cent  of  eligible  paper  for  100  per  cent  of  rediscounts  or 
advances,  but  to  put  up  150  per  cent  or  200  per  cent  or  250  per  cent 
80  as  to  make  the  Federal  reserve  bank  bombproof  and  ironclad  and 
all  that  sort  of  thin^.  I  think  that  is  all  wrong.  I  think  that  the 
Federal  reserve  banks  should  take  some  risk  in  the  interest  of  the 
commimity  and  for  the  public  good. 

Representative  Funk.  Is  that  same  requirement  made  of  other 
lines  of  industry  ? 

Mr.  Williams.  Not  that  I  know  of. 

Representative  Funk.  Only  against  the  agricultural  paper? 

Mr.  Williams.  Well,  I  don't  laiow  to  what  extent;  I  think  it  is 
principally  in  the  country  districts.  I  may  be  mistaken,  but  there 
are  gentlemen  in  the  room  who  can  give  you  more  information  than  I 
can  on  that  subject. 

The  Chaibman.  Where  was  this  160  and  250  per  cent  collateral 
required  ? 

Mr.  Williams.  Well,  I  have  in  mind  a  case  in  the  Southwest  at  this 
time  where  a  bank  claims  that  it  was  gutted  by  the  actions  of  the 
Federal  reserve  authorities  in  requiring  excessive  collater«J  for  the 
money  which  it  was  advanced.  I  do  not  know  the  merits  of  the  case. 
I  merely  happen  to  recall  one  instance  where  the  member  bank  put 
up — I  d.on't  know  whether  it  was  150,  200,  or  250  per  cent. 

The  Chaibman.  Of  course,  it  would  seem 

Mr.  Williams  (interposing).  But  it  was  not  the  theory  of  the  act. 
I  think  in  some  distncts  tney  avoid  those  excessive  demands.  I 
tliink  in  the  Cleveland  district,  if  I  am  not  mistaken,  the  bank  takes 
such  paper  as  it  is  willing  to  discount  for  100  cents  on  the  dollar, 
and  it  does  not  require  50  per  cent  or  150  per  cent  margin. 

Representative  Mclls.  But  where  they  do  require  the  150  per  cent 
that  would  apply  just  as  much  against  the  manufacturer  or  me  mer- 
chant as  it  would  against  the  farmer  ? 

Mr.  WnjJABfS.  What  is  that  ? 
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Representative  Mills.  In  a  district  where  they  do  require  excessive 
collateral  it  would  apply  just  as  much  against  the  manufacturer  or 
the  merchant  as  it  would  against  the  farmer  ? 

Mr.  WiLUAMS.  Well,  I  oon't  know.  I  am  not  in  sufficient  touch 
to  say  whether  the  farmer  is  singled  out  or  whether  the  manufacturer 
is  singled  out,  or  how  it  is,  but  I  do  know  that  in  some  reserve  banks 
the  small  banks  are  required  to  put  up  a  very  large  margin  of  collateral 
before  they  are  permitted  to  have  discounts  from  the  reserve  banks 

Representative  Mills.  But  you  don't  want  the  committee  to 
understand  that  that  is  applied  to  farmers  only  ? 

Mr.  WiLUAMS.  No. 

The  Chairman.  What  I  would  like  to  know  is,  whether  this  plan 
of  requiring  150  per  cent  collateral  was  a  general  plan  applied  in  some 
Federal  reserve  districts  as'  against  alll)anks,  or  whether  it  was 
simply  an  individual  case  where  the  bank  required  150  per  cent 
collateral? 

Mr.  Williams.  I  think  it  is  rather  common  in  some  reserve  dis- 
tricts, and  in  some  other  reserve  districts  it  is  very  rarely  resorted  to. 

The  Chairman.  W<^11,  now,  in  what  district  do  you  tmnk  it  is  very 
common? 

Mr.  Williams.  I  am  not  in  a  position  to  discuss  that.  The 
members  of  the  Federal  Reserve  Board  can  give  you  that  information. 

The  Chairman.  If  you  think  it  is  a  common  practice  in  some  of 
the  districts,  you  must  have  some  idea  as  to  what  districts  it  is  prac- 
ticed in. 

Mr.  Williams.  I  know  that  I  gave  you  one  instance  in  the 
Southwest. 

The  Chairman.  In  the  Dallas  district  ? 

Mr.  Williams.  In  the  Dallas  district. 

The  Chairman.  Yes.    That  was  one  instance. 

Mr.  Williams.  Yes,  sir. 

Representative  Mills.  But  you  are  speaking  from  hearsay,  not 
from  actual  knowledge  ? 

Mr.  Williams.  I  am  reasonably  sure  of  my  groimd. 

Representative  Mills.  Well,  your  knowlec^e  is  not  sufficiently 
detailed  and  accurate  to  permit  you  to  state  where  this  practice 
prevails  ? 

Mr.  Williams.  I  know  that  the  practice  prevails  in  some  districts 
and  I  surest,  if  you  wish  detailea  information  on  it,  that  you  get 
it  from  the  Reserve  Board. 

Representative  Mills.  But  you  do  not  know  what  districts  ? 

Mr.  Williams.  I  would  prefer  not  to  discuss  that  matter.  It  is 
not  imder  my  supervision  at  this  time. 

Representative  Mills.  Well,  do  you  or  do  you  not  know  whether 
it  exists  in  such  districts  ? 

Mr.  Williams.  Well,  if  I  do  know  I  prefer  that  you  should  get  the 
information  from  the  Reserve  Board. 

Representative  Mills.  But  you  decline  to  state  whether  you 
know? 

Mr.  WiLUAMS.  Why  should  I  state  whether  I  know  or  not? 

Representative  Mnxs.  Because  the  committee  is  interested. 

Mr.  Williams.  Well,  then,  I  will  tell  you  where  you  can  get  the 
information  first  hand. 

Representative  Mills.  No. 
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Mr.  WiLLiAHfl.  It  is  a  rule  of  evidence  that  you  should  get  infor- 
mation first-hand  rather  than  second  hand^  where  jou  can. 

Representative  Mills.  But  if  a  man  is  testrfymg  from  facts,  I 
woula  like  to  know  whether  he  is  testifying  from  actual  knowledge 
or  hearsay. 

Mr.  Williams.  As  far  as  that  information  is  concerned,  I  should 
like  you  to  sean  the  information  from  those  who  can  testify  as  to 
that  matter  from  their  own  knowledge. 

Representative  Mills.  Well,  I  should  like  to  know  what  weight  to 
accord  to  your  particular  testimony. 

Mr.  Williams.  What  particular  testimony  ? 

Representative  Mills.  That  these  excessive  demands  are  made 
in  certain  districts. 

Mr.  Williams.  I  tell  you  I  heard  it  on  what  I  believe  to  be  good 
authority,  and  I  tell  you  where  you  can  get  that  information  con- 
finned  or  denied. 

Representative  Mills.  But  your  information  is  hearsay? 

Mr.  Williams.  But  it  is  sufi&cient  to  permit  me  to  form  con- 
clusions. 

Senator  Robinson.  Where  can  the  information  be  obtained? 

Mr.  Williams.  From  the  Federal  Reserve  Board. 

The  Chairman.  Well,  Mr.  Williams,  it  seems  to  me  that  if  you 
know  where  cases  of  this  kind  have  occurred  you  should  state. 

Mr.  Williams.  I  know  second  hand.  I  prefer  that  you  should 
get  it  first-hand. 

The  Chaibman.  I  know,  but  I  am  saying  that  I  think  that  if  you 
know  where  cases  of  this  kind  have  occurred,  that  you  ought  to  tell 
the  committee  where  they  have  occiured  in  order  that  the  committee 
can  make  the  necessary  investigation. 

Mr.  Williams.  I  surest  that  you  can  make  the  necessary  in- 
vestigation. 

The  Chairman.  We  can  not  proceed  on  general  statements,  Mr. 
WiiiiejnB. 

Mr.  Williams.  I  suggest  that  you  get  the  information  from  the 
Federal  Reserve  BoaroT 

The  Chairman.  I  think  it  is  fair  to  the  Federal  Reserve  Board  and 
fair  to  the  committee  that  you  give  information  that  you  can  in 
detail  so  the  thing  can  be  run  down  by  us  and  by  th^n. 

Mr.  Williams.  I  will  be  glad  to  come  back  before  the  committee 
if  the  Federal  Reserve  Board  tell  you  they  know  nothing  about  it. 

The  Chairman.  Well,  I  have  expressed  my  opinion  about  what 
you  oiu^t  to  do.    Proceed. 

Mr.  Williams.  I  will  read  you  a  letter,  with  yoiu-  permission, 
wiiich  I  addressed  to  the  governor  of  the  Federal  Reserve  Board 
under  date  of  December  28,  1920. 

Senator  Capper.  May  I  suggest  that  you  made  a  very  forceful 
appeal  to  the  Secretarv  of  the  Treasury  for  the  resumption  of  the 
functions  of  the  War  Finance  Corporation?    I  am  curious  to  know 
what  r^onse  you  got  to  that. 
Mr.  Williams.  I  think  it  was  a  water  haul. 
Senator  Robinson.  You  mean  he  did  not  reply  to  your  letter? 
Mr.  Williams.  No;  I  mean  that  the  fimctions  of  the  War  Finance 
Corporation  were  not  resumed  at  that  time. 
91S41— 22— VOLS 
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Senator  Robinson.  Did  Mr.  Secretary  Houston  make  a  reply  to 
that  letter? 

ISt.  Williams.  I  don't  think  he  made  a  direct  reply  to  that  letter. 
I  think  that  his  acknowledgment  of  the  receipt  of  my  letter  took  the 
shape  of  a  copy  of  a  letter  which  he  had  written  to  some  one  else 
and  which  he  sent  me.  I  don't  think  the  letter  itself  was  ever 
acknowledged,  except  in  that  way. 

Senator  Capper.  The  War  Finance  Corporation  has  since  resmned, 
and  rather  justified  your  stand  taken  by  you  there  ? 

Mr.  Williams.  Yes;  I  think  it  was  a  most  excellent  move  when  it 
resumed. 

My  letter  of  December  28,  1920,  is  as  follows  [reading]: 

Hon.  W.  P.  G.  Harding, 

Governor  Federal  Reserve  Boards  Washington^  D.  C. 

Deab  Gov.  Harding:  In  a  letter  which  I  wrote  you  on  October  18, 1920, 1  directed 
attention  to  the  terrific  shrinkage  which  had  taken  place  in  the  value  of  nearlv  aU 
commodities  and  materials  since  the  early  months  of  this  year  and  since  the  Federal 
Reserve  Board  adopted  the  policies  which  have  governed  the  reserve  system  during 
the  past  12  m<mths,  and  I  iiiged  the  importance  of  taking  proper  steps  toward  pre- 
venting unnecessarv  demoralization,  loss,  and  panic  and  to  promote  stabilization. 

In  the  opening  of  my  letter  I  said: 

'*  In  my  opinion,  the  declines  which  have  taken  place  in  commodity  values  in  the 
past  six  months  have  been  due  primarily  to  the  operation  of  natural  causes,  and  these 
declines  in  orderly  manner  have  been  facilitated  by  the  poUciee  pursued  by  the  Fed- 
eral Reserve  Board  during  this  period.  The  recession  from  tiie  unnatural  prices 
which  prevailed  in  the  case  of  so  many  commoditiee  was  desirable  and  inevitable, 
and  it  was  proper  that  the  Federal  Reserve  Board  should  have  endeavored  to  have 
this  decline  proceed  gradually  rather  than  by  withholding  all  restraint,  nn^Ving  poe. 
Bible  later  on  a  collapse  and  disaster. 

'^The  decline  which  has  taken  place  in  the  prices  of  leading  commoditiee  in  the 
paat  few  months  has  probably  been  without  precedent  in  the  commercial  history  of 
this  country^  and  the  extent  of  this  shrinkage  in  values,  as  expressed  in  dollars,  has 
been  appalling.  It  will  require  exceedingly  skillful  handling  on  the  part  of  our 
bankers  and  business  men  to  prevent  the  shock  of  this  decline  from  precipitating 
numerous  failures  in  business  and  banking  circles  and  widespread  uneasinesB  i^ 
disturbance." 

After  giving  concrete  ^cts  and  figures  to  illustrate  the  unprecedented  shrinkage 
which  had  taken  place  in  values,  I  said: 

''These  figures  indicate  an  economic  upheavel  which  must  be  faced  and  handled 
with  all  the  skill  and  wisdom  we  can  command. 

''The  plans  and  i)olicie6  which  have  aided  in  bringing  about  deflation  in  the  great 
staple  commodities  should  be  at  once  taken  up  for  consideration  and  revised  as  far 
as  may  be  necessary  to  meet  i^eeent  and  changed  conditions.  If  this  is  not  done 
speeduy,  I  am  fearful  as  to  the  consequences  which  may  ensue. " 

Since  my  letter  to  you  was  written,  commercial,  industrial,  and  financial  conditions 
have  become  steadily  worse;  and  the  further  shrinkage  which  has  taken  place  since 
the  middle  of  October  amoimts  to  billions  of  dollars. 

I  feel  more  strongly  than  ever  that  the  welftu^  of  the  country  calls  for  the  adoption 
of  somewhat  more  uberal  policies  on  the  part  of  the  Fedend  Reserve  Board  and  the 
Federal  reserve  banks  whose  powers  are  now  more  widely  recognize  and  acknowl- 
edged than  ever  before. 

It  is  my  strong  belief  that  it  is  within  the  power  of  the  Federal  Reserve  Board  at 
this  time,  by  the  adoption  of  new,  wise,  liberal,  and  sotmd  policies  and  the  annoimce- 
ment  of  such  policies,  to  instill  a  feeling  of  confidence  and  hope  and  to  check  the 
spirit  of  demomlization  which,  unless  arrested  in  time,  may  leaa  to  disaster. 

It  is  ^ain  to  every  one  that  the  business  depression  from  which  this  coimtry  has 
been  sunering  has  become  world  wide;  and  it  would  be  unreasonable  for  us  to  expect 
a  very  early  return  to  normal  conditions. 

On  the  other  hand,  the  collapse  in  business  and  in  industry  has  been  so  sudd^i  and 
so  drastic  that  the  decline  in  the  prices  of  some  products  can  not  be  expected  to  go 
much  further;  and  in  the  absence  of  an  explosion  or  general  collapse,  it  will  be  only 
a  question  of  how  lon^  we  may  expect  to  drag  along  on  the  bottom,  and  when  the 
turn  for  better  times  will  come. 
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The  dominant  pooLtum  which  this  country  holds  now  as  the  world's  chief  creditor 
and  principal  reservoir  of  capital  and  credit  means  that  this  country  is  likely  to  have 
for  some  years  to  come  a  greater  influence  upon  the  industrial  and  financial  condi- 
tionB  of  omer  countries  than  these  other  countries  are  likely  to  exert  upon  us.  But, 
however,  that  may  be,  the  countries  of  the  world  are  probably  more  mutiially  inter- 
dependent at  this  time  than  ever  before.  It  was  probably  the  slackening  in  our 
purchases  of  silks  and  other  Japanese  products  which  precipitated  the  commercial 
and  financial  crises  in  that  empue  last  spring.  Althou^  the  withdrawal  or  curtail- 
ment of  American  credits  in  South  America  has  been  an  important  factor  in  bringing 
ahout  the  depression  in  businees,  and  the  shrinkage  in  values  in  those  countries,  it 
Has  inevitable  that  prices  must  sooner  or  later  recede  to  a  more  normal  basis. 

The  Federal  Reserve  Board  saw  plainly  a  year  ago  that  this  countrv  was  living  in 
a  delirium  of  high  prices,  extravagance,  and  luxury.  Production  had  been  curtailed; 
while  consumption  had  enormously  increased,  and  the  creation  of  new  capital  and 
savings  was  proportionately  reduced.  It  was  realized  that  the  brakes  should  be 
applied,  for  otherwise  inflation  might  run  mad  with  a  resulting  explosion  in  business 
and  finance  from  which  it  might  take  us  many  years  to  recover,  despite  the  salutary 
and  saving  power  of  our  banking  and  currency  system.  It  was,  therefore,  wisel^ 
decided  that  an  effort  should  be  put  forth  at  that  time  to  curb  the  extension  of  credit 
for  Inxuriesand  nonessentials,  while  giving  full  and  proper  protection,  as  far  as  possible, 
to  farmers  and  aU  industries  and  enterprises  engaged  in  the  production  of  the  "essen- 
tials. "    On  this  point  the  board  was  practically  unanimous. 

This  restriction  of  credit  it  was  hoped  would  restrain  extravagance  and  luxury  and 
increase  the  production  of  commodities  and  materials  which  were*  most  needed  by  the 
people,  the  prices  for  which  had  soared  to  unjustifiable  heights. 

Tiie  policy  adopted  by  the  Federal  Reserve  Board  a  year  ago  was  successful  in  aid- 
ins  in  bringing  aoout  an  orderly  deflation.  The  skyward  movement  of  prices  was 
halted,  and  the  price  tendency  for  many  commodities  was  duly  reversed.  The 
downward  movement,  slow  at  first,  however,  became  precipitate  during  the  summer 
and  the  early  autumn  months. 

Events,  developments,  and  conditions  warn  us  to  remember  that  a  stoppage  too 
sudden  may  be  as  disastrous  as  an  explosion;  that  an  unyielding  barrier  thrust  into  the 
path  of  a  runaway  machine  may  only  hasten  wreckage  and  assure  a  smash  which 
skillfully  regulated  guidance  might  prevent. 

Two  months  of  actual  experience  which  have  elapsed  since  my  letter  to  you  of 
October  17, 1920,  was  written  tend  to  intensify  rather  than  diminish  my  fears  for  the 
immediate  future.  I  am  as  confident  of  the  safety  and  development  of  American 
business,  society,  and  Government  as  the  most  enthusiastic  optimist,  but  it  is  our 
part  to  strain  every  nerve  and  apply  every  resource  of  labor,  thought,  and  self-sacri- 
ficing patriotism  to  avert  an  intervsd  or  disaster,  or  to  make  it  as  bnef  and  easy  as  may 
be  possible. 

It  is  poor  comfort  to  .the  man  or  woman  with  a  family  denied  modest  comforts  or 
pinched  for  necessities  each  week  to  be  told  lihat  all  will  be,  or  may  be,  well  next 
year  or  the  year  after.  Privations  and  mortifications  of  poverty  can  not  be  soothed 
or  cured  by  aasurances  of  brighter  and  better  days  some  time  in  the  future.  Our 
hope  and  purpose  must  be  to  forestall  and  prevent  suffering  and  privation  for  the 
people  of  to-day,  the  children  who  are  growiiig  up  and  receiving  now  their  first  im- 
preasions  of  life  and  their -country. 

I  am  far  horn  believing  in  a  paternalistic  Government;  but  I  also  think  there  are 
emergencies  when  the  powers  of  Government  may  very  properly  be  used  and  ought 
to  be  used  for  the  purpose  of  stabilizing  business  and  averting  financial  panics  when 
th^  threaten,  and  preventing  commercial  crises. 

War  f(»x:ed  our  Grovemment  to  become  not  only  paternalistic,  but  possessive  and 
controlling  in  its  relations  to  commerce.  Bitterly  as  we  may  resent  paternalistic 
policies  and  resist  continuance  of  them,  we  must  realize  the  facts.  Those  policies 
were  adopted  suddenly,  even  violently,  in  emergency.  They  have  developed, 
inevitably,  an  emergency  of  peace  more  threatening  in  some  respects  than  that  of  war. 
Sudden  and  violent  abandonment  of  ^vemmental  direction^  innuence,  and  assistance 
would  be  like  seizing  a  vast  and  intricate  and  delicately  adjusted  machine^  operating 
it  at  hi^  pressure  in  new  conditions  and  for  new  purposes,  and  then  dumping  it,  dis- 
organized, disarranged,  and  out  of  gear,  leaving  its  former  managers  to  readjust  it  and 
run  it  as  they  can. 

During  the  past  several  years  I  have  seen  many  occasions  where  the  action  of  the 
Treasury  Department  has  distinctly  prevented  financial  panics. 

I  have  witnessed  other  occasions  where  the  mediation  and  timely  action  of  the 
Treasury  has  ameliorated  many  serious  and  dangerous  situations,  and  has  been  an 
important  factor  in  checking  grave  losses  to  the  business  interests  of  the  country. 
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At  other  times  the  same  influence  haA  been  exerted  to  aid  directly  in  the  stimuUttion 
and  encouragement  of  our  commercial  and  industrial  int^-eets. 

The  pfii  which  the  Treasury  took  in  the  formation  of  the  cotton  pool  in  1914  is  one 
illustration.  Another  illustration  was  the  action  of  the  Treasury  in  oiganii^mg  the 
War  Risk  Bureau,  which  made  possible  the  continuance  of  our  export  trade  in  the 
early  days'  of  the  war  when  cai^  insurance  was  unobtainable  elsewhere. 

The  action  of  the  Treasury  in  making  practicable  the  emer^ncy  currency  law  and 
in  facilitating  and  expediting  the  issuance  of  that  cxurency  in  uie  summer  and  autumn 
of  1914  averted  a  financial  catastrophe  and  prevented  chaos.  These  illustrations  could 
be  multiplied,  if  need  be,  but  vou  are  doubtless  as  familiar  wi^  ^em  as  I  am. 

Opinions  differ  as  to  what  should  be  done  at  the  present  time  to  ease  conditions 
and  inspire  hope.  Among  the  practical  things  that  would  help  it  is  my  judgment 
that  the  Federal  Reserve  Boara  would  be  justified  in  reducing  the  rate  of  interest 
which  is  being  charged  by  Federal  reserve  banks  on  llie  loans  of  member  banks 
secured  by  Liberty  bonds,  horn  the  present  rates  of  6  per  cent  and  7  per  cent  to  a  uni- 
form rate  of,  say,  4^  per  cent.  The  owners  of  these  bonds  do  not  ask  the  Government 
to  buy  their  bonds  to  save  the  holders  from  loss,  and  it  hardly  seems  rig^t  und^ 
present  conditions  to  tax  these  borrowers  for  interest  on  money  borrowed  from  the 
reserve  banks  to  1}  per  cent  or  2}  per  cent  more  than  the  bonds  yield,  especially  ^dien 
this  interest  so  collected  goes  back  to  the  Government  indirectly. 

I  also  think  it  would  be  well  under  present  conditions  either  to  suspend  or  to  modify 
the  operation  of  the  progressive  interest  rate  to  member  banks  which,  in  order  to  save 
their  customers  and  clients  from  disaster,  have  received  from  the  reserve  banks  larger 
advances  on  eligible  paper  than  their  pro  rata  pcniion  of  the  reserve  banJc's  resources. 
Six  per  cent  interest  is  enough  to  charge  under  present  conditions.  Mv  attention 
was  called  recently  to  a  member  bank  in  the  West  (whose  loans  were  prindpaUy  to 
^rmers)  which  had  been  charged  by  the  reserve  bank  of  its  district  as  hijdi  as  19} 
per  cent  on  some  of  the  loans  whicn  it  had  taken  in  order  to  accommodate  need> 
customers. 

I  am  receiving  constantly  letters  and  bitter  complaints  alleging  restrictions  of  credit 
in  different  parts  of  the  coimtry,  not  only  from  farmers  but  from  other  business  interests* 
For  example,  in  a  recent  letter  from  the  president  of  a  successful  national  bank  in 
the  third  Feneral  reserve  district,  he  said: 

"  In  the  industrial  world  the  consequences  of  high  interest  rates  and  curtailed  credit 
is  not  lees  unhappy.    Last  night  I  was  talking  with  a  man  running  a  furnace  near 

,  Pa.,  who  has  values  in  stock  and  plant  of  over  $400,000,  owes  only  $60,000  on 

his  plant  and  $52,000  on  his  stock.  He  has  10,000  tons  of  iron  at  Buffalo  and  althou^ 
he  has  orders  from  a  reliable  firm  for  every  ton  of  his  pig  iron  he  can  turn  out,  he  can't 
borrow  the  money  from  the  bank  at  the  rate  of  $7  a  ton  to  release  and  ship  the  ore 
to  his  furnace.  He  has  orders  for  all  the  product  he  can  turn  out  and  yet  can't  get 
credit  to  carry  on  a  legitimate  business. 

"This  condition  grows  out  almost  exclusively  of  a  frightened  condition  due  to  a 
policy  of  restricted  credit  and  excessive  interest  rates." 

On  the  other  hand.  I  know  that  it  has  been  the  general  desire  and  aim  of  the  Federal 
Reserve  Board  and  tne  Federal  reserve  banks  to  care  for  the  legitimate  demands  of  the 
farmers  and  other  borrowers;  and  to  prevent,  as  far  as  practicable,  the  imposition 
of  hardships  anywhere. 

Nevertheless,  the  present  emergency  is  so  acute  that  I  caii  not  avoid  the  conclusion 
that  a  more  liberal  poUcy  than  is  now  being  pursued  would  be  justified.  While 
there  is  a  very  great  scarcity  of  credit  in  various  parts  of  the  country,  we  find  that  the 
reserves  of  the  Federal  reserve  banks  are  now  actually  bidder  than  they  were  a  year 
ago,  averaging  45.1  per  cent  for  all  the  12  reserve  banks  on  December  23, 1920,  agionst 
44.8  per  cent  for  the  corresponding  week  in  1919. 

These  banks  have  an  unused  Tending  power  at  this  time  (without  reducing  the 
reserve  requirements^  of  about  $700,000,000;  and  by  waiving  or  reducing  their  require- 
ments as  to  reserve  oy  only  10  per  cent,  tneir  lending  power  could  be  increa^  to 
about   $2,500,000,000. 

The  business  interests  of  the  country,  agricultural,  manufacturing,^  commercial, 
and  all  other  have,  during  the  past  year,  sustained  a  strain  and  have  endured  a  shrink 
age  in  values  which  have  been  unparalleled  in  the  conunercial  and  economic  history 
of  any  country 

The  decline  in  prices,  multiplied  by  the  volume  of  commodities  now  on  hand  or 
produced  during  the  past  season,  discloses  an  apparent  shrinkage  in  Values  that  is 
staggering.  A  decline  of  $1  per  bushel,  for  example,  in  the  three  and  one-fourth 
biluon  bushels  of  the  com  crop  would  amount  to,  say,  three  and  one-fourth  billion 
dollars*  The  shrinkage  in  cotton  values  from  40  cents  to  about  15  cents  per  pound  on 
1  S.OOOfOOO  bales  ,togeuier  with  the  shrinkage  which  has  taken  place  in  the  same  period 
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in  cotton  seed,  ^owb  an  estimated  loss  of  about  $2,000,000,000  more.  The  difference 
between  the  present  pncfi  of  wheat  and  the  price  which  the  farmer  expected  to  get 
for  the  crop  accounts  for  another  billion  and  a  half.  The  shrinkage  in  the  value  of 
the  stocks  ol  wool,  hides,  leather,  furs,  silks,  and  su^  runs  into  billions  of  dollars. 

My  estimate  is  that  the  shrinkage  in  values  in  this  country  from  the  highest  prices 
of  1911^20  to  the  low  of  to-da:^  in  the  year's  products  of  our  fields,  mines,  factories 
mills,  and  forests,  plus  matmals  left  over  from  the  previous  year,  will  amount  to. 
somewhere  from  twelve  to  eighteen  billion  dollars,  practically  as  much  as  the  total 
amount  of  our  liberty  bonds  now  outstanding,  or,  as  another  illustration,  property 
values  in  this  country  which  have  apparently  melted  away  in  the  past  12  months, 
reraesent  a  sttm  far  greater  than  the  totied  gold  supply  of  the  whole  world  at  this  time. 

The  significance  of  these  figures  and  of  these  temfic  losses  may  be  better  imagined 
when  we  recall  that  tiie  totid  wealth  of  this  country  in  1900  was  estimated  at  only 
188,000,000,000. 

The  orders  for  goods  which  have  been  canceled  in  the  past  few  months  and  the 
goods  which  have  been  thrown  back  on  the  hands  of  the  sellers — ^both  as  to  domestic 
and  foreign  business  men — amount,  it  is  imderstood,  to  many  hundreds  of  millions 
of  ddlars.  Bills  of  exchange  drawn  on  foreign  countries  against  shijnnents  are  being 
returned  x^oteeted,  while  the  shipments  lie  rotting  or  deteriorating  in  foreign  har- 
bon— the  Orient,  South  America,  Cuba,  and  elsewhere. 

I  was  told  recently  that  an  officer  of  a  prominent  bank  had  stated  that  he  had 
already  been  placed  in  the  creditors'  committee  of  30  different  business  houses  or 
corporations  which  were  unable  to  meet  their  obligations. 

Fitiful  tales  come  to  me  from  national  bank  examiners  in  diffwent  parts  of  the 
country.  The  chief  examiner  from  the  Kansas  City  district  told  me  recently  that 
in  parts  of  his  territory  the  most  heartbreaking  tragedies  were  being  enacted — 
faffmoB  turned  away  from  their  farms,  their  cattle  and  implements  sold,  and  ruined 
families  becoming  wanderers  on  the  face  of  the  earth. 

The  same  examiner  infcurmed  me  of  cases  where  farmers  are  being  pitilessly  sold 
out,  and  stated  that  in  sections  of  the  West  the  scarcity  of  money  is  such  thAt  their 
hones  are  being  sold  sometimes  as  low  as  $3  apiece,  and  purchased  by  impoverished 
neighbors  who  Kill  them  and  feed  their  flesh  to  their  hogs  and  obtain  some  reim- 
bursement by  selling  the  hide  of  the  horse. 

I  am  also  reliably  advised  that  in  parts  of  the  South  the  scarcity  of  money  is  so 
great  that  farm  mules  are  being  sacrificed  at  foreclosure  sales  at  10  cents  on  the  dollar 
of  their  value  a  year  ago,  and  that  to  raise  cash  other  property  is  being  thrown  over- 
board in  the  same  proportion. 

In  Wyoming  I  am  told  that  there  are  millions  of  pounds  of  wool  which  the  wool 
growers  are  quite  unable  to  sell  at  this  time  and  that  m  other  parts  of  that  State  there 
u  an  abundance  of  cattle  feed  but  that  the  cattle  have  dicuippeared. 

In  sections  of  Oklahoma  it  is  reported  that  some  farmers  have  abandoned  their 
cotton  fields  because  they  can  not  raise  enough  money  to  pay  the  labor  cost  of  picking, 
and  that  growers  who  have  abandoned  their  own  cotton  nelds  where  they  have  raised 
an  indifferent  character  of  cotton,  are  making  $1.75  a  hundred  pounds  for  picking 
the  cotton  of  neighbors  who  have  fHxxiuoed  cotton  of  a  grade  which  will  bring  a  better 
price  than  their  own.  I  am  also  credibly  informed  of  farmers  in  the  West,  where 
there  is  no  wood  or  coal  and  no  mone}^  to  bring  in  fuel,  who  have  actually  been  bum- 
ingUieir  com  for  fuel  in  their  extrenuty. 

The  governor-elect  of  North  Carolina  told  me  last  week  that  the  situation  in  his 
section  is  so  lamentable  that  three  citizens  of  one  county,  with  hope  destroyed  and 
nerves  shattered,  unable  to  struggle  longer  with  desperate  conditions,  had  ended 
their  lives  by  suicide.  A  few  days  ago  a  former  member  of  Congress  from  Georgia, 
the  president  of  a  well-run  and  successful  national  bank  in  that  State,  apparently 
unable  to  stand  the  growing  misery  which  he  beheld  around  him,  also  ended  his 
life  in  the  same  direful  manner. 

I  have  ffiven  instructions  that,  as  far  as  the  authority  of  this  office  will  permit,  the 
banks  und^  my  supervision  shall  be  urged  to  use  in  these  critical  times  every  proper 
means  to  prevent  tne  selling  out  of  honest  debtors  at  sheriffs'  sales  and  the  ruin  of 
their  families  by  extending  them  time  and  by  giving  them,  wherever  practicable, 
the  opportunity  to  hold  on  to  their  farms  and  their  fanning  implements,  to  the  tools 
of  their  trade  or  to  the  equipment  of  their  business,  whatever  it  is;  and  that  these 
dd>tor8  be  given  a  chance  to  recoup  and  to  redeem  tneir  indebtedness  and  get  again 
op  their  leet. 

The  member  banks  thus  called  on  to  give  time  and  to  show  consideration  to  debtors 
will  naturally  demand  and  expect  from  the  reserve  banks  consideration  and  fore- 
bearance,  and,  in  the  language  of  the  poet,  can  properly  say  to  their  reserve  banks, 
"The  metcy  I  to  others  ahow,  that  mercy  show  to  me." 
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Such  fActB  and  conditLoDfi  as  have  been  brought  so  vividly  before  us  can  not  be 
met  with  theories  or  removed  by  explanations  and  should  not  be  dealt  with  by  vague 
surmises  and  promises  or  unconsidered  experiments.  They  demand  definite  and 
energetic  action,  eVen  if  precedent  must  be  disregarded,  accepted  rules  suspended 
or  waived,  and  new  plans  and  methods  devised. 

The  people  have  intrusted  their  welfare  and  interest  to  those  of  us  who  have  be^ 
honored  with  public  office  of  any  degree  and  in  any  department  of  the  Government, 
supposing  us  to  be  fitted  for  our  task  by  knowledge,  intellect,  and  characto".  Our 
plain  duty  is  to  act  as  promptly  and  as  independently  of  usual  habits  of  thou^^t  u 
may  be  necessary  to  find  and  apply  remedy. 

While  there  appears  to  be  thii  scarcity  of  money,  and  of  credit  in  the  great  agri- 
cultural and  producing  sections  oi  the  West  and  North we6:t  and  in  the  South  and 
Southwest,  we  find  that  individual  banks  in  New  York  City  are  borrowing  from  the 
reserve  system,  in  a  number  of  cases,  more  than  $100,000,000  each;  and  sometimes 
as  much  as  $145,000,000  is  loaned  there  to  a  single  bank — ^twice  as  much  as  the  total 
loans  some  of  the  reserve  banks  have  been  lending  recently  to  all  the  member  banks 
in  their  districts. 

The  records  show  that  at  the  time  of  the  last  call  for  reports  of  condition  of  the 
banks,  about  the  middle  of  November,  one  bank  in  New  York  was  borrowing  over 
$134,000,000,  or  about  $20,000,000  in  excess  of  what  the  Federal  reserve  bank  of 
Kansas  City  was  advancing  to  the  1,091  member  banks  in  the  tenth  Federal  reserve 
district  covering  the  States  of  Kansas,  Nebraska,  Colorado,  Wyoming,  bid  parts  of 
I^fissouri,  Oklahoma^  and  New  Mexico. 

Ano^er  banking  institution  in  New  York  was  borrowing  at  the  same  time  from  the 
Federal  reserve  bank  about  $40,000,000  more  than  the  aggregate  which  the  Fed^ 
reserve  bank  of  Minneapolis  was  landing  to  its  1,000  member  banks  in  the  great 
States  of  Minneeoita,  North  and  South  Dakota,  Montana,  and  part  of  Wisconsin. 

Another  individual  bank  in  New  York  was  borrowing  from  the  reserve  bank  at 
the  time  of  the  last  call  about  $30,000,000  more  than  the  Federal  reserve  bank  of 
Dallas  was  lending  to  all  the  national  banks  in  that  district  including  the  State  of 
Texas,  and  parts  of  Louisiana,  Oklahoma,  New  Mexico,  and  Arizona,  while  still 
another  banking  institution  in  New  York  had  goftten  loans  from  the  New  York  re- 
serve bank  wMdi  approximated  in  amount  the  totsd  of  the  loans  made  by  the  Federal 
reserve  bank  of  St.  Louis  to  the  569  member  banks  in  that  particularly  important 
district,  including  the  whole  State  of  Arkansas,  parts  of  Illinois,  Indiana,  Kentucky, 
Tennessee,  and  Mississippi,  and  the  larger  part  of  the  State  of  Missouri. 

The  Federal  reserve  bank  of  New  York  was  also  lending  to  one  of  its  member  banks  at 
the  same  time  $20,000,000  more  than  the  Federal  reserve  bank  of  Bichmond  was  lend- 
ing to  all  the  member  banks  in  the  fifth  reserve  district,  including  the  States  of  Mary- 
land, Virginia,  North  and  South  Carolina,  and  the  larger  part  of  West  Virginia. 

An  important  question  is  how  far  the  enormous  sums  which  the  reserve  systena  is 
lending  to  the  banks  in  the  large  cities  are  being  used  for  the  protection  and  promotion 
of  legitimate  business  and  how  far  these  funds  are  being  employed  in  speculation  or  for 
the  selfish  interest  of  the  officers  and  directors  of  the  borrowing  banks  and  for  the  con- 
cerns in  which  these  officers  are  specially  interested. 

The  inequalities  and  injustice  in  the  distribution  of  these  funds  become  apparent 
when  we  analyze  the  uses  which  big  favored  banks  in  the  East  sometimes  make  of  the 
money  they  iforrow  from  the  reserve  system. 

My  attention  was  recently  directea  to  a  certain  large  bank  which  was  borrowing 

more  than million  dollars  from  the  reserve  system  and  which  at  the  same  time 

was  lending  to  its  own  officers  and  directors  and  to  their  affiliated  interests  between 
and million  dollars. 

It  was  also  developed  that  this  same  bank,  to  which  the  Federal  reserve  bank  was 

lending  more  than million  dollars,  had  loaned  to  its  chief  executive  officer 

and  his  femily  more  than million  dollars;  and  that  the  loans,  which  this  par- 
ticular bank  had  made  to  its  chairman,  president,  vice  president,  and  one  director  for 

their  personal  operations  and  for  their amliatea  companies,  aggregated  more 

than million  dollars. 

Briefly,  the  official  figures  tell  us  that  four  banking  institutions  in  New  York  City, 
at  the  time  of  the  last  call,  were  borrowing  from  the  reserve  system  an  average  of  over 
$118  000^000  each— or  practically  as  much  money  as  the  Federal  reserve  banks  of 
St.  Ix»uis,  Kansas  City,  Minneapolis,  Dallas,  and  Richmond,  all  combined,  were 
lending  to  more  than  4,000  member  banks  in  21  States  in  the  Union,  comprising  more 
than  one-half  of  the  entire  area  of  the  United  States.  If  our  reserve  system  has  the 
funds  to  lend  in  such  huge  sums  to  the  banks  in  New  York,  for  such  usee,  is  it  not 
difficult  to  understand  why  money  should  be  so  scarce  in  the  interior  where  the  real 
wealth  of  the  country  is  being  so  largely  produced,  and  where  money  is  so  diatreasingly 
needed? 
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The  money  scarcity  in  the  interior  of  the  country  has  been  greatly  aggravated,  as 
I  have  alreadv  explained  publicly,  by  the  artificially  fixed  interest  rates  m  New  York 
City,  which  nave  had  the  effect  of  withdrawing  money  from  legitimate  business  in 
various  parts  of  the  country  to  be  loaned  at  fancy  rates  in  Wall  Street. 

The  reports  to  this  office  show  that  at  the  banning  of  August  last,  when  money 
was  being  needed  for  crop-moving  purposes,  the  national  .banks  alone  in  New  York 
City  were  lending  in  New  York  on  call  for  account  of  correspondents  and  customers 
over  $500,000,000,  which  is  a  greater  sum  than  the  Federal  reserve  banks  of  Minne- 
apolis, St.  Louis,  Kansas  Cit}^  Dallas,  and  Atlanta  were  lending  to  the  more  than 
4,000  member  banks  in  those  five  Federal  reserve  districts. 

It  is  also  worthy  of  note  that  while  the  reserve  system  has  been  lending  th^se  huge 
sums  to  the  banl^  in  New  York  City  during  the  past  12  months  at  average  rates  of 
probably  less  than  6  per  cent,  these  same  borrowing  banks  have  been  lending  to  other 
borrowers  at  interest  rates  greatly  in  advance  of  those  paid  the  reserve  banks— ^nany 
millions  being  sometimes  loaned,  as  I  have  heretofore  shown,  as  high  as  20,  25,  or 
30  per  cent. 

In  my  judgment,  it  would  be  well  for  the  Federal  Reserve  Board,  in  extending 
these  huge  accommodations  to  banks,  to  stipulate  that  the  banks  borrowing  from  the 
reserve  banks  diall  not  exact  from  customers  interest  in  excess  of  some  rate  or  margin 
to  be  determined,  which  will  leave  not  more  than  a  reasonable  profit  to  the  member 
bank. 

Member  banks  should  be  ^iven  to  understand  that  the  board  disapproves  and  will 
not  countenance  the  excessive  rates  which  have  been  in  vogue  in  New  York  City 
and  which  are  higher  than  the  rates  charged  by  banks  in  any  other  country  in  the 
world.  Such  rates,  in  my  opinion,  have  been  very  damaging  to  the  commercial 
and  financial  interests  of  the  country,  and  I  submit  that  it  would  be  well  for  the 
board  to  establish  regulations  to  prevent  the  reserve  banks  from  lending  monev  to 
member  banks  at  6  per  cent  to  be  passed  on  to  ciistomers  at  extortionate  rates,  ^e 
effect  of  such  a  regulation,  I  believe,  would  be  most  helpful  and  salutary. 

The  records  of  this  office  show  niunerous  instances  of  banks  which  have  gotten 
large  sums  of  money  from  the  reserve  banks  to  be  loaned  in  Wall  Street  for  the  pur- 
pose of  profiting  by  the  difference  in  interest  rates. 

The  official  reports  'also  show  that  in  additioji  to  the  money  which  the  New  York 
banks  were  lendmg  on  call  in  New  York  for  account  of  their  correspondents  and  cua- 
tomers,  the  national  banks  in  New  York  City  this  time  last  year  nad  on  deposit  to 
the  credit  of  their  correspondent  banks  in  all  parts  of  tiie  country,  approximately 
1900.000,000  more,  while  tiie  total  sum  which  the  New  York  national  l>anks  were 
lending,  directly  and  indirectly,  to  all  other  banks  throughout  the  country  was  con- 
siderably less  than  one-fourth  of  that  sum. 

Existing  banking  conditions  and  practices  at  this  time  are,  of  course,  in  many 
respects  extremely  unsatisfactory  and  hard  to  excuse  or  explain.  The  important 
thing  is  to  find  and  apply  proper  remedies.  Perhaps  there  has  never  been  a  time 
when  the  business  and  industrial  int^-ests  of  the  country  were  more  deeply  dependent 
on  a  sound,  wise,  and  courageous  administration  of  our  banking  and  financial  system 
than  at  the  present  moment. 

Thus  far  tne  banks  under  the  supervision  of  this  office  have  made  a  wonderfully 
gratifying  showing  and  we  have  been  able  by  the  utmost  watchfulness  and  care  to 
prevent  many  failures  and  to  save  many  a  bank  that  was  headed  in  the  wrong  direction. 
I  am  informed  that  in  the  past  60  days  from  96  to  100  banks  imder  State  supervision 
in  20  different  States  have  failed.  During  the  same  period  lees  than  one-twentieth 
of  that  number  of  national  banks  have  been  placed  witn  receivers,  but  I  am  apprehen- 
sive as  to  what  the  developments  of  the  next  few  weeks  may  be  unless  some  positive 
steps  are  taken  to  amelicnrate  conditions  and  to  safeguard  the  situation,  and  I  believe 
that  this  can  be  done. 

lliis  is  a  time  for  cool  heads,  resourceful  brains,  and  strong,  courafi;eous  hearts.  It 
is  time  for  all  of  us  to  abandon  the  ordinary  motives  and  throw  aside  the  preiudicee 
of  party,  daas,  and  section,  even  to  disregard  our  own  direct  interests  in  unitea,  faith- 
ful effort  for  quick  and  comfortable  restoration  of  normal  and  healthy  conditions  and 
improvement  on  old  conditions.  For  myself,  as  one  Democrat,  I  intend  to  cooperate 
cwdially  and  loyally,  in  and  out  of  office,  with  every  real  endeavor  of  the  new  ad- 
ministration to  those  great  ends.  I  believe  all  thinking  and  patriotic  people  of  my 
political  opinions  and  affiliations  will  share  and  be  governed  by  that  purpose,  although 
lading  pertiaps  my  exceptional  opportunities  at  the  present  time  for  knowing  the 
pavity  of  the  situation  and  the  urgency  of  the  demand  on  our  Americanism.  Our'f 
18  a  Government  of  the  people. 

The  crisis  we  face  oners  an  extraordinary  opportunity  for  demonstration  of  our 
capacity  for  self-rule  and  ability  to  extricate  ounelves  tnumphuitly  from  danger  and 
complicated  difficulty.    If  Government  and  all  citizens,  Democrats  and  Republi- 
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cans,  capital  and  labor,  fanners  and  manufacturers,  bankers  and  merchants,  will 
work  tDgether  with  that  really  intelligent  selfishness  which  realizes  the  value  of  and 
necessity  for  mutual  concessions  and  helpfulness  and  the  surrender  of  some  immediate 
ffain  for  permanent  and  general  betterment  of  all,  we  can  solve  the  problem  within  a 
row  months. 

We  have  wealth,  brains,  peace,  stability,  endless  producing  power,  unlimited  stines 
and  storehouses  of  raw  material.  If  we  will  use  these  with  tne  generous  patriotism 
and  allegiance  to  each  other  and  our  country  that  gave  us  victc^  and  honor,  with 
tiie  help  of  God,  in  the  war,  we  will  with  the  same  help  conquer  the  ill  results  of  war 
with  rapiditv  and  completeness  which  will  astonish  us. 

We  ggve  the  lives,  blood,  and  limbs  of  our  young  men  and  i>oured  out  our  monej  to 
win  in  jSurope.  I  am  confident  that  you  must  f eelas  I  do,  that  if  we  will  now  sacrifice 
prejudice,  greed  and  the  sordid  selfi^ness  that  is  the  densest  stupidity,  we  will  win 
at  home  a^inst  the  evils  that  now  beset  us,  at  loss  infinitely  lees,  and  with  greater 
celerity. 

I  earnestly  hope  that  the  board  in  considering  the  problems  which  are  before  us 
may  find  ways  and  means  to  aUeviate  the  evils  which  exist,  and  with  its  great  influ- 
fluence  and  power  take  immediate  action  to  aid  in  bringing  about  an  early  restoration 
of  sound  and  healthy  conditions,  new  growth  and  renewed  prosperity.  On  my  part 
I  believe  there  is  aoundant  justification  for  this  hope. 
Faithfully,  yours, 

John  Skelton  Williams. 

Representative  Mills.  Now  with  reference  to  that  letter.     You 

fave  again — ^referring  to  the  discount  figures  and  loans  to  member 
anks — absolute  figures  and  not  relative  figures,  did  you  not  ? 

Mr.  Williams,  x  es.  I  was  giving  it  to  the  Federal  Reserve 
Board,  though^  which  had  both. 

Representative  Mills.  Now  you  cited  the  five  largest  borrowers 
in  New  York  City. 

Mr.  Williams.  I  cited  five  large  borrowers.  I  do  not  recall 
whether  they  were  the  largest  qr  not.    They  may  have  been. 

Representative  Mills.  Now,  isn't  it  a  fact  that  while  at  that  time 
those  banks  had  borrowed  142  per  cent  of  their  basic  line,  all  member 
banks,  not  merely  the  five  largest  borrowers,  in  the  Richmond  district, 
had  borrowed  121  per  cent  of  their  basic  line  ? 

Mr.  Williams.    I  don't  know. 

Representative  Mills.  In  the  Atlanta  district,  211  per  cent;  in  the 
St.  Louis  district,  117  per  cent;  in  the  Minneapohs  oistrict,  126  per 
cent;  in  the  Kansas  City  district,  115  per  cent;  m  the  Dallas  district, 
110  per  cent. 

At  the  same  time  the  five  largest  borrowers  in  the  Richmond 
district  were  rediscounting  271  per  cent  of  their  basic  line;  the  five 
largest  borrowers  in  tiie  Atlanta  district  were  rediscoimting  327  per 
cent  of  their  basic  line;  in  the  St.  Louis  district,  152  per  cent;  in  the 
Minneapolis  district,  263  per  cent;  in  the  Kansas  City  district,  196 
per  cent;  and  in  the  Dallas  district,  167  per  cent.     Isn't  that  the  fact  I 

Mr.  Williams.  I  don't  know  whether  your  figures  are  correct  or  not 

Representative  Mills.  You  have  seen  those  figures  before,  have 
you  not  ? 

Mr.  WiLUAMS.  Not  that  I  recall.    Where  do  you  get  them? 

Representative  Mills.  I  will  ask  you  whether  your  letter  of  De- 
cember 28  was  ever  answered  by  the  Federal  Reserve  Board. 
•   Mr.  Williams.  It  was,  and  I  have  the  answer  before  me,  and  I  do 
not  find  your  figures  that  you  read  out  in  that  answer. 

Representative  Mills.  Do  you  find  any  figures  of  that  kind  in  that 
answer? 

Mr.  WnjJAMS.  No;  I  do  not.  What  do  you  say  the  Richmond 
district  was  ? 


Digitized  by 


Google 


IGBICtJI^XUBAI.  INQUHIY.  187 

RepresentatiYe  Mills.  I  haven't  got  their  answer  before  me.  I 
haven't  seen  it. 

Ifr.  Williams.  Well,  the  figures  which  you  read  out  were  not  before 
me. 

Representative  Mills.  Did  they  rive  you  any  figures  ? 

Mr.  Wttjjams.  I  have  the  letter  before  me. 

Representative  Mills.  Did  they  give  you  any  figures  as  to  the  basic 
line  of  borrowings  ? 

Mr.  Williams.  I  received  this  letter,  and  I  answered  it,  and  with 
the  permission  of  the  committee  I  shall  read  my  answer  and  this  letter 
I  received,  both. 

Representative  Mills.  Have  you  any  objection  to  putting  the 
answer  of  the  Federal  Reserve  Board  into  th^  record  ? 

Mr.  WmJAMS.  None  whatever. 

Representative  Mills.  I  surest  that  that  be  put  into  the  record* 

The  Chairman.  You  are  referring  now  to  the  letter  of  March  16  ? 

Representative  Mills.  No;  I  am  referring  to  the  answer  to  Mr. 
Williams's  letter  of  December  28. 

The  Chairman.  Wdl,  the  figures  which  you  give  are  in  the  letter. 

Mr.  WiLUAMS.  Will  vou  ree^  those  figures  and  see  if  I  can  follow 
them.  I  have  certain  ^gures  here,  but  I  do  not  find  the  figures  which 
you  read  just  now. 

Representative  Mnxs.  These  are  the  figures  for  the  five  largest 
borrowers  in  the  Richmond  district,  271  per  cent. 

Mr.  Williams.  I  find  all  members  of  the  Federal  reserve  district 
of  Richmond,  121  per  cent. 

Representative  Mills.  Yes. 

Mr.  Williams.  I  don't  know  whether  the  letter  contains  the  figures 
which  you  give. 

Representative  Ten  Eyck.  Wouldn't  it  be  better  to  have  him  read 
the  answer  to  his  letter  now  into  the  record  ? 

The  Chairman.  I  have  no  objection  to  his  reading  it. 

Mr.  Williams.  I  have  no  objection. 

Representative  Ten  Eyck.  i  think  it  ought  to  go  in  in  its  proper 
place. 

Mr.  Williams.  Yes;  I  haven't  the  slightest  objection.  It  is  for 
the  committee  to  say. 

The  Chairman.  I  think  we  had  better  get  it  all  in. 

Representative  Mills.  I  will  not  pursue  this  inquiry  any  further  if 
you  read  that  letter  into  the  record. 

Mr.  WiLUAMS.  I  have  not  the  sUghtest  objection  to  its  going  in. 

The  Chairman.  The  letter  spealS  for  itself.  I  suggest  that  the 
reply  of  the  governor  of  the  Federal  Reserve  Board  to  Mr.  WiUianas's 
letter,  under  date  of  January  13, 1921,  be  read  into  the  record.  With- 
out objection  it  may  go  in. 

Mr.  Williams.  In  connection  with  the  letter  which  I  have  just 
read  it  might  be  well  to  read  the  following  memoranda.    [Reading:] 

January  3, 1921. 

Hr.  GoHmoLUBR:  The  board  is  about  to  take  up  question  of  salaries. 
Respectfully, 

W.  W.  HoxTON,  Secretary, 
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And  then  this  further  memorandum.    [Readmg:] 

January  3, 1921. 
Bfr.  Comptroller:  The  meeting  has  been  called  by  the  governor  who  has  matton 
to  present  of  which  I  have  no  knowledge. 
Respectfully, 

W.  W.  HOXTON. 

The  Chairman.  Are  these  letters  addressed  to  you  ? 

Mr.  Williams.  Yes;  letters  between  myself  and  the  board. 

The  Chairman.  Very  well. 

Mr.  WiLUAMS.  Relating  to  the. letter  which  has  just  been  read 
[reading] : 

January  3, 1921. 
Memorandum  for  Gov.  Harding. 

I  have  just  received  notice  of  a  special  board  meeting.  If  merely  matters  of  routine 
are  coming  up  I  would  like  to  be  excused  owing  to  pressure  of  work  cm  this  office  but 
if  any  matters  of  special  importance  are  to  be  considered,  please  advise. 

And  here  is  a  letter  dated  January  6,  1921.     [Reading:] 

Mt  Dear  Governor:  In  our  informal  chat  this  afternoon  you  asked  me  why  I 
did  not  bring  up  at  a  board  meeting  the  subject  of  my  letter  to  you  of  the  28th  ultimo 
and  the  recommendations  which  it  embraced.  I  replied  that  I  will  be  ^lad  to  take 
the  pmtter  up  with  the  board  and  go  into  full  details  at  any  time  it  may  suit  your  con- 
venience. 

I  reminded  you  that  I  had  requested  that  the  letter  ^ould  be  brought  to  the  atten- 
tion of  the  board  and  that  I  had  been  watching  the  docket  so  that  I  imght  be  present 
when  the  subject  should  come  up  for  discussion.  I  have  seen  no  reference  to  the 
matter. 

I  also  reminded  you  that  when  I  was  notified  of  a  special  meeting  on  Mondav,  think- 
ing that  possibly  this  matter  might  be  considered,  I  sent  in  a  note  to  you  in  the  board 
room  in  order  to  ascertain  the  subject  for  which  the  special  meeting  was  called;  and 
that  in  reply  to  my  note  to  you  I  received  a  note  from  the  Secretary  that  the  board 
was  about  to  consider  the  suoject  of  salaries.  I  am  not  advised  as  to  whether  or  not 
the  subject  of  my  letter  has  thus  far  been  mentioned  at  any  board  meeting,  but  if  you 
will  let  me  know  when  the  board  may  care  to  discuss  the  subject,  which  in  my  judg- 
ment is  an  exceedingly  important  one,  I  shall  be  glad  to  arrange  to  be  on  hand. 
Sincerely,  yours, 

John  Skbuton  Wii.uams 

Hon.  W.  P.  G.  Harding., 

Oovemor  Federal  Reserve  Board. 

QoY.  Harding  writes  to  me  on  January  7, 1921,  as  follows  [reading]: 

Dear  Mr.  Ck)MPTR0LLBR:  Replying  to  your  communication  of  the  6th  instant,  I 
would  state  that  an  informal  conference  of  board  members  was  held  in  my  room  yes- 
terday afternoon,  and  it  was  decided  that  in  as  much  as  you  had  deemed  it  proper 
to  express  your  views  in  writing  that  I  should  prepare  a  written  replv  which  would 
express  the  views  of  aU  members  of  the  board,  other  than  yoiuself,  and  that  when  the 
reply  is  ready  for  delivery  to  you,  a  formal  meeting  of  the  board  will  be  held  to  discuss 
both  your  letter  and  reply  thereto.  As  soon  as  certain  statistics  which  I  have  asked  for 
are  ready,  I  will  prepare  the  reply  to  your  letter  and  submit  it  to  Secretary  Houston 
and  the  appointed  members  of  the  board.  I  may  add  that  I  share  in  the  view  which 
I  have  h&Bid  you  express  on  several  occasions  in  times  past  that  tliere  ought  to  be  no 
distinction  between  the  ex  officio  and  appointed  members  of  the  board,  but  it  seems  to 
me  that  in  the  method  you  have  chosen  in  presenting  your  ideas  to  the  board,  you, 
yourself  are  creating  such  a  distinction. 
Very  truly,  yours, 

W.  P.  G.  Hardino,  Oovemor, 

Hon.  John  Skelton  Williams, 

Comptroller  of  the  Currencg. 
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And  I  wrote  the  following  memorandum  on  January  10,  1921 
[reading]: 
MemQrandum  for  Gov  Harding: 

Just  received  verbal  notice,  from  messenger,  of  board  meeting  now  convening  in 
your  office  (purpose  of  meeting  not  stated).  If  any  special  matter  of  importance  is 
coming  up  will  arrange  to  attend,  but  if  merelv  routine  matters  are  to  be  discussed 
would  like  to  be  excused,  as  I  am  occupied  wim  some  important  work  jiist  now. 

J.  S.  W. 
And  then  the  following  [reading] : 

Januart  10,  1921. 
D^ivered  the  original  of  attached  memorandum  to  Mr.  Eddy,  who  after  looking 
into  the  matter,  reported  that  only  routine  matters  were  being  considered  by  the 
board  at  the  meeting  referred  to. 

A.  B.  C. 

And  as  the  result  of  the  board's  receipt  of  my  letter,  without  dis- 
cussing the  subject  in  a  meeting  at  which  I  was  present,  as  far  as  I. 
recall — althoum  I  held  myself  ready  at  all  times  to  attend  the  meeting 
if  called — I  subsequently  received  on  January  13, 1  thinly  it  was,  that 
letter  which  I  have  here,  and  to  which  I  referred,  and  which  it  is  the 
desireof  the  commission,  I  understand,  shall  be  read  into  the  record. 

The  Chairmak.  Yes. 

Mr.  Williams.  That  letter  is  as  follows  [reading]: 

Federal  Reserve  Board, 
Office  of  the  Governor, 
Washingtony  January  IS,  19tl, 

Dear  Mr.  Comptroller:  This  is  a  formal  acknowledgment  of  receipt  of  your  letter 
of  December  28,  1920,  which  was  written  on  official  stationery  of  the  office  of  Comp- 
troller of  the  Currency,  signed  by  yourself  individually  and  add&essed  to  me  as  governor 
of  the  Federal  Reserve  Board. 

I  am  informed  that  you  sent  a  copy  of  this  letter  to  other  members  of  the  board. 
It  is  not  altogether  clear  whether  you  are  writing  in  vour  individual  capacity,  as  a 
member  of  the  Federal  Reserve  Board  or  as  Comptroller  of  the  Currency,  but  as  you 
refer  in  several  places  in  your  letter  to  instructions  which  you  have  given  as  Comp- 
troller of  the  Currency  ana  to  information  that  you  have  received  in  that  capacity,  I 
aflBume  that  it  will  be  proper  to  regard  your  commimication  as  one  from  the  Comp- 
^ller  of  the  Currency. 

I  assume  also  that  your  object  in  addressing  a  written  communication  to  the  board 
is  to  make  a  record  of  your  views,  for  if  it  had  been  your  purpose  merely  to  have  the 
board  consider  the  matter  of  changing  discount  rates,  you  could,  in  your  capacity 
as  a  member  of  the  board,  have  had  the  subject  put  upon  the  docket  at  any  time  or 
you  could  have  brought  it  up  informally  at  any  meeting  of  the  board. 

This  reply  to  your  letter  represents  the  views  of  the  Secretary  of-  the  Treasurv,  who 
is  chairman  of  the  board,  as  well  as  those  of  Messrs.  Piatt,  Hamlin,  Miller,  Wills,  and 
myself.  For  the  sake  of  brevity,  I  shall  make  use  in  this  letter  of  the  pronouns  ' '  we,  * ' 
**our,"  and  *'ua,"  it  being  understood  that  these  pronouns  refer  to  the  members  of 
the  board  above  named. 

It  seems  to  us,  in  the  first  place,  that  you  have  overlooked  the  underlying  causes 
which  have  brought  about  the  conditions  which  have  aroused  your  sympathies  and 
concern.  In  the  wake  of  the  world-wide  inflation  which  was  caused  by  the  war,  there 
followed,  some  months  after  the  armistice,  a  period  of  reckless  extravagance,  record - 
brealdng  prices,  speculation,  and  general  diar^rd  of  sound  financial  and  economic 
principles.  It  was  recognized  by  prudent  and  well-informed  men  everywhere  that 
such  conditions  were  abnormal  and  could  not  continue.  As  early  as  Au^ist,  1919, 
the  continuous  expansion  of  credit  and  the  constantly  advancing  cost  of  living  became 
objects  of  grave  i)ublic  concern  and  the  United  States  Senate  addressed  a  communi- 
ctdon  on  me  subject  to  the  Federal  Reserve  Board  on  August  5,  1919.  Shortly  after- 
ward the  President  in  an  address  to  Congress  called  attention  to  the  dangers  of  the 
ntuatioD.  As  late  as  the  17th  of  May  last,  the  Senate  adopted  a  resolution  directing 
^  Federal  Reserve  Board  **to  advise  the  Senate  what  steps  it  purposes  to  take  or 
to  recommend  to  the  member  banks  of  the  Federal  reserve  system  to  meet  the  exist- 
ing inflation  of  currency  and  credits  and  consec^uent  high  prices,  and  what  further 
8^)8  it  purposes  to  take  or  recommend  to  mobilize  credits  in  order  to  move  the  1920 
crops.*' 
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The  board,  after  repeated  warnings  had  proved  ineffective,  deemed  it  neceeBary  to 
reeort  to  the  well-tried  method  of  lulvancmg  discount  rates  and  approved  moderate 
advances  for  all  Federal  reserve  banks  late  in  the  year  1919.  In  January,  1920,  it 
api)roved  a  sharp  advance  in  rates  for  all  banks  and  in  May,  1920,  approved  the  mtes 
which  are  now  in  effect.  Meanwhile  it  became  evident,  early  in  the  year  1920,  that 
the  world  had  entered  into  a  period  of  reaction.  One  of  the  earliest  and  most  striking 
manifestations  of  the  fact  that  general  readjustments  were  in  process  was  the  collapse 
of  the  silk  market  in  Japan  early  last  spring.  About  that  time  it  beoune  evident  that 
there  had  been  a  sudaen  and  violent  revulsion  of  sentiment  in  the  United  States 
against  the  imnatural  levels  which  had  been  attained  by  prices,  which  had  begun  to 
mount  at  a  time  when  circimistances  over  which  the  Federal  Reserve  Board  htd  no 
control  prevented  the  Federal  reserve  system  from  exercising  its  important  function  of 
regulating  the  flow  and  voliune  of  credit.  Shortly  after  the  break  in  the  nlk  market, 
large  importations  of  wool  to  the  United  States  coming  at  a  time  when  the  domestic 
wool  clip  was  ready  for  market  resulted  in  a  slump  in  the  price  of  wool  and  in  the  utter 
demoralization  of  the  wool  market.  Sugar  had  been  advanced  by  speculative  manip- 
ulation imtil  it  reached  a  price  which  checked  domestic  consumption  and  virtually 
stopped  exports  to  Europe  while  stimulating  imports  into  the  United  States  from  piac- 
tically  every  sugar  produciog  country  in  the  world.  Then  followed  a  drastic  decline 
•in  the  price  of  sugar.  Imports  of  rubber  and  coffee  increased  in  like  manner  until 
the  accumulated  stocks  became  so  great  that  the  markets  broke  under  their  weight. 
The  domestic  production  of  other  great  staples — cotton,  com,  wheat,  rice,  and  tobac- 
co— proved  to  be  greater  and  the  demand  for  them  less  than  had  been  expected  and  the 
prices  of  these  commodities  have  experienced  a  drastic  decline,  due  to  the  operation 
of  the  economic  law  of  supply  and  demand. 

We  recomize  that  the  violent  readjustments  have  caused  much  hardship  and  great 
pecuniary  loss,  but  we  are  convinced  that  the  readjustments  which  have  taken  place 
were  inevitable  and  could  not,  even  under  the  stimulus  of  inflation,  have  been  long 
deferred.  It  is  our  confident  belief  that  but  for  the  precautionary  measures  taken 
several  months  ago,  general  conditions  to-day  would  be  far  worse  tiian  they  are  and 
that  the  prospects  of  stabilization  and  revival  would  be  much  more  remote.  We  wish 
to  emphasize  the  fact  that  this  process  of  drastic  readjustment  has  been  world-wide 
and  that  the  effects  have  been  most  severe  in  those  countries  where  the  inflation  of 
bank  credit  and  currency  has  been  most  pronounced.  We  believe  that  as  far  as  this 
country  is  concerned  the  crisis  has  been  passed  and  we  are  of  the  ojpinion  that  the 
poUdes  which  were  carried  into  effect  by  the  Federal  Reserve  Board  have  prevented 
one  of  the  greatest  financial  cataclysms  of  modem  times. 

We  do  not  agree  with  you  that  in  order  to  relieve  existing  conditions  "precedents 
must  be  disregarded,  accepted  mles  suspended  or  waived,  and  new  plans  and  metJiods 
devised,"  particularly  if  those  new  plans  and  methods  are  fundamentally  unsound. 
We  believe  your  suggestion  that  the  Federal  Reserve  Board  reduce  the  rate  of  interest 
chaiged  by  Federal  reserve  banks  on  loans  of  member  banks  secured  by  Liberty  bonds 
to  a  uniform  rate  of  4 J  per  cent  is  essentially  unsound. 

You  say  that  "the  owners  of  those  bonds  do  not  ask  the  Government  to  buy  their 
bonds  to  save  the  holders  from  loss,  and  it  hardly  seems  right  under  the  present  condi- 
tions to  tax  those  borrowers  for  interest  on  money  borrowed  from  the  reserve  banks 
If  to  2}  per  cent  more  tiian  the  bonds  yield,  especially  when  this  interest  so  collected 
goes  to  the  Government  indirectly."  Entirely  apart  from  the  question  whether 
these  bonds  were  sold  to  a  patriotic  public  at  rates  of  interest  lower  than  they  should 
have  home,  the  Federal  reserve  banks  are  certainly  imder  no  moral  or  le^  obl^a- 
tion  to  protect  the  bondholders  from  loss  of  interest  and  the  discount  pohcy  of  the 
Federal  reserve  system  can  not  be  adjusted  to  suit  the  convenience  or  reheve  the 
necessities  of  individual  holders. 

Many  billions  of  these  bonds  have  been  paid  for  in  full  and  the  effect,  in  the  preeent 
circumstances,  of  a  Federal  reserve  bank  discount  rate  of  4i  per  cent  on  paper  secured 
by  Liberty  bonds  would  be  to  induce  a  temporary  and  artificial  ease  in  the  money 
market,  which  could  not  be  sustained,  because  the  lending^  power  of  the  Federal 
reserve  banks  has  its  limitations,  and  which  might  result  in  a  temporary  revival  of 
the  speculative  spirit  which  was  eo  strongly  in  evidence  14  months  ago  and  whidb 
had  such  an  unhappy  effect  upon  the  commerce  and  business  of  the  country. 

You  suggest  that  the  progreseive  rate  which  is  in  operation  in  three  Federal  reserve 
districts  should  be  suspended  or  modified.  As  you  know,  the  board  did  not  insist 
that  the  progressive  rate  be  applied  in  any  district  but  permitted  those  Federal  reserve 
banks  which  desired  to  put  it  into  effect  to  do  so.  It  apparently  has  worked  well  in 
the  St.  Louis  district.  When  first  applied,  the  FedenJ  reserve  bank  of  St.  Louia 
had  a  reserve,  exclusive  of  rediscounts,  of  about  21  per  cent.    Its  reserve  is  now  over 
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48  per  cent.  The  Federal  reserve  bank  of  Atlanta  some  weeks  ago,  with  the  approval 
of  the  board,  suspended  the  progressive  rate  and  put  into  effect  a  flat  7  per  cent  rate. 
In  no  district  has  the  application  of  the  progressive  rate  resulted  in  a  general  discount 
rate  as  high  as  7  per  cent.  The  high  rate  to  which  you  refer  in  your  letter  applies 
only  to  a  small  portion  of  the  advances  received  by  that  particular  member  bank 
from  the  Federal  reserve  bank,  and  the  average  rate  charged  that  bank  on  all  redis- 
eountB  at  the  Federal  reserve  bank  is  less  than  the  contract  rate  permitted  by  law 
which  the  bank  is  charging  its  customers. 

You  evidently  appear  to  accept  at  their  face  value  the  complaints  which  you  receive 
from  diffoent  parts  of  the  country  alleging  restrictions  of  credit.  Our  experience  has 
been  that  these  complaints  as  a  rule  do  not  bear  analysis  and  we  would  surest  that 
you  follow  up  the  statement  made  in  a  letter  received  by  you  from  the  president  "of 
a  successful  national  bank  in  the  third  Federal  reserve  district "  to  the  effect  that  a 
fiimace  man  doing  business  not  far  from  his  locality,  who  makes  an  excellent  financial 
showing,  has  10,000  tons  of  iron  in  Buffalo,  for  eadi  ton  of  which  he  has  orders  from  a 
reliable  firm,  and  yet  he  can  not  borrow  money  from  his  bank  at  the  rate  of  $7  a  ton 
to  release  and  ship  the  ore  to  his  furnace.  We  believe  that  there  must  be  some  other 
fawrts  in  this  connection  which  have  been  overlooked  or  omitted,  for  if  the  furnace 
man  is  so  deserving  of  credit  and  he  has  been  so  flagrantly  illtreated,  being  denied 
credit  by  his  bank,  it  seems  strange  that  your  correspondent,  the  president  "of  a 
successful  national  bank  "  doing  business  near  by,  does  not  himself  offer  to  come  to 
the  furnace  man's  relief. 

Apparently  you  hold  the  View  that  the  decline  in  prices  has  been  caused  by  restric- 
tion of  credit  on  the  part  of  the  Federal  reserve  banks  and  by  the  member  and  non- 
member  banks  of  the  country.  Your  own  reports  show  that  there  was  a  marked 
increase  in  the  loans  of  all  national  banks  between  September,  1919,  and  November, 
1920,  tod  the  rediscounts  of  Federal  reserve  banks  for  member  banks  increased 
steadily  until  November  5,  1920,  when  they  reached  the  highest  point  in  the  history 
of  the  system.  Since  that  date  there  has  been  a  moderate  reduction  in  the  loans 
and  discounts  of  Federal  reserve  banks,  due  mainly  to  seaEonal  liquidation.  It  is 
significant,  however,  that  the  most  rapid  decline  in  prices  took  place  before  November 
5,  while  the  loans  and  advances  made  by  the  Federal  reserve  banks  were  constantly 
increasing  and  the  volume  of  Federal  reserve  notes  outstanding  was  still  expanding. 
It  seems  clear  to  us,  therefore,  that  the  decline  in  prices  was  due  to  economic  causes 
and  can  not  be  ascribed  to  restriction  of  credit  or  to  contraction  of  currency. 

You  refer  to  the  fact  that  the  combined  reserves  of  all  Federal  reserve  banks  are 
now  actually  higher  than  they  were  a  year  ago  and  urge  this  as  an  argument  for  ^*a 
more  liberal  policy ."  The  improvement  in  the  reserve  position  of  the  Federal  reserve 
banks  hais  had  a  reassuring  and  stabilizing  effect  and  we  hope  that  the  reserves  will 
continue  to  improve  for  some  time  to  come.  We  attach  no  significance  to  your  state- 
ment that  the Tederal  reserve  banks  "have  an  unused  lenmng  power  at  this  time 
(without  reducing  the  reserve  requirements)  of  about  $700,000,000;  and  by  waiving 
or  reducing  their  requirements  as  to  reserve  by  only  10  per  cent  their  lending  power 
could  be  increased  to  about  $2,500,000,000.''  You  have  made  this  statement  pub- 
licly on  two  or  three  occasions  during  the  past  six  months,  and  while  we  do  not  ques- 
tion your  motives  in  ^ving  publicity  to  the  statement  we  reeret  your  action  in  obing 
■0  and  teel  that  the  effect  has  been  harmful,  for  it  undoubtedly  has  given  rise  to  false 
expectations  and  probably  has  caused  holders  of  commodities,  which  could  have  been 
liauidated  eeveral  months  ago  at  prices  much  higher  than  those  now  prevailing,  to 
hold  on  in  the  hope  that  the  board  would  adopt  a  policy  of  inflation  in  an  attempt 
to  sustain  or  advance  prices. 

You  refer  to  the  great  shrinkage  in  values  which  has  taken  place  during  the  past 
year,  estimating  the  amount  at  somewhere  from  twelve  to  eighteen  billion  dollars,  but 
you  do  not  refer  to  a  corresponding  expansion  of  values  which  took  place  earlier.  We 
bold  tiiat  the  shrinkage  which  has  taken  place  is  somewhat  analogous  to  that  whi(!h 
occurs  when  a  balloon  is  punctured  and  the  eas  escapes. 

We  are  surprised  at  the  refo^nces  you  make  to  the  dealings  of  individual  banks  in 
New  York  City  with  the  Federal  reserve  bank  there,  and  particularly  at  your  attempt 
to  ahow  that  a  few  large  banks  in  that  city  have  been  receiving  undue  favors  at  the 
bands  of  the  Federal  reserve  bank.  Your  statements  are  calculated  to  mislead  the 
nmnformed,  for  you  say  that  about  the  middle  of  November,  one  bank  in  New  York 
was  borrowing  about  $20,000,000  more  than  the  amount  the  Federal  reserve  bank  of 
Kansas  City  was  advancing  to  1 .091  member  bante  in  the  seven  States  or  parts  of  States 
embraced  in  its  district;  that  another  New  York  bank  was  borrowing  at  the  same  time 
about  $40,000,000  more  than  the  amount  which  the  Federal  reserve  bank  of  Minnea- 
polis was  lending  to  its  1,000  member  banks,  and  that  another  bank  in  New  York 
uty  was  boRowing  $30,000,000  more  than  the  Federal  reserve  bank  of  Dallas  was 
lending  to  all  national  banks  in  its  district  (making  no  reference  to  advances  to  State 
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member  banks).  You  say  also  that  another  New  York  bankfhad  received  advanccB 
from  the  Federal  reserve  bank  of  New  York  equal  approximately  to  the  total  loans 
made  by  the  Federal  reserve  bank  of  St.  Louis  to  its  569  memb^  banks,  and  again 
that  the  Federal  reserve  bank  of  New  York  was  lending  to  one  of  its  member  bankB 
$20,000,000  more  than  the  Federal  reserve  bank  of  Richmond  was  lending  to  all  mem- 
ber banks  in  the  fifth  Federal  reserve  district. 

These  statements,  if  made  public,  would  lead  no  doubt  to  much  unjust  criticiflm  of 
the  Federal  reserve  bank  of  New  York,  which  had  made  the  loans,  and  of  the  Federal 
Reserve  Board  which  had  not  prohibited  them,  but  they  are  far  from  giving  all  Ihe 
facts  in  the  case.  In  the  first  place,  vou  take  no  account  of  tlie  banking  power  of 
tlie  Federal  reserve  bank  of  New  York  as  compared  witli  the  Federal  reserve  banbs 
of  Richmond,  St.  Louis,  Minneapolis,  Kansas  Citv,  and  Dallas  nor  do  you  think  it 
worth  while  to  state  the  amount  of  the  capital  and  surplus  of  the  five  banks  referred 
to  and  what  their  reserve  balances  are.  You  probable  know  that  all  Federal  re8er\e 
banks  have  a  theoretical  basic  or  normal  discount  line,  which  is  based  upon  the  reserve 
balances  carried  by  the  member  banks  plus  the  member  banks'  stock  holding  in  the 
Federsd  reserve  bank.  You  do  not  state,  what  ^ou  doubtless  know,  that  there  are 
many  member  banks  in  the  Federal  reserve  district  of  Richmond,  St.  Louis,  Minnea- 
polis, Kansas  City,  and  Dallas  which  have  rediscount  lines  at  their  Federal  ree^e 
oanl^  many  times  in  excess  of  their  basic  lines  and  relatively  greater  than  any  line 
ever  riven  by  the  Federal  reserve  bank  of  New  York  to  any  of  its  member  banks. 
In  order  to  correct  any  wrong  impressions  which  you  may  nave  or  which  may  be 
received  by  any  who  may  read  your  letter,  we  call  attention  to  the  following  table 
which  shows  the  basic  lines,  borrowing  from  the  Federal  reserve  bank  and  ratio  of 
such  borrowings  to  basic  lines  of  five  large  New  York  City  banks  and  all  member 
banks  in  six  Federal  reserve  districts,  as  of  November  16, 1920.  The  five  New  York 
City  banks  named  in  the  table  are  undoubtedly  the  banks  referred  to  in  your  letter. 


Basic  line. 

Borrowings 
irom  Federal 
reserve  bank. 

Percent  of 

borrovinjs  to 
ba5ic  line. 

National  City  Bank 

$104,9^.000 
89,838,000 
62,068,000 
59,174,000 
41,8&1,000 

1123,818,000 
118,125.000 

97^150,000 
102,746,000 

66,000,000 

lis 

Guarantor  Tmst  Co 

Ul 

Chase  National  Bank 

157 

National  Bank  of  CommOTW* 

171 

First  National  Bank 

155 

Total 

357,920,000 

506.839.000 

IG 

All  members  in  the  Federal  reserve  district  of— 

Richmond 

102,188,000 
81.913,000 

121,648,000 
85,145,000 

128.  %5,  COO 
91,763.000 

123,555,000 
172,658,000 
142,927,000 
107,520,000 
147.118,000 
101.057,000 

121 

Atlanta 

211 

St  hams 

117 

Minneapolis 

12S 

Kanitos  Citv 

116 

Pallafl,...; 

iin 

Total 

611,012,000 

794,835,000 

13D 

You  will  notice  that  in  the  Atlanta  district  the  percentage  of  borrowings  of  all  mem- 
ber banks  to  their  basic  line  is  211,  which  is  greater  than  that  of  the  New  York  City 
bank  which  shows  the  largest  percentage  of  borrowings  to  basic  line.  You  will  obeerve 
furthermore  that  the  average  percentage  of  borrowings  to  basic  lines  of  the  five  New 
York  City  banks  on  November  15  was  142,  while  the  average  percentage  of  borrow- 
ings of  all  member  banks  in  the  six  Federal  reserve  districts  oi  Richmond,  Atlanta, 
St.  Louis,  Minneapolis,  Kansas  City,  and  Dallas  on  the  same  date  was  130.  It 
should  be  borne  in  mind  that  the  borrowing  banks  in  these  districts  constitute  prob- 
ably not  more  than  60  per  cent  of  the  total  members,  so  if  only  borrowing  banlm  are 
considered  their  percentage  of  borrowings  to  basic  line  would  be  much  greater  than 
that  shown  in  the  table,  which  relates  to  all  member  bankis. 

Another  statement  in  your  letter  is  calculated  to  give  a  wrong  impression.  You 
say  '  'it  is  also  worthy  of  jiote  that  while  the  reserve  system  has  been  lenaing  these  huge 
sums  to  the  banks  m  New  York  City  during  the  past  12  months  at  average  rates  of 
probably  less  than  6  per  cent,  these  same  borrowing  banks  have  been  lending  to  other 
borrowers  at  interest  rates  greatly  in  advance  of  those  paid  the  reserve  banks — ^many 
millions  being  sometimes  loaned,  as  I  have  heretofore  ^own,  as  high  as  20,  25,  or  30  per 
cent.  * '  If  member  banks  have  been  borrowing  since  the  rates  were  raised  last  January 
from  their  reserve  bank  at  less  than  6  per  cent,  it  has  been  on  paper  secured  by  Treas^ 
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ory  certificates,  some  of  which  have  borne  5}  per  cent  and  some  5)  per  cent  interest. 
These  loans  constitute,  however,  only  a  moderate  part  of  the  total  loans  and  the  aver- 
age rate  paid  by  these  five  banks  to  the  Federal  reserve  bank  does  not  differ  essentially 
from  the  average  rate  paid  by  all  member  banks  in  the  second  Federal  reserve  district, 
which  was  about  6i  per  cent  in  October,  November,  and  December  of  the  past  year. 

We  do  not  deem  it  worth  while  to  discuss  the  call-loan  rates.  The  high  rates  dted  by 
you  have  not  been  recorded  for  nearly  a  ^ear.  The  board  several  months  ago  replied 
to  a  resolution  of  the  Senate  on  this  subject  and  pointed  out  that  these  rates  are  per- 
mitted under  the  laws  of  the  State  of  New  York.  If  there  is  any  question  as  to  their 
le^ty  the  responsibility  for  such  rates,  as  far  as  national  banks  are  concerned,  rests 
with  you  as  Comptroller  of  the  Currency  and  not  with  the  Federal  Reserve  Board. 

NormaUy  the  discount  rate  of  a  Fedend  reserve  bank  should  not  control  the  rates 
at  which  member  banks  loan  money  to  their  customers.  In  many  States  the  Federal 
reserve  bank  rate  is  so  much  lower  than  the  contract  rate  permitted  by  law  that  die 
Federal  reserve  discount  rate,  as  a  matter  of  fact,  does  not  control  the  rates  at  which 
customers  are  accommodatea  by  member  banks.  No  Federal  reserve  bank  has  a 
flat  rate  or  an  average  rate  higher  than  7  per  cent  for  any  class  of  paper.  In  6  States 
the  le^  rate  of  interest  ia  8  per  cent  and  in  8  States  that  rate  is  permitted  by  con- 
tract; in  11  States  a  contract  rate  of  10  per  cent  is  allowed,  and  in  10  States  a  12  per 
cent  rate  is  legal  by  contract.  Four  States,  California,  Maine,  Massachusetts,  and 
Rhode  Island,  permit  any  rate  to  be  charged  under  contract,  and  in  New  York  any 
late  agreed  upon  in  writing  is  legal  on  collateral  demand  loans  of  $5,000  and  over. 
We  believe  tnat  the  theory  that  discount  transactions  should  yield  a  profit  to 
member  banks  is  a  fallacy  which  owes  its  wide  credence  in  part  to  the  fact  that  the 
Fedend  reserve  banking  system,  which  has  some  of  the  attributes  of  a  central  bank- 
ing system,  is  comparatively  new,  and  partly  to  the  abnormal  times  through  which 
we  have  passed,  the  inevitable  effects  of  which  are  now  being  experienced. 

In  wondng  out  of  the  expansion  occasioned  by  war  financing,  we  believe  that 
member  banks  should  become  accustomed  to  rely  mainly  upon  weir  own  resources 
normally,  in  order  that  when  seasonal  or  emergency  demands  do  arise  the  reserves 
of  the  Fedearal  reserve  banks  may  be  available  to  meet  those  demands  and  sufiScient 
to  prevent  the  emergencies  from  developing  into  panic  conditions. 

We  do  not  agree  with  you  that  it  would  be  wise  to  encourage  further  expansion  by 
reducing  rates,  and  it  should  be  remembered  that  there  are  about  $24,000,000,000  of 
Government  ooligations  available  to  member  banks  as  collateral  for  loans  eligible  for 
rediscount  by  Federal  reserve  banks.  Based  upon  the  experience  of  other  countries, 
it  ia  evident  that  if  the  limit  of  expansion  should  be  reached  in  this  country  a  condi- 
tion of  depression  infinitely  more  serious  and  more  widespread  than  that  now  existing 
would  follow. 

You  state  that  your  attention  has  recently  been  directed  to  a  certain  New  York 

bttik  which  was  borrowing  more  than  -. million  dollars  from  the  Federal  reserve 

bank,  ''and  which  at  the  same  time  was  lending  to  its  own  ofl&cers  and  directors  and 

to  their  aflSliated  interests million  dollars,  or  approximately  as  much  money 

as  the  Federal  reserve  bank  of  Kansas  City  was  lending  to  all  the  member  banks. 
State  and  national,  in  that  district.    It  was  also  developed  that  this  same  bank, 

to  which  the  Federal  reserve  bank  was  lending'  more  than  million  dollars^ 

had  loaned  to  its  chief  executive  officer  and  his  tiunily  more  than million 

doUars;  and  that  the  loans,  which  this  particular  bank  had  made  to  its  chairman, 
president,  vice  president,  and  one  director,  for  their  personal  operations  and  for  their 
22  aflUiated  companies,  aggre^ted  more  than million  dollars.'' 

This  inifht  give  the  impression  to  some  that  the  Federal  reserve  bank  of  New  York 
(and  inciaent&y,  the  Federal  Reserve  Board)  was  negligent  in  making  large  loans  to 
a  bank  in  this  condition.  The  &kct  is,  however,  that  the  loans  made  by  the  Federal 
reserve  bank  to  this  particular  bank,  which  is  a  national  bank— although  you  do  not 
«y  so  in  your  letter— are  undoubtedly  eligible  and  good.  Being  a  national  ban.,s 
this  particular  member  bank  is  under  your  supervision  as  Comptroller  of  the  Currencee 
While  the  Federal  reserve  bank  of  New  York  has  the  right,  under  the  Federal  reserva 
act,  to  examine  member  banks,  it  has  been  the  practice  to  accept  the  examinatiosl 
and  reports  of  the  comptroller's  examiners.  The  board  reposed  confidence  in  thnre 
exanunationB  and  fdt  that  an  independent  examination  by  an  examiner  of  Hie  Fedeyk 
reserve  bank  would  be  an  unnecessary  duplication  of  work  and  expense. 

We  are  surprised  that  such  developments  should  have  taken  place  in  a  national  bank 
onder  your  supervision  and  wonder  why  it  is  that  your  examiners  did  not  discover 
and  report  these  conditions  at  an  eariier  date.  While  it  is  true  that  values  may  have 
declined  since  the  date  of  the  previous  examination^  the  practice  of  making  such 
laige  loans  to  inaiders  is  a  bad  one,  regardless  of  valuations.  At  the  request  of  several 
toaahen  of  the  board,  I  wrote  you  a  few  days  ago  asking  when  these  dangerous  t^i 


Digitized  by 


Google 


144  AGEIOULTXTRAL  INQUIRY. 

denciee  had  been  first  discovered,  and  we  had  hoped,  for  the  sake  of  the  record  of 
your  office  for  vigilance  and  efficiency,  that  they  might  have  developed  only  since 
the  date  of  the  previous  examination.  In  your  letter  of  the  12th  instant,  however, 
you  state  that  *^  conditions  in  this  bank  grew  progressively  worse  between  the  time  ol 
the  examination  in  October,  1919,  and  tne  examination  in  August,  1920."  and  point 
out  that  the  discount  lines  of  several  corporations  in  which  omcers  and  directors  of 
the  bank  were  interested  were  increased  between  the  dates  of  these  two  examinatioDS. 
Allowing  for  these  increases,  it  still  appears  that  it  was  the  practice  of  the  bank,  as 
far  back  as  October,  1919,  to  lend  large  amounts  to  officers  and  directors  and  to  their 
affiliated  interests,  although  you  state  in  your  letter  of  December  28,  1920,  that  your 
attention  *' was  recently  directed  "  to  these  conditions. 
Very  truly,  yours, 

W.  P.  G.  Harding,  Goverm/r. 
Hon.  John  Skelton  Williams, 

Comptroller  of  the  Currency. 

Mr.  Williams.^  Upon  receipt, of  that  letter  I  addressed  the  follow- 
ing communication  to  the  governor  of  the  Federal  Reserve  Board 
[reading]: 

January  17,  1921. 
Hon.  W.  P.  G.  Harding, 

Governor  Federal  Reserve  Board. 

Dear  Gov.  Harding:  I  have  the  pleamire  of  acknowledging  receipt  of  your  letter 
of  the  13th  which  I  have  read  with  tne  attentive  care  demanded  by  the  tremendoufl 
importance  of  the  subject  under  consideration.  Let  me  uige  that  all  technicalitieB 
and  discussions  of  actual  or  supposed  delii^uencies  or  errors,  by  any  of  us,  are  at  thii 
time  immaterial,  comparatively.  App<»rtionment  of  blame,  if  tnere  be  any,  for 
XHresent  conditions  may  well  be  postponed  and  left  for  the  historians  and  c<m>nen 
flitting  on  dead  events  to  wrangle  over.  We  are  living  and  responsible  officials  with  a 
task  to  do  and  a  problem  to  work  out  involving  the  welfare  of  millions  of  our  fellow 
citizens  who  have  trusted  us  and  of  countless  oth^  millions  of  our  fellow  human 
beings  in  other  lands. 

It  seems  to  me  to  be  our  plain,  imperative  duty  to  go  at  this  task  and  problem  with 
our  whole  souls  and  with  all  me  abilities  and  force  we  have,  consecrated  to,  and 
concentrated  on,  the  purpose  of  averting  a  catastrophe,  and  hastening  restoration  of 
safe  and  comfortable  conditions  with  the  very  least  possible  hardship  and  suffenng 
to  individuals,  classes,  or  countries.  There  are  times  when  a  masterly  inactivity  is 
in  order;  there  are  others  when  active  aid  or  intervention  in  threatening  situatioiu 
may  mitigate  loss  and  suffering  and  avert  disaster. 

Your  comparison  of  the  financial  process  through  which  we  have  been  going  to  the 
deflation  of  a  balloon  is  peculiarly  happy  and  appropriate  and  carries  dii^tly  to  the 
point  I  am  trying  to  impress  on  you  and  my  other  colleagues  on  our  board.  Instead 
of  driving  a  hole  into  the  bag  and  crashing  to  earth  in  wreck  and  ruin,  we  should  handle 
the  valve  rope  and  ballast  with  anxious  and  ever-alert  care  to  effect  a  safe  landing  on 
good  and  solid  ground.  Our  solemn  duty,  as  of  course,  you  realize,  is  to  conduct  the 
operation  regardless  of  political,  sectional,  or  individual  feelings,  of  pride,  of  c^sinioii, 
prejudices,  preferences,  and  even  of  precedent  and  historic  accepted  rules  and  forms. 

Our  entire  Federal  reserve  system  is  an  arrival  at  wisdom  and  utility  by  abandon- 
ment of  precedent  and  of  methods  and  rules  formerly  approved  by  the  businoeB  and 
financial  world  through  many  decades.  In  instances  cited  in  your  lett^  to  me  and 
in  mine  to  you,  crash  and  failure  have  been  prevented  by  intelligent  disregard  of 

grecedent.  The  Constitution  of  this  Republic  is  the  result  of  the  purpose  of  thov^tful, 
dthful,  forward-looking  men  to  devise  new  ways  of  curing  and  averting  old  evils. 
The  genius  and  inspiration  of  our  people  are  toward  the  same  end.  I  am  eager  to  have 
us  hold  fast  to  that  which  is  good  provided  it  can  be  made  to  fit  actual  and  present 
conditions,  while  refusing  to  oe  fettered  and  hampered  by  precedents,  customs,  or 
rules  which  seemed  perfectly  sound  before  the  development  of  steam  and  electricity. 

In  my  letter  of  December  28,  to  you,  as  you  may  reodl,  I  referred  especially  to 
action  along  this  line  by  the  board  itself,  I  said: 

*'The  policy  adopted  by  the  Federal  Reserve  Board  a  year  ago  was  succeseful  in 
aiding  in  bringing  about  an  orderly  deflation.  The  skyward  movement  of  prices  was 
halted  and  the  price  tendency  for  many  commodities  was  duly  reversed.'' 

In  my  press  statement  of  July  31,  1920,  to  which  you  subsequentiy  referred,  I  also 
said: 

"The  action  of  the  Federal  reserve  banks  in  restricting  extension  of  credit  for  non- 
essentials and  luxuries  and  in  encouraging  increased  prcrauction  in  commodities  most 
needed  has  been  distinctly  beneficial  and  nas,  it  is  believed,  been  a  material  influenc€ 
in  reducing  the  high  cost  of  living  far  and  wide." 
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The  record  seems  to  show  that  we  are  all  agreed  on  the  necessity  and  propriety  of 
releasing  our  thought  from  tranmiels  of  precedent  and  custom  while  seeking  ways  for 
r^ef  and  safety  with  the  least  possible  loss.  That  being  true,  it  is  for  us  to  give 
ihougjitful  and  respectful  attention  to  every  suggestion  from  a  respectable  and  respon- 
sible source,  with  the  earnest  hope  of  finding  an  idea  that  mav  be  valuable  in  aiding 
OS  to  serve  our  people  and  Government  rather  than  with  impulse  to  discover  a  flaw  or 
pretext  for  criticism  or  condemnation.  Therefore,  I  ask  you  to  read  more  carefully 
what  I  did  myself  the  honor  to  present,  in  my  letter  of  the  28th,  regarding  the  rate  of 
interest  charRed  by  Federal  reserve  banks  to  member  banks  on  loans  secured  by 
liber^  boncb.  You  describe  this  as  ''essentially  unsound'  and  as  reason  for  your 
objection  say: 

^'Many  billions  of  these  bonds  have  been  paid  for  in  full,  and  the  effect  in  the 
present  drcumstances  of  a  Federal  reserve  bank  discount  rate  of  4}  per  cent  on  paper 
secured  by  Liberty  bonds  would  be  to  induce  a  temporary  and  artificial  ease  in  the 
money  market  which  could  not  be  sustained,  because  the  lending  power  of  the  Fed- 
eral reserve  banks  has  its  limitations,  and  which  mi^t  result  in  a  temporary  revival 
of  the  speculative  spirit  which  was  so  strongly  in  evidence  14  months  ago  and  which 
bad  sucn  an  unhappy  effect  upon  the  commerce  and  business  of  the  country/' 

Perhaps  my  sug^tion  was  not  clearly  expressed.  Evidently,  and  much  to  my 
regret,  you  have  misinterpreted  it.  I  asserted  the  opinion  that  tne  board  ''  would  be 
justified  in  reducing  tiie  rate  of  interest  which  was  being  charged  by  the  Federal 
reserve  banks  on  the  loims  of  member  banks  secured  by  Liberty  bonds  from  the  pres- 
ent rates  of  6  per  cent  and  7  per  cent  to  a  uniform  rate  of,  say^  4)  per  cent."  Cer- 
tainly I  did  not  intend  to  suggest  that  the  doors  be  thrown  wide  open  and  reserve 
banks  accept  all  loans  offeredsecured  by  Liberty  bonds  and  discount  them  at  4) 
per  cent,  t  do  not  think  my  language  can  be  construed  fairly  as  meaning  any  policy 
d  that  kind.  If  you  will  be  kind  enough  to  recollect,  you  mil  confirm  Uie  assertion 
that  in  my  conversations  with  you  I  have  advocated  reduction  of  the  rates  of  interest 
on  loans  secured  by  Liberty  bonds  already  owned  and  in  the  bank.  I  have  contended 
that  this  would  be  a  grateful  relief  to  tne  banks  and  to  their  customers  who  have 
borrowed  for  legitimate  and  constructive  purposes,  and  an  encouragement  to  the 
patriotic  people  who  have  bought  Government  bonds  and  find  them  now  valued  far 
below  par.  I  am  quite  sure  your  own  memory  and  more  careful  perusal  of  the  nart 
of  my  letter  to  you  referred  to  will  convince  you  that  I  never  nave  suggestea  or 
favored  the  policy  of  taking  all  loans  that  might  oe  offered  secured  by  Liberty  bonds 
at  lower  rates  or  any  rate. 

As  all  of  us  know,  there  is  a  line  between  making  money  easily  obtainable  for  those 
needing  it  for  purposes  useful  to  the  country  and  its  commerce  and  able  to  offer  fair 
security  on  one  side  and  on  the  other  side  putting  it  within  easy  reach  of  those  who 
would  waste  and  misuse  it.  That  is  the  line  of  safety.  There  is  a  line,  also,  between 
conserving  our  capital  and  resources  for  the  use  and  stimulation  of  legitimate  produc- 
tive business  and  locking  it  so  tightly,  with  high  interest  rates,  or  otherwise,  as  to 
paralyze  or  cripple  all  business.  As  i  understand  our  functions  and  responsibilities, 
we  are  seeking  and  feeling  for  these  lines.  If  I  am  not  as  much  mistaken  in  your 
position  as  you  seem  to  me  to  be  regarding  mine,  you  favored,  last  summer,  a  very 
material  reduction  in  rates  of  interest  on  loans  secured  by  Liberty  bonds.  You  urged 
on  me  the  hardship  that  the  rates  then  charged  on  such  loans  inflicted  on  one  prominent 
national  bank  in  the  sixth  Federal  reserve  district  which  has  been  conspicuously 
liberal  in  purchases  of  Government  bonds.  You  doubtlessremember  the  formal  resolu- 
tion of  the  board  of  the  Federal  Keserv^e  Bank  of  Atlanta  passed  in  July  last,  urging  an 
anangement  by  which  there  would  have  been  a  reduction  of  the  interest  rate  on 
member  bank  loans  secured  by  Liberty  bonds  already  held  by  the  bank.  And  I  am 
sure  you  will  also  recall  your  telegram  to  the  Atlanta  Keserv^e  Bank  in  July,  1920,  over 
your  own  signature,  expressinff  approval  of  their  plan,  including  the  4^  per  cent  rate 
an  member  oank  loans  secured  oy  uovemment  bonds,  and  that  you  said  to  the  Atalnta 
bank,  in  part,  that  you  'believe  board  is  likely  to  approve  plan  substantially  as  out- 
lined in  your  tel^^m,  but  it  will  probably  be  several  days  before  matter  is  definitely 
decided."  The  difference  between  us  appears  to  be  that  you  have  concluded  that 
the  policy  I  understood  you  formerly  to  approve  and  advocate  is  "essentially  unsound" 
while  my  thought  and  observation  have  taught  me  to  believe  it  thoroughly  sound  and 
necessary,  witmn  the  limitations  I  have  described. 

Regarding  the  progressive  rate  now  in  operation  in  three  Federal  reserve  dis- 
tricts, I  know,  of  course,  as  you  say.  that  ''the  board  did  not  insist  that  the  prospres- 
sive  rate  be  applied  in  any  (Ustrict,  out  permitted  those  Federal  reserve  banks  which 
desired  to  put  it  into  effect  to  do  so. "  Nevertheless^  I  can  not  conceive  t^t  the 
board  intended  to  acquit  itself  of  responsibility  and  divest  itself  of  furUier  power  in 
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making  the  adoption  of  the  progressive  rate  optional.  Surelv  we  can  not  sanction, 
or  permit,  the  starting  of  an  apparatus  and  look  on  with  caun  indifference  and  as- 
sumption of  helplessness  if  it  should  begin  to  run  wild  and  automatically  make  havoc 

When  the  progressive  rate  begins  to  operate  so  as  to  compel  the  member  banks  in 
some  districts  who  are  doing  their  best  to  care  for  the  interest  and  welfare  of  their 
customers  as  well  as  themselves  to  pay  to  the  FedenJ  reserve  bank  interest  on  a 
portion  of  their  loans  as  high  as  50  per  cent  or  75  per  cent  per  annum,  or  higher,  it 
18  about  time,  in  my  judgment,  for  the  Federal  Reserve  Board  to  intervene  and  re- 
duce the  rates. 

I  must  make  my  respectful  protest  against  any  policy  which  permits  the  imposi- 
tion by  Federal  reserve  banks  on  member  banks  of  any  such  rates  as  those  shown  in 
the  memorandum  which  I  received  from  the  board,  dated  January  5,  1921,  showing 
that  one  national  bank  in  Alabama  had,  a  few  months  ago,  been  assessed  under  the 
*^ graduated  plan''  a  rate  of  80  per  cent  in  excess  of  the  normal  rate,  in  one  excep- 
tional case;  and  where  another  bank  in  Mississippi  had,  in  November  last,  been 
charged  by  its  reserve  bank  as  high  as  22  per  cent,  and  a  bank  in  Colorado,  aealing 
principallv  with  formers,  an  interest  rate  as  high  as  22^  per  cent  per  annum,  on  the 
so-called  '^progressive"  plan. 

You  say  m  your  letter: 

"Apparently  you  hold  the  view  that  the  decline  in  prices  has  been  caused  by  re- 
striction of  credit  on  the  part  of  the  Federal  reserve  banks  and  by  the  member  and 
nonmember  banks  of  the  country." 

With  all  due  respect,  allow  me  to  say  that  I  see  no  basis  for  this  deduction,  especially 
in  view  of  the  clear-cut  and  cat^:oncal  statement  made  by  me  in  ray  letter  to  you 
of  October  18,  1920,  and  quoted  again  in  my  letter  to  you  of  December  28,  1920,  in 
which  I  said: 

*'In  my  opinion,  the  declines  which  have  taken  place  in  commodity  values  in  the 
past  six  months  have  been  due  primarily  to  the  operation  of  natural  causes;  and 
these  declines  in  orderly  manner  have  be^n  facilitated  by  the  policies  pursued  by  the 
Federal  Reserve  Board  during  this  period.  The  recession  from  the  unnatural  prices 
which  prevailed  in  the  case  Of  so  many  commodities  was  desirable  and  inevitable, 
and  it  was  proper  that  the  Federal  Reserve  Board  should  have  endeavored  to  have 
this  decline  proceed  gradually,  ftither  than  by  withholding  all  restraint,  making 
possible  later  on  a  collapse  and  disaster.** 

Commenting  on  my  statement  that  the  reserve  banks  have  an  unused  lending 
power,  without  reducing  the  reserve  requirements,  of  about  $700,000,000,  and  that 
by  waiving  or  reducing  their  requirements  as  to  reserve  by  only  10  per  cent  their 
lending  power  could  be  increased  to  about  two  and  one-half  billion  dollars,  you  say: 

*'You  nave  made  this  statement  publicly  on  two  or  three  occasions  during  the  past 
six  months,  and  while  we  do  not  question  your  motives  in  giving  publici^  to  the 
statement,  we  regret  your  action  in  doing  so  and  feel  that  the  effect  nas  been  harmful, 
for  it  has  undoubtedly  given  rise  to  folse  expectations  and  probably  has  caused  holders 
of  commodities,  which  could  have  been  liquidated  several  months  ago  at  prices  much 
higher  than  those  now  prevailing,  to  hold  on  in  the  hope  that  the  board  would  adopt 
a  policy  of  inflation  in  an  attempt  to  sustain  or  advance  prices.** 

You,  of  course,  do  not  question  the  absolute  correctness  of  my  statement,  but  I 
understand  you  to  have  regarded  it  as  inopportune  to  give  the  facts  to  the  public 
as  I  did.  With  all  due  mcxieety  I  must  say  it  is  my  opinion,  and  I  may  say,  my 
conviction,  which  I  will  also  add  is  supported  by  the  views  of  many  of  the  best  and 
most  experienced  bankers  and  business  men  in  the  country,  that  the  promulgation 
of  that  statement  at  that  time  was  of  much  value  to  the  country  and  probably  aided 
in  preventing  a  more  sudden  smash  and  collapse  in  values  than  has  taken  place. 

You  speak  of  my  reference  to  the  very  great  shrinkage  in  values  which  has  occurred 
during  the  past  year,  and  your  comment  is  that  I  have  omitted  to  refer  '*to  a  corre- 
Bponding  expansion  of  values  which  took  place  earlier." 

Let  me  try  to  impress  on  you  again  that  I  am  not  seeking  a  debate  on  abstract 
questions  and  would  regard  recriminations,  attempts  to  irritate  or  injure  individuals, 
or  exchanges  of  charges  and  countercharges  as  beneath  the  dignity  of  a  vast  condition 
with  which  we  must  deal.  We  look  with  proper  contempt  on  officers  and  rulers 
who  have  lost  empires  by  ignoble  squabbles  at  the  climax  of  battles.  I  am  trying 
by  entirely  frank  methods  to  bring  about  courageous,  prompt,  effective  action  after 
honest,  conscientious  facing  of  facts  and  study  of  all  possible  plans  and  propositions. 
In  my  view  as  a  general  proposition  the  more  the  intelligent  people  and  leading  forces 
of  the  country  are  told  of  tne  realities  of  their  affairs  and  situations  the  more  prac- 
tical wisdom  ar^d  help  we  will  get  for  our  work.  A  policy  of  secrecy  in  public  affurs 
is  hardly  ever  justified  except  by  actual  state  of  war. 
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And  I  can.  not  see  that  any  former  expansion  of  values,  however  artificial  or  exag*- 
gerated,  would  make  an  excuse  for  us  if  we  aided  in,  or  by  inaction  allowed,  such 
rapid  and  extreme  shrinkages  as  would  mean  general  collapse  and  ruin.  Perhaps 
the  supreme  test  and  finest  achievement  of  statesmanship  is  in  saving  the  people 
from  tne  worst  consequences  of  their  own  mistakes.  In  this  present  situation  the 
vast  majority  of  those  on  whom  the  ruin  would  fall  are  those  in  no  way  responsible 
for  the  conditions  that  caused  it.  I  do  not  think  we  would  prove  ourselves  fit  for 
the  important  work  intrusted  to  us  if  we  stood  content  to  remind  thousands  suffering 
from  hunger  and  cold  that  some  profiteers  and  speculators  and  a  few  others  produced 
and  many  partook  of  a  surfeit  last  year.  The  gain  in  prices  may  have  been  fantastic 
and  largely  on  paper,  but  the  loss,  coining  so  swiftly,  produces  very  real  distress  for 
hosts  of  good  people,  including  women  and  children.  We  can  not  cure  or  palliate 
destitution  by  philosophizing  or  explaining  or  proving  that  it  comes  obedient  to  the 
laws  of  political  economy. 

Any  sins  or  foults,  real  or  supposed,  of  mine  or  any  other  person  are  now  immaterial . 
I  am  no  more  concerned  by  the  suggestion  of  neglect  of  dutv  in  the  matter  of  the 
New  York  banks  than  I  am  in  your  remarks  on  my  omission  of  the  word  * '  comptroller  " 
aftar  my  name  in  my  letter  to  you.  Such  matters  do  not  interest  me  at  this  moment. 
I  hope  you  will  pardon  me  for  confessing  that  to  me  they  seem  trivial.  In  my  view 
ail  of  lis  should  be  more  intent  on  reachmg  a  definite  conclusion  and  applying  reme- 
dies for  the  troubles  existing  and  the  worse  threatening  than  in  making  points  of 
argument  and  innuendo  among  ourselves  when  we  differ.  Yet,  as  the  New  York 
banks*  matter  has  been  brought  into  the  record,  by  me  merely  to  illustrate  conditions; 
by  you  to  suggest  that  I  was  responsible  for  the  conditions  I  describe,  it  is  necessary 
for  me  to  state  the  facts  here. 

The  figures  I  gave  in  my  letter  were  obtained  from  official  records  of  the  Federal 
Reservre  Board,  and  I  do  not  understand  that  their  accuracy  is  questioned.  You 
submit,  however,  a  table  showing  **  borrowings  from  Federal  reserve  ba^ks"  by  five 
certain  banks  in  New  York  as  compared  with  the  borrowings  of  all  member  banks  in 
six  reserve  districts.  The  figures  which  you  give  as  to  the  borrowings  by  the  member 
banks  in  these  six  districts  differ  from  the  figures  which  were  furnished  me  by  the 
board,  because,  as  I  understand  it,  the  figures  embraced  in  your  letter  now  include 
rediscounts  and  contingent  liabilities  of  the  banks  and  those  fumi^ed  me  by  the 
board  and  used  by  me  I  now  understand  from  you  were  exclusive  of  rediscounts. 
Nevertheless,  these  differences  are  negligible  for  the  purposes  of  this  discussion. 

I  think  I  should,  however,  call  your  attention  to  the  iact  that  in  reporting  the 
borrowings  from  Federal  reserve  banks  by  certain  New  York  City  banks  you  appear 
to  have  omitted  the  '* acceptances"  of  these  banks  which  were  discounted  by  the 
New  York  Reserve  Bank  which,  if  added  to  the  sum  total,  would  materially  increase 
the  accommodations  granted  to  these  New  York  banks.  The  amount  of  acceptances, 
etc.,  ^diich  your  table  omits  ara*egates  over  $30,000,000  and  would  increase  the 
accommodations  of  one  of  the  New  York  banks  to  $134,545,000  and  of  another  to 
$128,496,000.  It  therefore  appears  that  each  of  these  two  banks  had  obtained  &om 
the  TeBCTve  bank  at  New  York  considerably  more  money  than  all  of  the  member 
banks  combined  in  either  the  Minneapolis  Federal  reserve  district  or  the  Dallas 
Fedoal  reserve  district,  or  the  Richmond  Federal  reserve  district  at  that  time. 

It  also  appears  that  there  were  at  least  four  individual  banks  in  New  York  City  of 
whose  paper  the  New  York  bank  had  taken  in  each  case  an  amount  in  excess  of  the 
total  loans  and  rediscounts  made  to  all  the  member  banks  in  the  Dallas  reserve  district, 
whidi  embraces  the  State  of  Texas  and  parts  of  the  States  of  Louisiana,  Oklahoma, 
Arizona,  and  New  Mexico. 

You  suggest  that  my  statement  to  the  e£fect  that  the  New  York  City  banks  were 
beins  lenthuge  sums  of  money  during  the  past  12  months  at  average  rates  of  probably 
less  Sum  6  per  cent  while  they  in  turn  were  lending  to  others  many  millions  of  dollars 
ftt  20  per  cent,  25  per  cent,  or  30  per  cent  is  calculated  to  give  a  wrong  impression, 
and  you  state  t^t  if  member  banks  have  been  borrowing  since  the  rates  were  raised 
last  January  at  less  than  6  per  cent  it  has  been  on  paper  secured  by  Treasury  certificates 
some  of  which  have  been  drawn  5}  per  cent  and  some  ^  per  cent.  The  point  im- 
preaaes  me  as  distincUv  trivial,  if  you  refer  to  the  fraction  under  6  per  cent  at  which 
the  New  York  banks  have  been  obtaining  money.  If  the  banks  in  New  York  had 
been  paying  for  the  funds  even  7  per  cent  it  is  mv  opinion  that  the  rates  of  20  per  cent, 
25  per  cen^  or  30  per  cent  whicn  were  charged  by  some  of  those  to  which  the  New 
Yon  reserve  bwok  was  lending  most  lai]sely  at  times  were  wholly  indefensible,  but 
aa  I  have  set  forth  my  views  on  this  particular  aspect  of  the  case  ver}^  fully  and  pub- 
lid^,  and  have  discussed  the  subject  again  in  my  annual  report,  it  is  hardly  worth 
while  to  go  into*  that  matter  further  at  this  time. 

You  say: 
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'^We  believe  that  the  theory^  that  discount  transactions  should  yidd  profit  to  the 
member  banks  is  a  fallacy  which  owes  its  wide  credence  in  part  to  the  fact  that  the 
Federal  reserve  banking  system,  which  has  some  of  the  attributes  of  a  central  banking 
system,  is  comparatively  new/'  etc. 

In  this  view  I  cordially  concur,  and  there  is  nothing  in  my  letter  to  you  which  would 
su^jgest  a  contrary  opinion;  at  the  same  time  I  venture  to  suggest  that  the  execution 
or  imposition  of  excessive  or  high  rates  by  Federal  reserve  banks  not  only  occadons 
actual  loss  to  member  banks  whose  elieible  paper  may  have  been  discounted  by  them 
at  rates  less  than  those  exacted  by  the  reserve  banks  but  the  announcement  and 

Promulgation  of  high  rates  may  have  a  very  damaging  psychological  effect  upon  the 
usiness  commimity. 

In  the  conclusion  of  your  letter  you  refer  to  a  certain  New  York  bank  to  ^^rfilch  I 
had  directed  your  attention,  to  which  the  reserve  bank  had  loaned  more  thm 
$100,000,000.  I  had  pointed  out  to  you  the  excessive  loans  which  this  bank  was  mak- 
ing to  a  group  of  its  officers  and  to  their  allied  interests  which  impressed  me  as  being 
excessive  ana  unwarranted. 

In  reply  to  these  su^estions,  you  say: 

"We  are  surprised  that  such  developments  should  have  taken  place  in  a  national 
bank  under  your  supervision  and  wonder  why  it  is  that  your  examiners  did  not  dis- 
cover and  report  these  conditions  at  an  earlier  date.  '* 

May  I  in  all  kindness  remind  you  that  in  my  letter  to  you  of  January  12  (whidi 
you  had  received  before  you  wrote  me  your  letter  of  the  13th  instant  with  the  state- 
ment I  have  above  quoted)  I  showed  that  the  national  bank  examiners  criticized  the 
officers  of  the  bank  referred  to  for  various  unsatisfactory  conditions  which  they  dis- 
covered at  the  time  of  the  October,  1919,  examination;  and  a  report  of  that  examina- 
tion, showing  the  heavy  loans  to  officers  and  their  allied  interests  and  other  matt«8 
of  criticism,  was,  I  understand,  submitted  in  due  course  to  the  Federal  reserve  bank 
at  New  York. 

My  letter  to  you  of  January  12  also  informed  you  very  clearly  that  between  the 
time  of  the  examination  of  October,  1919,  and  the  examination  of  August,  1920, 
conditions  in  the  bank  had  grown  progressively  worse;  and  as  a  result  of  the  report 
made  by  the  examiners  in  August,  1920,  this  bank  has  charged  off  losses  aggregating 
approximately  $10,000,000. 

During  the  period  from  October,  1919,  when  the  bank  was  so  properly  criticized, 
and  August,  1920,. when  the  bank  examiner  returned  for  another  examination,  the 
New  York  Federal  reserve  bank  was  lending  that  particular  bank,  as  I  understand 
it,  huge  sums  of  money  continuously,  and  the  reserve  bank  was  in  position  to  inforai 
itself  at  any  time  it  saw  fit  to  do  so  as  to  the  concentration  of  loans,  the  character 
of  the  bank's  business,  and  all  other  matters  of  criticism,  and  to  be  governed  accord- 
indiy  in  making  its  loans. 

The  concluding  paragr&pl^  of  your  letter  says: 

** Allowing  for  these  increases,  it  still  appears  that  it  was  the  practice  of  the  bank, 
as  far  back  as  October,  1919,  to  lend  large  amounts  to  officers  and  directors  and  to 
their  affiliated  interests,  although  you  state  in  your  letter  of  December  28,  1920, 
that  your  attention  'was  recently  directed*  to  these  conditions.** 

Do  you  think  it  quite  fair  to  convey  the  impression  by  your  statement  that  the 
matter  of  excessive  loans  was  a  subject  which  only  recently  received  the  attention 
of  this  office,  when  I  had  informed  you  explicitly  m  my  letter  of  January  12  (which 
you  had  already  received  and  read)  that  ^'the  attention  of  the  management  was  in 
October,  1919,  directed  to  the  large  proportion  of  capital  and  surplus  which  wtf 
employed  in  loans  to  officers  and  dipect<»fi^*  7 

May  I,  as  apropos  of  your  criticism,  remind  you  that  as  long  ago  as  January  2S, 
1920,  I  brought  earnestly  to  your  attention  the  case  of  another  banking  institution 
in  New  York  City  to  which  the  advances  by  the  reserve  bank  of  New  York  had  been 
particularly  heavy.  I  pointed  out  to  you  in  that  letter  (which  I  requested  you  to 
Drin^  to  the  attention  of  the  board)  that  **the  Federal  RcJserve  Bank  at  New  York 

had  loaned  or  rediscounted  for  the on  December  31,  1919,  an  amount  equal 

to  nearly  six  times  the  capital  of  the  Federal  reserve  bank  of  New  York;  about 
260  per  cent  of  the  capital  and  surplus  of  the  Federal  reserve  bank  of  New  Ywk 
and  that  more  than  one-seventh  of  all  the  bills  rediscounted  for  all  member  banb 
and  all  those  purchased  in  the  open  market  at  the  end  of  December,  1919,  were  for 
the  benefit  of  that  particular  institution.** 

In  that  same  letter  I  said: 

''These  figures  also  show  that  the  Federal  reserve  bank  of  New  York  was  lending 

to ~  at  the  close  of  December,  1019,  an  amount  in  excess  of  the  total  loans  and 

discounts  made  as  of  December  26,  1919,  to  all  of  their  member  banks  by  either  the 
Federal  reserve  banks  of  St.  Louis  or  Minneapolis,  or  Kansas  City,  or  Richmond, 
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or  Atlanta,  and  about  twice  as  much  aa  the  aggregate  of  all  loans  and  discounts  and 
piffdueed  paper  held  at  that  time  bv  the  F^eral  reserve  bank  of  Dallas." 
I  took  the  hberty  of  saying  to  you  tnen  that— 

"This  is  a  concentration  of  the  funds  of  the  reserve  system  with  one  debtor  bank, 
CQDspiciioQB  for  its  speculative  operations  and  promotions,  which,  in  my  judgment, 
is  not  only  not  justified,  but  distinctly  dangerous,  and  I  feel  it  my  duty  to  register  my 
stmngdioenthom  a  continuance  of  such  conditions  as  these,  by  writing  you,  as  I  am 
doing,  as  ui  ex  officio  member  of  the  board.  I  trust  you  will  find  time  to  make  a  care- 
ful aoatysiB  of  this  situation,  ^th  such  facts  before  us  concerning  the  company's 
condition  as  I  have  here  undertaken  to  bring  to  your  attention,  our  responsibility 
becomoB  Boious  and  very  real.  I  think  it  would  be  well  to  apprise  the  board  of  this 
Btnation." 

^  I  have  several  times  during  the  past  year  urged  upon  the  board  the  desirability  of  hav- 
u^  a  thorough  examination  of  that  debtor  institution  made,  either  by  the  examiners  of 
the  board  or  py  the  examiners  of  the  New  York  Reserve  Bank,  for  it  seemed  to  me  we 
vere  on  notice  as  to  the  "  unconservative "  methods  of  that  institution  and  of  its 
(fficen. 

I  also  took  some  pains  to  analyze  for  the  board's  information,  certi^n  conditions 
vhich  vers  revealed  in  an  examination  of  that  institution  by  State  oanking  authorities, 
tnd  1  have  brought  to  the  board's  notice  certain  loans  amounting  to  millions  of  dollars 
secured  bigely  on  speculative  stocks  which  were  obtained  by  the  president  of  that 
Bember  bank  to  which  the  New  York  Reserve  Bank's  accommodattions  had  bepn  so 
psrticnlariy  heavy,  from  banks  under  my  supervision,  and  I  also  called  jrour  attention 
toapaiticnlar  loan  of  about  17,000,000  made  by  three  member  banks,  including  the 
grtJtatkm  of  which  that  borrowing  official  is  president,  to  a  syndicate  in  which  ne  is 
oesvilj  interested.  Reports  in  poeseaaion  of  the  board  show  that  tJiis  particular 
Mnking  institution  was  lending  pany  millions  of  dollars  in  slow  and  doubtful  loans 
(0  Us  (fwn  officers  or  to  syndicates  or  corporations  in  which  officers  of  the  banking 
notitotion  were  interestea  at  the  same  tune  that  huge  advances  were  being  gotten 
tm  the  New  York  Reserve  Bank. 

I  Aonld  not  have  referred  here  to  this  instance  and  to  the  concentration  of  loans 
to  its  own  officers  and  their  alHed  interests  by  this  heavy  debtor  of  the  New  York 
Mserve  Bank  were  it  not  for  the  ''wonder"  you  express  as  to  why  examiners  imder 
vy  supervision  did  not  discover  and  correct  certain  conditions  in  a  national  bank 
9^0  ^vfaich  yofu  comment  in  your  letter,  in  i^egard  to  which  the  record  shows  admoni- 
wms  or  warnings  were  duly  jgiven  by  this  omce.  As  far  as  I  am  advised,  no  inde- 
pendoit  examination  of  the  institution  to  which  the  reserve  bank  has  been  making 
uese  hu£e  loans  (and  which  is  not  under  the  comptroller's  supervision)  has  as  yet 
been  maae  by  the  board  or  the  reserve  bank  of  New  York. 

Please  do  not  take  this  as  a  criticism  of  the  bo^rdjor  omission  to  examine  or  act, 
ior  I  prefer  (after  bringingthe  matter  before  you  in  the  past  as  I  have  done)  to  assume 
uat  you  have  gotten  sumcient  assurances  (of  which  I  have  not  been  informed)  to 
Mtfy  you  that  matters  in  that  institution  are  now  quite  as  they  should  be. 

I  may  add  in  conclusion  as  to  that  particular  banking  institution  that  its  accom- 
modations from  the  Federal  reserve  bank  at  New  York  at  the  time  that  I  brought  the 
■atter  to  vour  attention,  a  year  ago,  aggregated  (including  about  $9,000,000  in  accept- 
«g«)|m,418,000. 

^or^  purpose  of  comparison  it  appears  from  the  Federal  reserve  official  bulletin 
vtt  the  total  stmounts  of  loans  and  discounts  outstanding  about  the  same  time,  or, 
*Mii  Jamiary  2, 1920,  to  all  of  the  member  banks  in  their  respective  districts  (aggre- 
9ang  some  five  or  six  thousand  banks)  were  as  follows: 

^edend  Reserve  Bank  of— 

St  Louis $60,868,000 

Kansas  (3ity 88,176,000 

Mhmeapolis 71,380,000 

Dallas 67,135,000 

Kichmond 108,448,000 

Atlanta 88,724,000 

SanPiaiicisco 74,237,000 

^utt  one  institution  (whose  loans  were  so  largely  employed  in  specidative  under- 
lay) ^'^  borrowing  at  that  time  from  the  New  York  Reserve  Bank  practically  as 
>iim  moncv  as  the  aggegrate  amount  which  the  two  Federal  reserve  banks  of  Minne- 
9Qoa  and  Dallas  were  lending  to  all  their  member  banks  in  the  States  of  Minnesota, 
pi^.  Dakota.  South  Dakota,  Montana,  Texas,  and  parts  of  Michigan,  Wisconsin, 
^'^wttt,  Oklahoma,  New  Mexicc,  and  Arizona. 
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As  far  as  I  am  concerned,  no  one  need  trouble  to  read  the  somewhat  detailed  and 
necessarily  lengthy  observations  regarding  the  New  York  banks,  evoked  by  critdcinnB 
of  my  official  conauct  toward  them,  which  seem  to  me  entirely  irrelevant  and  which 
I  hope  I  have  proved  to  be  unwarranted.  The  really  important  question  for  us  is 
whether  we  can  do  something  to  end  or  alleviate  the  great  depression  in  the  busmesB 
of  ^e  country  which  is  obvious  and  in  danger  of  growing  worse  unless  we  lead  in 
some  policy  of  relief  and  encouragement. 

If  anybody  anywhere  can  suggest  such  a  policy  either  in  line  with  the  suggestions 
I  have  ventiu*ed  to  make,  or  entirely  different  but  promising  improvement  I  will 

S've  it  the  most  careful  and  conscientious  study  and,  if  at  all  possiole,  my  most  cor« 
al  approval  and  cooperation.  For  one,  I  am  not  content  with  the  present  condi- 
tions and  outlook.  I  can  not  be  while  I  know  so  many  innocent  people  are  suffering 
and  the  number  of  sufferers,  in  all  ranks  of  life,  increase;  while  our  country  is  forced 
to  stand  seemingly  helpless  to  give  to  other  countries  and  people  the  aid  which  our 
inherent  strengtn  and  comparative  immimity  from  the  destruction  of  war  entitled 
them  to  hope  m>m  us. 

Your  letter  indicates  some  skepticism  as  to  the  reports  of  embarrassments  and  suffer- 
ing which  reach  us  at  Washington  from  various  sections  of  the  country  and  to  some 
of  which  I  referred  in  my  letter  to  you  of  the  28th  ultimo.  Perhaps  your  skeptidsm 
may  be  justified  in  some  instances,  but  on  the  other  hand  we  sometimes  find  actual 
conditions  more  extreme  than  have  been  represented. 

I  am  informed  by  a  chief  national  bank  examiner  that  in  one  State  in  his  district 
there  have  been  37  State  bank  failures  since  the  1st  of  November  last,  and  that  he 
hears  other  State  bank  failures  are  impending  and  their  closing  temporarily  deferred 
because  of  a  shortage  of  State  examiners  to  place  in  charge  of  theni.  I  am  happy 
to  inform  you,  however,  that  in  that  particular  State  and  in  that  entire  district,  em- 
bracing three  States  and  parts  of  several  others,  there  has  been  no  national  bank 
failure  for  more  than  three  years,  although  a  niunber  of  failures  have  been  directly 
prevented  as  a  result  of  extraordinary  exertions  and  action  on  the  part  of  our  examining 
force. 

As  one  indication  of  the  demoralization  existing  in  ^neral  business,  let  me  direct 
your  attention  to  an  official  statement  given  out,  within  the  last  30  dajrs.  under  the 
auspices  of  the  chamber  of  commerce  of  the  State  of  New  York,  probably  the  most 
important  commercial  body  in  the  covrntfy,  stating  that  owing  to  the  cancellation 
and  attempted  cancellations  of  contracts,  merchandise  with  an  estimated  value  of 
$3,000,000,000  is  now  choking  warehouses,  and  on  steamers,  and  on  piers  and  in  rail- 
road cars,  the  ownership  of  which  is  disputed;  and  of  this  vast  mass  of  merchandise 
it  is  reported  that  about  $1,000,000,000  worth  is  lying  in  foreign  lands,  a  laige  per- 
centage of  which  may  ultimately  find  its  way  back  to  this  country,  to  depress  still 
farther  our  own  gluttod  markets,  where  consimiption  because  of  fright  and  general 
demoralization  has  already  reached  such  an  extremely  low  level.  "Meantime,"  said 
the  report,  "litigation  is  increasing  on  all  sides.'' 

Investigations  and  reliable  reports  indicate  clearly  to  my  mind  that  it  will  be  neces- 
saiv  for  the  Federal  reserve  system  to  relax  in  the  matter  of  credit  extension  and  i»o- 
vioe  their  member  banks  more  liberally  with  funds,  and  on  a  fadier  baais  than  is 
sometimes  charged  on  the  "progressive"  plan,  in  oraer  to  enable  member  banks  in 
the  agricultural  districts  of  the  West  ana  South,  the  Southwest  and  Northwest  to 
supply  the  farmers  with  the  wherewithal  to  make  their  crops  for  the  ensuing  season. 

Despite  the  impoverishment  and  money  scarcity  now  existing  in  so  many  parte 
of  the  country,  the  Federal  reserve  banks,  as  a  whole,  are  now,  as  the  official  records 
show,  abundstntly  supplied  with  funds.  In  fact,  their  unused  lending  power,  which  I 
referred  to  in  August  tast^as  $750,000,000^  has  now  increased  to  about  $1,200,000,000 
and  a  reduction  or  waiver  in  reserve  requirements  of  not  over  10  per  cent  on  deposits 
and  notes  would  now  bring  their  total  unused  lending  power  up,  at  this  time,  to  mcae 
than  $3,000,000,000. 

It  is  entirely  true  that  I  wish  to  go  on  record,  as  have  other  members  of  the  board 
repeatedly  from  time  to  time  in  the  past  in  presenting  their  views  in  writing  as  impor- 
tant subjecto  have  been  considered.  I  wish  to  be  recorded  definitely  as  having  done 
my  utmost  to  urge  our  board  to  saving  and  palliative  action  and  consideration  for  the 
trouble  of  the  public  and  thereby  at  least  free  myself  from  the  censure  that  will  fall 
on  us  with  crushing  force  if  we  omit  any  possible  effort  to  mitigato  piesent  and  real 
suffering  or  to  avert  disaster,  although  the  consideration  of  peraonal  exculpation  is, 
of  course,  slight  and  negligible  in  comparison  with  m}r  main  purpose  and  hope,  which 
are  to  obtain  from  the  board  some  prompt  and  effective  action  for  relief. 

After  writing  vou  on  December  28,  1920, 1  thought  it  desirable  to  furnish  copies  of 
that  letter,  confidentially,  to  the  chief  national-bank  examiners,  who  are  in  daily 
touch  with  the  banking  and  business  situation,  who  are  all  men  of  large  experience, 
of  high  characteri  and  exceptional  ability,  and  whose  opinion  upon  the  subject  should 
be  valuable. 
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The  repliee  uHiich  I  have  received  aid  in  confirming  my  conviction  as  to  the  correct- 
neBB  of  the  views  which  I  expressed  to  you  in  my  letter,  despite  the  fact  that  my  dis- 
tiDguished  colleagues  on  the  board  appear  not  to  be  in  accord  with  them.  For  your 
information  and  for  their  information,  however,  I  will  take  the  liberty  of  giving  you 
the  following  excerpts  from  some  of  the  repliee  which  have  come  into  me  irom  chief 
examiners  in  this  connection  for  such  consideration  as  you  may  think  they  deserve. 

The  chief  examiner  in  one  of  the  great  agricultural  (ustricts  said: 

''The  fears  you  expressed  as  to  what  the  results  would  be  unless  policies  which  aided 
in  the  unprecedented  deflation  should  be  revised  to  meet  the  present  changed  condi- 
tions have  been  more  than  realized,  in  that  conditions  have  nown  and  are  stul  growing 
steadily  worse.  Failures  of  banks  and  business  houses  witnin  the  last  60  days  have 
been  going  on  at  an  alarming  rate,  and  reports  indicate  that  this  will  continue  unless 
prompt  action  of  some  kind  is  taken.  Many  pitiful  occurrences  such  as  you  describe 
have  taken  place,  and  as  far  as  it  applies  to  tnis  section  your  presentation  of  the  case 
is  not  in  any  sense  exaggerated. 

"The  best  means  for  remedying  the  situation  are  not  clear,  but  vour  recommendation 
that  a  Federal  reserve  bank  rate  of  4^  per  cent  on  loans  secured  by  Liberty  bonds  and 
a  6  per  cent  rate  on  commercial  and  agricultural  paper,  it  is  believed,  would  afford 
same  real  relief.    *    *    * 

"Your  letter  is  regarded  as  most  timely." 

'Hie  chief  examiner  for  another  district,  where  manufacturing  and  commercial 
interests  predominate,  said: 

"It  is  a  timely  communication,  soundly  based  upon  the  fundamentals  of  existing 
conditions,  and  offers  constructive  suggestions  for  the  prevention  of  the  prostration  of 
our  business  life,  for  the  minimization  of  losses  to  our  manufacturers,  merchants,  and 
fannerB— who  in  the  main  are  innocent  and  patriotic  bystanders — ^forthe  maintaining 
of  our  international  financial  position  through  the  keeping  of  our  own  house  in  order. 
'  and  for  the  continuance  of  confidence  of  the  public  in  the  Federal  reserve  bank  and 
the  continuance  of  its  control  of  our  credits — necessarily  relinquished  during  the  war — 
for  which  it  was  designed.    *    *    * 

"No  more  opportune  time  could  exist  for  the  adoption  and  announcement  of  wise 
policies.    *    *    * 

"  New  and  additional  credits  will  have  to  be  made  to  borrowers  for  le^timate  purposes. 
Our  mills  will  have  to  run  and  qur  crops  will  have  to  be  grown,  but  the  credits  for  such 
purposes  should  be  within  reason  and  on  the  basis  of  proper  costs.  Those  credits 
Bhoold  be  available  for  the  whole  country  alike  and  at  about  the  same  rates.  If  there 
is  a  larger  demand  in  one  section  than  can  be  supplied  from  that  section  the  central 
reserves  dioiild  be  available,  if  the  demand  is  a  legitimate  one.  If  it  is  not  legitimate, 
there  is  no  reason  to  meet  it.  *  *  *  The  reserves  of  one  section  should  not  be 
available  for  credits  extended  in  that  section  for  speculative  ventures  when  there  is 
a  dearth  of  funds  in  ano^er  section  for  legitimate  enterprises    *    *    *,'* 

Another  particularly  well-informed  chief  examiner  in  an  important  and  extensive 
district  writes: 

"I  do  not  think  that  you  have  put  it  too  strongly  in  advocating  that  the  Federal 
reserve  system  must  deal  with  conditions  as  thev  are,  recognizing  that  there  is  inflation, 
abuses,  and  admittedly  disproportionate  credit  extension,  but  that  the  action  taken 
by  the  Federal  reserve*  banks  means,  so  to  speak,  life  or  death  to  the  various  financial 
communities,  and  remedies  must  be  suited  to  each  case  with  fullest  consideration  of 
present  strength  or  weakness.    *    *    ♦ 

"I  believe  the  facts,  as  you  have  presented  them,  if  set  before  representative  men 
who  have  the  interests  of  the  entire  country  at  heart,  should  make  them  feel  it  their 
luty  to  urge  and  seciure  whatever  remedial  l^^lation  may  be  necessary,  so  that  one 
section  comd  not  have  such  unusual  accommodations  while  others,  particularlv  rural 
communitites,  are  focing  a  fight  for  existence.  It  is  situations  such  as  these  that  are 
provocative  of  the  socisQ  unrest,  giving  the  agitator  and  the  political  montebank  a 
Usifi  for  great  exaggeration. ' ' 

I  respectfully  ask  that  this  letter  be  considered  at  the  next  meeting  of  the  board, 
which,  in  response  to  my  inquiry  of  the  14th  instant  (following  the  receipt  of  your 
letter  of  the  13th,  replying  to  mine  of  the  28th  ultimo),  you  informed  me  is  to  be  held 
to-morrow. 

Very  sincerely,  yours, 

John  Skblton  Williams. 
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The  Chairman.  Mr.  Williams,  may  I  ask  you  how  long  will  it  take 
you  now  to  present  the  matters  you  have  in  mind  t  I  want  to  mre 
you  every  opportunity  to  present  everything  that  you  think  would  be 
of  value  to  the  commission. 

Mr.  Williams.  Well,  I  think  I  could  get  through  in  a  couple  of 
hours. 

The  Chairman.  If  it  would  take  a  couple  of  hours,  I  think  we  had 
better  take  a  recess  until  to-morrow  morning.  Without  objection, 
the  commission  will  stand  in  recess  until  10  o'clock  to-morrow 
morning. 

(Whereupon,  at  5.15  o'clock  p.  m.,  Tuesday,  August  2,  1921,  an 
adjournment  was  taken  until  10  o'clock  a.  m.  of  the  following  day, 
Wednesday,  August  3,  1921.) 
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WEDNESDAY,  ATTOTTST  8,  1921. 

Congress  of  the  United  States, 
Joint  CoBoassiON  op  Agricultural  Inquiry, 

WaahingUm,  D.  C. 
The  joint  commission  met,  pursuant  to  adjournment,  on  yesterday, 
at  10  o'clock  a.  m.,  in  room  70,  Capitol  Building,  Representative 
Sydney  Anderson  (chairman)  presiding. 

The  Chairman.  The  commission  win  come  to  order. 
Mr.  Williams,  you  may  proceed. 

STATEICEVT   OF  HOV.  SOWS  SKELTOV  WHLIAHS,   FOBHEB 
COHPTBOLLEB  OF  THE  CXTBBEVCT— Besumed. 

Mr.  Williams.  Mr.  Chairman  and  gentlemen,  in  lookii^  over  my 
papers  yesterday  afternoon  after  the  dose  of  the  session,  I  K>imd  that 
th^ne  was  one  table  to  which  I  referred  which  I  had  not  handed  ovet 
to  the  official  reporter.  I  shall  do  so  now,  with  your  permission,  and 
read  the  same. 

The  Chairman.  If  there  is  no  objection,  jrou  may  proceed. 

Mr.  Williams.  This  is  a  brief  table  showing  the  total  amounts  of 
^'a^cultural  paper'*  and  "live-stock  paper"  held  by  all  Federal 
reserve  banks  on  the  last  Friday  of  each  month  for  the  last  five 
months  of  the  years  1921  and  1920. 

The  Chairman.  Does  that  show  an  increase  or  decrease  during 
those  five  months? 

Mr.  Williams.  That  shows  an  increase  from  May,  1920,  to  May, 
1921,  of  I  should  say  about  60  per  cent;  from  $140,000,000  to  $229,- 
000,000.  The  percentage  of  increase  is  very  handsome.  The  actual 
increase  is  not  so  impressive.  These  figures  may  go  into  the  record, 
may  they,  Mr.  Chairman? 

llie  Chairman.  Yes;  without  objection  they  may  go  in. 

(The  table  of  figures  referred  to  is  as  follows:) 

Total  amounis  ofagHcuUural  and  live-stock  paper  held  by  all  Federal  reserve  hanks  on  the 
last  Friday  of  eath  mowthfor  the  last  5  months  of  (he  years  19tl  amd  J9t0. 

[Taken  from  Federal  Reserve  Bulletin.] 


January.. 
Tebrauy. 


1921 


1229,000.000 
220,200,000 
222,600,000 


1920 


$50,800,000 
07,100,000 
74,600,000 


Ajpril. 
May.. 


1921 


S230l300,000 
220,400,000 


1920 


$106,200,000 
140,600^000 
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Mr.  Wn^UAMS.  The  figures  in  this  table,  Mr.  Chairman,  rather 
remind  me  of  the  percentages  of  increase  which  were  shown  a  few 
years  ago  in  certain  parishes  in  the  diocese  of  Vir^ia.  The  annual 
report  of  the  bishop  showed  that  certain  small  parishes  were  showing 
enormous  increases,  some  100  per  cent  and  some  150  per  cent  and 
some  200  per  cent,  while  the  nourishing  parishes  in  the  large  cities 
showed  increases  of  only  5  or  10  per  cent.  Some  one  was  struck  by 
the  comparison  and  investigatea  to  get  at  the  real  facts,  and  he 
found  the  explanation.  It  appears  that  in  soine  of  those  remote  con- 
gregations there  would  be  one  vear,  perhaps,  reported  one  com- 
municant; the  next  year  it  would  be  two,  and  the  percentage  of  in- 
crease was  placed  at  100  per  cent,  without  the  actual  figures.  In 
another  case  there  would  be  two  communicants,  and  it  would  be 
increased  to  three,  and  the  increase  would  be  50  per  cent.  These 
increases  of  the  advances  to  the  agricultural  districts  remind  me  very 
much  of  those  parishes. 

It  is  true  that  the  figures  show  an  increase  from  $140,000,000  to 
$229,000,000  from  May,  1920,  to  May,  1921,  but  how  pitifully  small 
those  percentages  are,  compared  to  the  total  loans  to  the  business 
interests  of  the  country;  and  how  small  they  are  when  compared  to 
the  total  loans  and  discounts  made  by  all  the  reserve  banks. 

The  $229,000,000  amounts  to  harclly  as  much  as  this  Government 
spent  in  the  closing  days  of  the  war  in  five  days.  The  total  loans  of 
tne  national  and  State  banks  of  the  country,  I  suppose,  amount  to 
$30,000,000,000  or  $40,000,000,000.  And  when  you  consider  the 
help  extenaed  through  the  reserve  banks  on  agricultural  and  Uve- 
Btock  paper,  and  compare  this  $230,000,000  with  all  the  loans  in  all 
the  banks,  of  $40,000,000,000,  you  realize  that  the  farmers  and  Uve- 
stock  raisers  are  not  drawing  very  heavily  on  the  banks,  or  if  they  are 
drawing  upon  them  their  drafts  are  not  oeing  honored. 

Representative  Funk.  Can  you  give  us  that  situation  in  the 
total  amoimt  rediscoimted  by  the  Federal  reserve  banks  ? 

Mr.  Williams.  The  figures  which  are  available  to  me  and  which 
are  drawn  from  the  Federal  Reserve  Bulletin,  and  which  I  have  just 
placed  in  the  record,  show  a  total  of  $229,000,000  of  agricultural 
paper  and  live-stock  paper  having  a  maturity  of  over  90  days. 

Representative  Funk.  What  was  the  total  amoimt  outstanding 
during  that  time  of  all  kinds  of  paper  ? 

Mr.  Williams.  That  is  in  the  record  already.  I  will  have  to  look 
it  up  in  order  to  give  that  to  you. 

Representative  Funk.  I  wanted  to  get  it  in  here  in  order  to  get 
the  contrast. 

Mr.  Williams.  At  yesterday's  hearing  I  called  attention  to  the 
fact  that — I  think  it  was  in  November,  1920 — the  total  loans  and 
rediscoimts  and  acceptances  purchased  by  the  12  Federal  reserve 
banks  aggregated  about  $3,000,000,000:  so  that  the  agricultural 
paper  andlive-stock  paper  represented  aoout  8  per  cent,  or  scarcely 
8  per  cent,  of  the  total  accommodations  granted  by  the  Federal 
reserve  banks,  which  is  a  very  small  percentage,  if  that  is  all,  when  w.e 
consider  the  value  and  invested  capital  in  agriculture  and  live  stockj 
and  the  fact  that  it  is  claimed  that  43  per  cent  of  the  population 
of  the  country  are  engaged  in  agriculture. 

The  Chairman.  You  gave  the  figures  of  $3,000,000,000  as  repren 
Ben  ting  the  total  discoimts  ? 
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Mr.  Williams.  Loans,  discounts,  and  acceptances,  as  I  recall  it. 

The  Chaibhan.  As  of  what  date  ? 

Mr.  Williams.  November,  1920.  I  think  it  was  about  the  maxi- 
mum at  that  time. 

The  Chaibman.  That  total,  however,  has  been  very  much  reduced 
at  the  time  of  this  compilation  of  $229,000,000. 

Mr.  Williams.  I  would  like  to  put  into  the  record  another  table, 
Mr.  Chairman,  There  has  been  considerable  contraction,  but  I 
would  like  to  put  into  the  record  another  table,  which  answers  that 
question. 

The  Chairman.  Very  well. 

Mr.  Williams.  I  have  the  statement  here.  I  have  taken  this 
from  the  New  York  Times.  It  shows  that  on  July  20,  1921,  the  gold 
reserve  was  $2,508,298,000,  as  compared  with  July  23,  1920,  \^en 
it  was  $1,983,271,000,  an  increase  in  the  gold  reserve  of  $500,000,000 
or  $600,000,000  in  a  year.  Bills  discoimted  and  bills  bought,  how- 
ever, between  July  23,  1920,  and  July  20,  1921,  instead  of  showing 
an  increase  during  this  period  of  deflation  and  contraction  show 
11,710,056,000  on  July  20,  1921,  and  $2,823,450,000  on  July  23,  1920, 
a  contraction  of  a  a  billion  dollars,  or  more  than  a  billion  dollars; 
about  $1,100,000,000.  The  Federal  reserve  notes  outstanding  on 
July  20,  1921,  were  $2,564,613,000,  as  against,  on  July  23,  1920, 
13,118,205,000.  The  total  resources  on  Ji3y  20,  1921,  were  $5,216,- 
780,000  as  against  on  Julj  23,  1920,  of  $6,075,124,000. 

May  I  place  this  table  in  the  record,  Mr.  Chairman  ? 

The  Chairman.  Yes;  without  objection  it  may  go  into  the  record. 

(The  table  referred  to  is  as  follows:) 

Compardtivefigvaret,  Federal  reserve  system. 


July  20, 1921. 


July  23, 1920. 


Oold 

BUb  discounted  and  bills  bought 

Federal  reserve  notes 

Total 


$2,506,298,000 
1,710,056,000 
2,564,613,000 
6,216,780,000 


$1,983,271,000 
2,823,450,000 
3,118,205,000 
6,075,124,000 


Mr.  Williams.  I  should  call  attention,  however,  to  the  fact  that 
the  amoimt  of  Federal  reserve  notes  outstanding  at  anjr  particular 
period  is  no  criterion  of  the  amoimt  of  money  in  circulation,  for  the 
Federal  reserve  notes  are  largely  issued  in  excnange  for  gold  acquired 
and  placed  in  the  vaults  of  Uie  reserve  banks. 

The  Chairman.  I  just  wanted  to  get  the  figures,  if  I  could,  in 
<x)nnection  with  this  $229,000,000  of  agricultural  paper  which,  I 
take  it,  was  of  some  date  in  Jime. 

Mr.  Williams.  That  is  shown  on  a  table  which  is  in  the  record. 

The  Chairman.  The  figures  for  total  loans  and  discoimts,  includ- 
ing acceptances  for  the  same  month;  have  you  that  figure  ? 

Mr.  Williams.  It  is  on  this  paper,  Mr.  Chairman,  to  which  I  will 
caBvour  attention,  with  your  permission. 

Tne  Chairman.  All  I  want  to  get  is  the  Jime  figure;  the  total  loans 
and  discounts  for  all  Federal  reserve  banks  in  Jime. 

Mr.  Williams.  In  May,  1921,  it  was  $229,000,000,  and  in  May, 
1920,  it  was  $140,000,000,  of  agricultural  and  live-stock  paper. 
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The  Chairman.  What  I  want  is  the  total  loans  and  discounts. 

Mr.  Williams.  That  is  in  another  table.  I  do  not  have  tiiat  table 
before  me. 

The  Chairman.  The  %ures  that  I  have  before  me  show  the  total 
loans  or  assets  of  the  Feoeral  reserve  banks  at  the  end  of  June,  1920, 
as  $2,229,000,000. 

Mr.  Williams.  I  have  not  those  figures  at  hand. 

The  Chairman.  I  just  wanted  to  set  that  into  the  record  so  that 
we  would  have  the  comparison  for  tne  same  month. 

Mr.  Williams.  Yes;  but  I  have  not  those  figures,  Mr.  Chairman. 

Senator  Lenroot.  The  charge  is  being  made  constantly  that  the 
agricultural  communities  are  being  discriminated  against  in  the 
matter  of  accommodation  for  loans;  what  is  the  significance  of  these 
two  tables  which  you  have  just  read  with  reference  to  that  charge) 

Mr.  WiLUAMSw  The  significance  of  these  tables  is  that  they  repre- 
sent a  painfully  small  proportion  of  the  total  loans  and  discounts; 
that  the  advances  on  agricultural  and  cattle  paper  represent  a  very 
small  proportion  and  have  for  the  last  year  or  two  represented  a 
very  small  proportion  of  the  credits  granted  by  the  Federal  reserve 
banks  to  the  business  of  the  country. 

Senator  Lenroot.  Oh,  I  imderstand  that;  but  does  it  indicate 
that  there  was  any  deflation  or  contraction  of  that  amount  during 
that  time  ? 

Mr.  Williams.  Assuming  that  all  paper  over  90  days  is  classed  as 
agricultural  paper,  it  has  increased  durmg  the  year  to  the  extent  of 
probably  $100,000,000,  but  the  $100,000,000  mcrease  represents  a 
very  small  proportion  of  what  the  farmer  had  to  have  to  maintain 
himself. 

Senator  Lenroot.  The  question  goes  back  then  to  whether  the 
farmer  was  receiving  what  he  should  have  had  prior  to  that  time, 
rather  than  to  any  question  of  deflation  as  against  the  farmer } 

Mr.  Williams.  So  far  as  the  paper  is  concerned  which  is  discounted 
by  the  Federal  reserve  banks  ? 

Senator  Lenroot.  Yes. 

Mr.  Williams.  Now,  it  would  require  a  further  investigation  to 
find  out  whether  the  farmers'  credits  have  been  deflated  on  the 
whole  or  not.  It  is  conceivable  that  while  the  farmer  may  be 
getting,  or  may  have  been  getting,  $100,000,000  more — or,  rather, 
while  $100,000,000  more  of  farmers'  paper  was  bei]^  rediscountea 
this  spring  than  at  a  certain  time  last  year  by  the  Federal  reserve 
banks  for  the  farmers,  yet  it  mav  be  that  the  farmer  may  have  been 
required  to  pay  up  his  loans  and  actually  may  have  gotten  less  than 
he  did  before,  because  the  member  baiiks  necessarily  loan  to  the 
farmer  large  sums  of  money  which  they  do  not  obtain  from  the 
Federal  reserve  banks. 

Now,  as  I  say,  we  can  only  make  surmise  as  to  what  those  actual  con- 
ditions were  until  we  can  get  the  facts  from  the  parties  interested. 
Let  me  illustrate:  We  will  say  a  certain  coimtry  Dank  was  loaning 
$100,000  to  farmers  a  year  ago,  and  continued  to  hold  that  paper  of 
the  farmers;  suppose  that  the  coimtry  bank,  owing  to  restrictions 
and  red  tape  on  tne  part  of  the  Federal  reserve  bank,  has  been  averse 
to  using  ite  farm  paper  for  its  rediscoimts.  The  figures  in  that  bank 
would  show  that  the  member  bank,  the  country  bank,  has  been 
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borrowing  on  other  paper  from  its  Federal  reserve  bank;  perhaps  on 
Liberty  bonds,  which  it  subscribed  to,  and  has  not  been  using  its 
farmers'  paper  to  obtain  rediscounts.  We  will  now  suppose  that 
pressure  was  brought  to  bear  upon  the  borrowing  bank  to  sell  its 
Liberty  bonds.  Its  reserve  bank  mav  have  said:  ''We  will  not 
carry  them  for  you  any  longerj  get  rid.  of  them."  So  the  coxmtry 
bank  sells  $50,000  worth  of  Liberty  bonds  on  which  it  had  been 
borrowing  from  the  Federal  reserve  bank,  and  gathers  together 
$50,000  of  agricultural  and  cattle  paper  and  succe^  in  persuading 
the  Federal  reserve  bank  to  rediscoimt  that  paper,  and  complies 
with  the  red  tape  requirements  and  regulations.  That  case  would 
show  that  there  has  been  an  increase  of  $50,000  of  farm  paper  with 
the  Federal  reserve  bank,  while  the  farmer  has  not  got  1  cent  more 
of  accommodation. 

Senator  Lbnroot.  In  other  words,  if  the  banks  did  not  present 
their  agricultural  paper  to  the  Federal  reserve  bank,  the  failure  to 
loan  upon  them,  ii  tney  are  not  presented,  was  not  the  fault  of  the 
Fedend  reserve  bank,  but  the  fault  of  the  banks  themselves  in  those 
cases;  on  the  other  hand,  the  general  policy  of  deflation  adopted  by 
the  Federal  Reserve  Board,  fdthough  agricultural  discoimts  might 
have  been  increased,  might  have  required  the  banks  to  call  in  the 
loans  in  accordance  with  that  policy,  although  the  loans  might  have 
been  increased;  is  that  correct  ? 

Mr.  Williams.  Yes,  sir.  I  will  also  call  attention  to  this  aspect 
of  the  case.  Some  Federal  reserve  banks  require  the  member  banks, 
not  only  to  put  up  the  face  value  of  the  discounts  granted  to  them 
in  farmers'  paper,  or  other  eligible  paper  of  one  kmd  or  another, 
and  in  some  cases  they  have  required  the  member  bank  to  put  up 
a  nuugin  of  50  per  cent,  or  100  per  cent.  That  has  been  bitterly 
protested  by  member  banks  in  some  parts  of  the  country.  You  can 
readily  see  that  if  that  custom  is  followed,  the  member  banks  would 
borrow  all  the  money  they  could  borrow  on  Liberty  bonds,  in  order 
to  loan  to  the  farmers,  but  might  hold  the  farmers'  paper,  if  they 
have  to  give  such  excess  collateral. 

Now,  1  have  in  mind  at  this  time  a  country  bank  in  the  Southwest 
which  claims  that  it  was  ruined  by  the  exactions  in  that  respect  of 
its  Federal  reserve  bank;  that  the  Federal  reserve  bank  required 
them  to  put  up  all  of  their  paper  in  order  to  get  such  accommodations 
as  were  accorged  them,  until  they  finally  had  to  suspend,  and  I  am 
told  that  suit  is  now  threatened  by  the  directors  of  the  bank  that 
failed — that  was  forced  to  suspend — against  the  Federal  reserve 
bank  authorities  to  require  them  to  pa^  the  depositors  of  the  closed 
bank  dollar  for  dollar.  I  am  not  fanuliar  witn  the  merits  of  that 
case.  That  can  be  ascertained  through  the  proper  sources,  I  am 
sure,  by  the  conunission.  You  can  find  the  facts,  even  though  I 
am  not  conversant  with  them,  from  others. 

But  jou  can  very  well  see  now  it  may  be  that  the  coimtry  banks 
find  it  unpracticable  to  get  money  on  agriculturid  and  farmers'  paper, 
if  ihey  are  required  to  put  up  a  heavy  margin  on  the  one  side,  or  if 
the  red  tape  is  too  ereat  on  tne  other  hand. 

Representative  miLs.  Isn't  this  the  ground  you  covered  yester 
day.  Mr.  Williams? 

m.  Williams.  I  did  not  cover  it  yesterday. 

Bepresentative  Mills.  You  did  not  go  over  this  ground  yesterday  f 
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Mr.  WiLUAMS.  No,  sir;  I  did  not  go  over  this  matter  yesterday. 

Representative  Mills.  You  did  not  touch  on  the  question  of 
excessive  collateral  i 

Mr.  Williams.  The  record  is  made  up  of  what  was  covered  yestw- 
day.    My  recollection  is  I  did  not  cover  this  aspect  of  the  case. 

Kepresentative  Mills.  I  just  came  in  now,  but  I  was  under  the 
impression  that  yesterday  you  discussed  the  question  of  excessive 
collateral. 

Representative  Sumnebs.  Mr.  Mills,  if  you  will  pardon  the  sug- 
gestion, what  the  witness  has  just  stated  was  brought  out  by  a 
question  of  Senator  Lenroot. 

Representative  Mills.  I  just  came  in,  but  I  thought  the  subject 
of  excessive  collateral  was  covered. 

Mr.  Williams.  We  are  discussing  now,  farmers'  paper.  I  do  not 
want  to  impose  upon  the  time  of  tms  commission,  if  i  am  discussing 
something  m  which  they  are  not  interested. 

Representative  Mills.  That  was  not  the  purport  of  my  question. 
I  wanted  to  find  out  whether  we  had  somethmg  new  here,  or  whether 
we  are  covering  something  we  had  covered  yesterday. 

Mr.  Williams.  I  think  it  is  new. 

Representative  Mills.  YoU' state  now  then  that  there  are  a  numb^ 
of  cases  in  which  excessive  collateral  has  been  required  ? 

Mr.  Williams.  Yes,  sir. 

Representative  Mills.  Will  you  give  us  the  instances? 

Mr.  Williams.  The  Federal  Reserve  Board  can  give  you  the 
instances.  I  have  given  you  one,  but  the  Federal  Reserve  Board 
can  give  you  as  many  instances  as  you  may  want. 

Representative  Mills.  Are  you  m  position  to  give  us  any  other 
instances  ? 

Mr.  Williams.  I  think  it  is  a  rule  of  evidence  that  you  do  not 
take  second  hand  evidence,  if  you  can  get  evidence  at  first  hand. 

Representative  Mills.  I  am  not  interested  now  in  whether  the 
evidence  is  second  hand  or  first  hand  evidence.  Do  you  know  of 
anv  other  instances  ? 

Mr.  Williams.  I  do  not  know  what  you  have  to  do  with  my 
knowledge  of  the  case.  I  have  a  good  deal  of  knowledge  on  this 
subject,  out  I  am  sure  this  commission  has  not  the  time  to  give  me 
to  go  over  it. 

Kepresentative  Mills.  Do  you  care  to  answer  that  question, 
whethervou  have  knowledge  of  any  other  instances,  or  other  cases  V 

Mr.  Williams.  Yes;  I  do.  But  I  prefer  to  let  the  information 
come  from  the  Federal  Reserve  Board. 

Representative  Mills.  Do  you  know  of  other  cases  ? 

Mr.  Williams.  I  do. 

Representative  Mills.  Will  you  rive  them  ? 

Mr.  WnjJAMS.  I  prefer  that  the  board  should  give  them. 

Representative  Mills.  Do  I  understand  you  decline  to  give  th^n 
to  this  commission  ? 
.    Mr.  Williams.  Under  the  circumstances,  I  do. 

Representative  Mills.  You  have  made  the  broad  statement  that 
there  has  been  excessive  collateral  required  by  Federal  reserve  banks 
in  a  number  of  districts. 

Mr.  Williams.  Yes,  sir. 
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Sepresentatiye  Mills.  Will  you  name  the  reserve  banks  that 
have  required  excessive  collateral  ? 

Ifr.  Williams.  I  respectfully  refer  you  to  the  administration 
of  the  system,  the  board  and  the  governors  of  those  banks. 

Representative  Mills.  You  have  made  a  serious  charge. 

Mr.  WnjJAMS.  I  stand  by  that  charge. 

Representative  Mills,  iou  have  made  a  serious  charge;  do  you 
decline  to  substantiate  it  ? 

Mr.  Williams.  I  call  for  the  evidence  from  the  board. 

Representative  Mills.  Do  you  decline  to  substantiate  the  charge  ? 

Mr.  Williams.  I  have  told  you  where  to  get  the  evidence.  If 
you  can  not  get  it  there,  then  I  am  prepared  to  answer. 

Representative  Mills.  Are  you  not  aware  that  yesterday,  pur- 
suing this  same  line  of  inquiry,  that  you  admitted  you  had  no  such 
knowledge — no  knowledge  of  the  banks  requiring  excessive  col- 
lateral, and  that  it  was  hearsay  on  your  part  ? 

Mr.  Williams.  I  stand  by  every  statement  I  have  made,  and  if 
you  can  disprove  anything  I  have  said,  you  are  at  liberty  to  do  sa, 
so  far  as  I  am  concerned. 

Representative  Mills.  Do  you  want  the  conunission  to  under- 
stand that  you  are  testifying  n-om  hearsay,  or  that  you  have  actual 
knowledge  ? 

Mr.  Williams.  I  am  telling  the  commission  where  they  can  get 
the  actual  facts. 

Representative  Mills.  I  am  asking  you  whether  you  are  testifying 
from  nearsay,  or  whether  you  have  actual  knowledge? 

Mr.  Williams.  I  have  knowledge  which  I  think  is  authentic. 

Representative  Mills.  Do  you  decline  to  tell  the  commission—; — 

Mr.  Williams.  I  was  not  present  when  the  reserve  bank  required 
of  the  member  bank  50  per  cent  or  100  per  cent  collateral;  to  that 
extent  it  is  not  first-hand  information. 

Senator  Lenboot.  May  I  ask,  Mr.  Williams,  anything  that  does 
exist,  is  that  a  matter  of  record  with  the  Federal  Keserve  Board? 

Mr.  Williams.  It  is. 

Representative  Mills.  Unless  we  examine  every  case,  how  are  we 
to  find  out  the  cases  where  excessive  collateral  has  been  demanded  ? 

Mr.  Williams.  You  can  ask  the  board. 

Representative  Mills.  But  you  decline  to  tell  us 

Mr.  Williams.  I  told  you  where  you  could  get  the  evidence  first 
hand. 

Repr^entative  Mills.  You  decline  to  give  it  to  us  ? 

Mr.  Williams.  I  do  not  have  it  in  detail,  and  you  can  get  it  from 
the  board. 

Senator  Lenboot.  Do  the  members  of  the  board  admit  that  there 
has  been  excessive  collateral  demanded  ? 

Mr.  Williams.  I  think  they  will  adinit  it. 

Senator  Lenboot.  If  they  do  not  admit  it,  are  you  prepared  to  give 
OS  certain  instances  ? 

Mr.  Williams.  I  am  prepared  to  give  certain  instances  if  they  do 
not  adinit  it. 

Senator  Lenboot.  If  they  deny  that  there  was  excessive  collateral 
demanded,  you  are  prepared  to  substantiate  it  ? 

Mr.  Williams.  I  am,  and  I  will. 
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Representative  Ten  Etck.  Mr.  Williams,  referring  back  to  the  line 
of  questions  Senator  Lienroot  asked  you,  I  would  like  to  know,  as 
regarded  the  two  hundred  odd  million  dollars  which  was  loaned  or 
discounted  of  agricultural  and  live  stock,  whether  or  not  a  great 

Sroportion  of  that  was  not  loaned  to  the  dealers  in  agricultural  pro- 
ucts  and  Uve  stock,  and  only  a  small  proportion  was  loaned  direcUj 
to  the  farmers  who  actually  produced  the  food  t 

Mr.  Williams.  That  is  conceivable. 

Mr.  Ten  Eyok.  Now,  the  reason  I  ask  that  is  this:  That  if  the 
purchaser  of  Uve  stock  is  loaned  money  to  buy  it  with  and  the  farmer 
IS  not  given  money  to  hold  it  with,  then  the  farmer  is  put  at  a  dis- 
advantage, and  really  the  lending  .institution  has  done  an  injury, 
instead  of  doing  good  ? 

Mr.  Williams.  That  is  conceivable. 

Representative  Mills.  Does  the  Federal  Reserve  Board  ever  loan 
directly  to  anyone  ? 

Representative  Ten  Eyck.  I  said,  ''discounted." 
.  Representative  Mills.  Does  the  Federal  Reserve  Board  ever  dis- 
count individually  to  anyone? 

Representative  Ten  Eyck.  I  am  not  taking  the  position  that  they 
are  to  blame;  I  am  on  this  commission  to  get  information  and  try  to 
help  to  frame  a  report  and  make  recommendations  recommending 
lemslation  which  wul  solve  the  difficulties. 

Representative  Mills.  Surely,  Mr.  Ten  Eyck,  you  do  not  want  to 
ask  a  question  which  assumes  facts  that  do  not  exist.  Your  question 
assumed  that  the  Federal  Reserve  Board  makes  loans;  the  Federal 
Reserve  Board  does  not  loan  to  individuals. 

Representative  Ten  Eyok.  I  will  ask  Mr.  Williams  if  it  is  not  true 
that  that  is  liable  to  happen,  and  if  it  did  not  happen  under  certain 
conditions.    Mr.  WiUiams  has  just  given  us  a  table 

Representative  Sumnebs  (interposing).  The  loans  by  the  Federal 
Reserve  Board  are  supported  by  the  paper  of  the  individual. 

Representative  Mnxs.  It  is  tne  paper  of  the  member  banks. 

Mr.  Williams.  It  is  not  the  paper  of  the  member  banks,  always. 

Representative  Ten  Eyok.  Mr.  Williams  has  just  told  us  that 
two  hundred  and  odd  million  dollars  was  loaned  on  agricultural  and 
live  stock  paper,  and  I  just  asked  him  if  it  was  not  loaned  to  the 
dealer  in  live  stock  and  agricultural  products,  rather  than  to  the 
farmer  himself  ? 

Representative  Mills.  You  mentioned  it  as  being  borrowed  from 
the  reserve  bank.  I  do  not  want  to  be  technical,  but  the  reserve  bank 
does  not  loan  to  the  individual. 

Representative  Ten  Eyck.  That  is  the  purport  of  mv  question. 

Senator  ILlbbjson.  It  is  paper  that  is  put  up  with  the  Dank. 

Representative  Ten  Eyck.  i  said,  paper  of  live  stock  and  agri- 
cultural seciuities,  referring  to  the  figures  given  previously. 

Representative  Funk.  iSr.  Williams,  the  complaint  has  been  made 
here  all  during  these  hearings  that  a^cultural  as  a  class  has  becoi 
discriminated  against,  and  the  intimation  has  been  put  out  that  this 
condition  is  the  result  of  some  policy  of  the  Federal  Reserve  Board. 
Now,  this  commission  would  like  to  know,  if  you  have  knowledge  of 
any  action  which  would  produce  a  discrimination  against  agricultural 
paper. 
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Mr.  WiLUAMS.  I  wonder  if  I  might  be  permitted  to  proceed  with 
the  introduction  of  certain  correspondence,  and  Uien  take  this  up 
later  on? 

Representative  Funk.  You  can  proceed  on  that  if  you  like,  but  I 
want  your  views  on  that  before  you  close  your  testimony. 

Mr.  Williams.  Very  well. 

Representative  Sumners.  I  would  like  to  ask  one  question,  and  if 
it  is  to  be  covered  by  correspondence,  I  will  not  ask  that  the  question 
be  answered  at  this  time.  And  ^s  question  is  not  directed  in  a 
spirit  of  criticism,  but  to  trv  to  ascertain  the  facts,  and  if  the  diflB- 
culty  has  arisen  from  a  maladministration  of  a  system,  that  is  one 
question,  and  if  there  is  need  of  additional  legislation,  that  is  another. 
Now,  a  great  many  people  have  complained  to  me,  farmers  and  people 
in  the  agricultural  sections,  that  in  the  period  of  reaction  whicn  took 
place  following  the  war  and  the  adjustment  following  that  period 
that  at  the  very  time  when  the  markets  of  the  world  were  not  pre- 
pared to  absorb  the  agricultural  commodities,  including  live  stock, 
coming  on  the  market,  and  the  producers  of  those  commoaities  needed 
help  most  to  prevent  the  crowding  of  those  commodities  on  the  mar- 
ket and  thereby  breaking  the  market,  that  at  that  critical  time,  in 
1920,  and  perhaps  in  1919,  either  direct  or  indirect  pressure  was 
exerted  upon  the  member  banks  to  force  the  payment  of  the  debts 
owing  bj^  tJie  farmers;  that  that,  in  time,  compelled  them  to  turn 
loose  their  commodities  in  quantities  in  excess  of  the  ability  of  the 
consuming  market  to  absorb,  and  that,  in  turn,  broke  the  prices  to 
a  point  where  they  had  to  get  rid  of  their  Liberty  bonds  tnat  they 
had  up  with  the  banks,  and  that  they  were  not  able  to  produce  the 
crop  of  1920 — or,  put  it  this  way,  that  they  were  compellea  to  produce 
the  crop  of  1920  at  very  high  relative  expense,  other  commodities 
not  having  come  down  in  proportion  to  agricultural  commodities, 
and  that  for  that  reason  they  had  to  increase  their  loans.  Their 
Liberty  bonds  were  gone  and  their  farm  commodities  would  not 
bring  a  price  sufficient  to  pay  their  debts.  Now,  do  you  know  any- 
thing with  reference  to  whetner  or  not  such  a  policy^  whether  through 
necessity  or  in  the  exercise  of  judgment,  was  put  mto  eflFect  by  tne 
Federal  reserve  system  ? 

Mr.  Williams.  I  think  that  it  would  be  highly  desirable  in  this 
connection,  and  as  an  answer  to  your  very  pertment  inquiry,  for  this 
commission  to  obtain  from  the  Federal  Keserve  Board  copies  of  all 
circular  letters  which  have  been  sent  out  by  the  12  Federal  reserve 
banks  to  their  member  banks  during  this  period  of  deflation,  in  order 
to  find  out  precisely  the  kind  of  pressure  that  has  been  exerted.  I 
know  that  tnat  feeling  which  you  described  is  very  widespread. 

Representative  Sumners.   i  ou  may  proceed. 

Representative  Mills.  I  want  to  ask  you  some  questions,  Mr. 
WOliams. 

Mr.  Williams.  Very  well. 

Representative  Mills.  Did  you  not  approve  the  policy  of  the  Fed- 
eral Keserve  Board  during  the  year  1920  up  to  October,  1920? 

Mr.  WiLUAMS.  I  did  not. 

Representative  Mills.  Did  you  not,  in  your  letter  of  December  28, 
which  you  introduced  in  evidence  yesterday,  specificalljr  say  that  you 
approved  of  the  policy  of  the  Feaeral  Reserve  Board  in  putting  on 
the  brdces? 
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Mr.  Williams.  I  do  not  know  whether  you  were  present  yesterday 
when  it  was  read  or  not,  but  I  mserted  m  the  minutes  and  in  the 
record  a  statement  of  protest  filed  by  me  in  August,  two  months  prior 
to  the  date  of  which  you  speak. 

Representative  Mills,  but  up  to  August  you  approved  of  the 
policy  of  the  board  ? 

Mr.  Williams.  I  did  not,  altogether. 

Representative  Mills.  May  I  have  your  letter  of  December  28  J 

Representative  Sumners.  Priiuarily,  I  am  not  concerned  about 
who  approved  of  it  or  who  did  not  approve  of  it;  I  am  concerned  about 
the  policy  and  what  was  responsible  lor  the  conditions  of  the  country. 

Senator  Harrison.  High  officials  sometimes  change  their  minds, 
do  theynot  ? 

Mr.  Williams.  I  may  say  in  this  connection,  I.  was  opposed  to 
the  high  rates  allowed,  and  if  the  minutes  of  the  meeting  are  cor- 
rectly recorded,  and  I  assume  they  are,  they  will  show  that.  For 
instance,  I  was  opposed  to  the  establishment  of  a  7  per  cent  rate  in 
New  York.  I  felt  that  if  the  estabUshment  of  any  higher  rate  was 
justifiable,  the  proper  conditions  could  be  brought  about  better  on 
a  6  per  cent  basis  than  on  a  7  per  cent  basis.  There  are  certain 
features  of  my  correspondence  which  speak  for  themselves. 

Here  is  the  letter  for  which  jrou  asked,  Mr.  Mills.  [Handing  paper 
to  Representative  Mills.]  I  think  you  will  find  on  the  first  page  the 
matter  you  refer  to. 

Representative  Ten  Eyck.  I  want  to  ask  another  question  here. 
Is  it  possible  to  legislate  in  a  practical  way  that  the  agricultural  paper 
discounted  by  the  national  banks  in  the  various  locations  be  given, 
especidlv  on  food  products,  preferential  treatment? 

Mr.  Williams.  Tney  should  be  given  at  least  equal  treatment, 
Congressman.  I  shall  be  prepared,  if  your  patience  holds  out,  to 
offer  some  suggestions  for  amendments  to  the  existing  laws,  before 
I  conclude. 

Representative  Ten  Eyok.  That  is  fine;  that  is  what  we  would 
like  to  have. 

Mr.  Williams.  Shall  I  proceed,  Mr.  Chairman  ? 

The  Chairman.  Yes;  you  may  proceed. 

Mr.  Williams.  I  should  like  to  read  the  following  letter,  which  I 
addressed  to  the  Federal  Reserve  Board  under  date  of  February  4, 
1921.     [Reading:] 

February  4,  1921. 
Hon.  W.  P.  G.  Harding, 

Oovemor  the  Federal  Reserve  Board. 

Dear  Governor  Harding  :  In  my  letters  to  you  of  December  28, 1920,  and  January 
17,  1921,  I  called  attention  to  the  manifest  injustice  and  hardships  inilicted  upon 
member  banks  of  the  Federal  Reserve  System  b^  the  imposition  of  the  so-called  "pro- 
gressive** interest  rates  and  on  the  25th  ultimo  1  offered  a  resolution  in  the  board  that 
such  rates  be  suspended  in  all  districts  where  they  are  still  in  force.  Action  upon  this 
resolution  was  deferred  from  time  to  time  and  when  a  final  vote  was  taken  on  the 
2nd  instant — ^**that  is  to  say,  on  the  2nd  of  February,  1921" — after  the  resolution 
had  been  amended  by  me  to  prevent  the  charge  of  interest  in  excess  of  10  per  cent 
under  this  progressive  plan,  it  was  voted  down. 

The  more  I  have  looiced  into  this  subject  the  more  I  am  convinced  that  the  pro- 
gressive rate  as  it  has  been  applied  in  certain  districts,  is  wholly  indefensible,  and  1 
believe  that  the  reserve  banks  and  this  board  would  be  very  severely  criticized  if  llie 
rates  of  interest  which  have  been  exacted  upon  this  plan  by  some  of  our  reserve  banks 
should  be  made  public.  I  do  not  believe  we  are  ever  justified  in  pursuing  a  policy 
whioh  can  not  be  approved  by  a  sound  public  opinion. 
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I  have  before  me  statements  of  one  of  the  national  banks  under  the  supervision  of 
thJB  office  located  in  Uie  State  of  Alabama  upon  which  the  exactions  for  interest  by 
the  reserve  Imnk  of  its  district  have  been  particularly  oppreesive.  The  bank  I  refer  to 
is  the  National  Bank  of ,  Alabama.    It  nas  a  capital  of  $25,000  and  a  sur- 

plus of  $12,500,  and  has  tried  hard  to  serve  the  people  of  that  town  and  section.  Its 
loans  and  discounts  at  the  time  of  the  November  15, 1920,  call  aggregated  $299,000,  of 
which  over  85  per  cent  were  to  fanners,  agriculturists,  and  live-stock  raisers,  and  nearly 
all  of  the  balance  to  merchants,  mercantile  corporations,  and  firms.  The  bank  is 
perfonning  an  essential  and  needed  service  in  its  community.  In  order  to  enable  it  to 
respond  to  the  urgent  needs  of  its  customers  and  clients,  this  bank  during  the  cotton 
season  called  upon  its  reserve  bank  for  acconmiodations  and  its  loans  in  the  height  of 
the  season  went  up  to  something  over  $100,000,  or  say,  2^  to  3  times  its  capital  and  sur- 
plus. The  money,  however,  was  urgently  needed  to  take  care  of  the  pressing  needs  of 
the  communi^. 

I  also  have  before  me  a  statement  rendered  to  this  particular  bank  by  the  Federal 
reserve  bank  of  AtJanta  showing  that  for  the  two  weeks  ending  July  31,  1920,  the 
bank  was  charged  for  its  accommodations  as  high  as  31  per  cent  per  annum  interest 
on  the  progressive  plan.  Two  months  later  when  the  advances  to  the  bank  had 
increased  to  $115,000,  during  the  height  of  the  cotton  movement,  the  rate  charged 
by  the  Federal  reserve  bank  of  Atlanta  to  this  bank  went  as  high  as  87^  per  cent 
per  annum.  . 

For  the  two  weeks  ending  September  30,  1920,  the  bank  was  borrowing  an  average 
of  $115,211.  Two  weeks* interest  upon  this  sum  at  the  rate  of  6  per  cent  per  annum 
would  have  been  $298, 1t)ut  the  records  show  that  for  its  accommodations  for  these 
two  weeks  this  bank  paid  the  Federal  reserve  bank  of  Atlanta  for  interest  $2,189» 
running  all  the  way  up  from  6  per  cent  to  87i  per  cent  per  annum.  That  means  to 
say  that  this  little  bank  paid  in  interest  in  excess  of  6  per  cent  per  annum  for  those  two 
weeks  $1,891,  an  amount  equal  to  more  than  7  per  cent  per  annum  dividends  on  its 
entire  capital  stock  for  a  whole  year. 

The  average  rate  for  its  accommodations  these  two  weeks  was  about  45  per  cent  per 
annum,  or  at  the  rate  of  $56,914  per  year  for  the  use  of  $115,211  borrowed  to  loan  to 
itspatrons. 

The  practical  meaning  of  this  is  that  the  bank  was  driven  to  choose  between  per- 
ndtting  the  ruin  of  dependent  customers  on  the  one  side,  and  on  the  other  side  putting 
itself  in  serious  danger  while  trying  to  save  its  clients  of  having  surplus  and  perhaps 
capital  wiped  out  by  the  exorbitant  interest  charges  exacted  by  the  reserve  bank. 

The  superinterest  charged  this  little  bank,  in  excess  of  6  per  cent  per  annum  for  the 
two  weeks  ending  September  30  last,  was  so  exorbitant  that  if  kept  up,  it  would,  in 
less  than  a  year,  have  eaten  up  the  bank^s  entire  capital  and  surplus  and  rendered  it 
insolvent. 

The  records  show  numerous  cases  where  banks  in  other  districts  have  been  given 
accommodation  for  2,  3,  4,  or  5  times  their  capital,  at  interest  rates  which  amount  to  a 
mere  fraction  of  the  rates  charged  this  bank.  In  fact,  our  records  will  show  where  a 
reserve  bank  loaned  banks  in  New  York  City  during  those  very  two  weeks  in  Sep- 
tember lump  sums  of  $800,000,  and  collected  from  them  interest  for  the  use  of  $800,000 
leas  than  the  struggling  bank  in  Alabama  was  charged  for  the  use  of  $115,000  for  that 
same  period.  To  several  of  these  New  York  banks  me  reserve  bank  shoveled  out  more 
Uian  $100,000,000  apiece  at  5  per  cent  to  7  per  cent  interest,  several  times  their  capital 
and  surplus,  about  the  same  time  the  little  bank  in  Alabama  was  being  charged  87^ 
percent. 

TtoB  particular  instance  is,  I  believe,  the  most  extreme  that  has  thus  far  been 
brou^t  to  my  notice;  but  many  other  banks,  in  at  least  four  Federal  reserve  districts, 
where  the  progreasive  rate  has  oeen  in  force,  have  been  required  to  pay  rates  which 
I  am  satisfied  the  public  would  regard  as  shocking,  and  which  in  my  own  opinion  are 
vhoUv  indefensible. 

Sucn  a  policy,  it  seems  to  me,  is  like  the  treatment  of  an  ailing  patient  with  drugs 
which  may  give  momentary  relief  while  inevitably  destructive  of  life  if  kept  up. 
FoUowing  the  certain  development  of  such  a  situation  to  its  ultimate  results,  the 
reserve  banks  will  find  themselves  in  possession  of  quantities  of  miscellaneous  live 
stock  and  farm  implements,  the  final  securities  on  which  many  of  these  loans  are  based, 
along  with  broken  and  liquidating  member  banks.  The  depositors  of  the  banks 
"accommodated''  at  such  unlivable  rates  would  suffer  losses  very  serious  to  them,  and 
many  acres  of  farm  land  wo\ild  be  idle  because  those  who  use  them  now  would  lack 
the  means  to  cultivate  them. 

If  jmi  care  to  call  for  them,  the  records  of  the  reserve  banks,  I  am  advised,  will 
provide  you  too  many  instances  of  the  exaction  of  these  amazing  and  ruinous  rates. 
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I  trust  that  the  board  may  determine  that  a  safer,  sounder,  and  more  humane  policy 
will  be  to  lend  member  banks  as  much  as  discretion  will  allow  at  rates  in  no  event  in 
excess  of  10  per  cent  per  annum,  as  was  contemplated  in  the  resolution  which  I  had 
the  honor  to  offer  recently  in  the  board,  but  which  was  voted  down  at  the  board  meet- 
ing of  the  2nd  instant,  and  when  that  line  has  been  reached  refuse  them  further  acccmo- 
dation,  certainly  not  impose  upon  them  interest  rates  which  are  merely  aids  to  sui- 
cide. 

I  will  be  obliged  if  you  will  submit  this  letter  to  the  board  at  its  next  meeting  for 
consideration. 

Faithfully,  yours, 

John  Skelton  Williahs. 

Representative  Mills.  What  is  the  date  of  that  letter  ? 

Mr.  Williams.  February  4,  1921. 

Representative  Mills.  Now,  will  you  please  explain  what  the 
progressive  rates  were,  and  where  they  were  established  ? 

Mr.  Williams.  They  were  established  in  four  different  districts 
on  different  bases.  TTie  Federal  Reserve  Board  will  give  you  the 
precise  basis  on  which  they  were  established. 

Representative  Mills.  When  were  they  established  ? 

Mr.  Williams.  The  records  will  show  that. 

Representative  Mills.  Will  you  tell  me  the  approximate  date  ? 

Mr.  Williams.  I  think  most  of  them  were  established  in  the  spring 
of  1920. 

Representative  Mills.  In  the  spring  of  1920? 

Mr.  Williams.  In  the  spring  ot  1920. 

Representative  Mills.  What  was  the  theory  of  the  proCTessive  rates  ? 

Mr.  Williams.  I  prefer  you  should  get  that  from  the  Doard. 

Representative  Mills.  Were  you  present  at  the  meeting  when  it 
was  decided  to  approve  the  progressive  rates  ? 

Mr.  Williams.  I  did  approve  of  the  theory  of  some  increase  on 
excessive  loans,  but  it  never  entered  my  mmd,  in  discussing  the 
question  of  progressive  rates,  that  any  such  increases  as  those  exacted 
subsequently  would  ever  be  considered  for  a  moment  or  ever  be 
tolerated,  or  if  the  rules  ever  produced  such  rates,  that  they  would 
not  be  immediately  modified. 

Representative  Mills.  Were  you  present  when  the  question  of 
permitting  progressive  rates  came  up  f 

Mr.  Williams.  I  was  in  favor  of  progressive  rates  within  reason- 
able bounds. 

Representative  Mills.  In  other  words,  you  were  agreed  with  the 
other  members  of  the  board,  in  the  spring  of  1920,  that  progressive 
rates  should  be  peimissible  ? 

Mr.  Williams.  It  was  nut  my  duty  to  pass  on  the  progressive 
rates.  When  I  found  out  the  basis  on  which  the  progressive  rates 
were  being  applied,  I  protested  immediately,  and  as  vigorously  as  I 
could. 

Representative  Mills.  But  what  I  want  to  find  out  is,  when  the 
progressive  rates  were  agreed  upon  in  the  spring  of  1920,  whether  it 
met  with  your  approval! 

Mr.  Williams.  It  would  not  have  met  with  my  approval  had  I 
known  how  it  was  to  be  applied. 

Representative  Mills,  it  probably  would  not  have  met  with  the 
approval  of  the  other  members  of  the  board.  But  the  point  is,  were 
you  present  when  the  principle  of  the  progressive  rates  was  approved ! 

Mr.  Williams.  When  I  foimd  out  tne  gross  injustice  that  was  being 
done,  I  urged  that  the  progressive-interest  plto  be  immediately 
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abolished,  but  the  other  members  of  the  board  voted  against  my 
resolution. 

Representative  Mills.  That  was  in  February  ? 

Mr.  Williams.  Yes,  sir. 

Representative  Mills.  In  February,  1921  ? 

Mr.  Williams.  Yes;  but  following  my  protest  against  the  contrac- 
tion policies  of  the  board  made  in  October,  the  progressive  rate  in 
the  Atlanta  district  was  abolished — a  few  weeks  after  my  October 
letter. 

Representative  Mills.  As  a  matter  of  fact,  you  did  approve  of 
the  progressive  rates  ? 

Mr.  Williams.  I  never  intended  to  approve  any  plan  that  was 
susceptible  of  such  distortion. 

Representative  Mills.  But  you  did  vote  for  the  plan  ? 

Mr.  Williams.  I  did  not  imagine  for  a  moment  tnat  it  could  be  so 
distorted. 

Representative  Mills.  I  am  not  going  into  your  motives  and  rea- 
sons lor  voting  for  or  against  it;  but  the  fact  is,  you  did  vote  for  the 
plan? 

Mr.  Williams.  When  I  found  it  was  being  so  abused,  I  tried 
immediately  to  have  it  abolished. 

Representative  Mills.  But  you  did  vote  for  it  ? 

Mr.  Williams.  I  did  approve  of  the  legislation  which  gave  the 
right  to  put  in  a  reasonable  plan.  I  never  thought  the  plan  would 
be  made  to  operate  as  it  did 

Representative  Mills  (interposing) .  A  plan  was  adopted  putting 
in  the  ^ogressive  rates  ? 

Mr.  Williams.  Yes,  sir. 

Representative  Mills.  And  you  voted  for  that  plan  ? 

Mr.  Williams.  You  may  assume  that  I  did;  I  have  no  objection 
to  that. 

Representative  Mills.  That  is  what  I  mean. 

Mr.  Williams.  I  do  not  recall  whether  I  was  present  at  the  par- 
ticular meeting  of  the  board  which  took  that  action,  but  you  may 
assume  that  I  was.  But  if  I  did  vote  for  it  I  never  contemplated  for 
an  instant  that  it  could  be  so  distorted  and  abused.  The  main  point 
is,  when  I  foimd  out  how  it  was  being  mismanaged  I  tried  imme- 
diately to  do  away  with  it. 

Representative  Mills.  You  have  frequently  made  use  of  this  one 
horrible  example  in  all  of  your  speeches  ? 

Mr.  Williams.  I  have  made  use  of  four  or  five  examples. 

Representative  Mills.  But  you  have  made  use  of  this  Alabama 
case  m  all  of  your  speeches  ? 

Mr.  Williams.  I  nave  made  use  of  it;  yes,  sir. 

Representative  Mills.  In  the  two  speeches  which  you  put  into 
this  record  ? 

Mr.  Williams.  I  hope  so. 

Senator  Habrison.  It  is  a  good  case  to  illustrate  with. 

Representative  Mills.  And  you  did  use  it  as  an  example  in  your 
speeches  ? 

Mr.  Williams.  I  said  it  was  the  most  extreme  case  brought  to  my 
attention. 

Representative  Mili-s.  You  know,  as  a  matter  of  fact,  that  the 
Federal  Reserve  Board  did  not  approve  of  this  particular  case  ? 
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Mr.  Williams.  I  know  that  the  Federal  Reserve  Board  failed  to 
approve  of  my  resolution  attempting  to 

Representative  Mills  (interposing).  That  is  not  an  answer  to  my 
question,  and  you  know  it. 

Mr.  Williams.  I  hope  they  did  not  approve  of  it. 

Representative  Mills.  Do  you  know,  as  a  matter  of  fact,  that  they 
did  not  approve  of  it? 

Mr.  Williams.  You  can  ask  them  that. 

Representative  Mills.  I  am  asking  you  whether  you  know,  as  a 
matter  of  fact,  that  they  did  not  approve  of  it? 

Mr.  Williams.  I  can  not  recall  whether  I  ever  heard  whether  they 
approved  of  it,  or  not.  I  do  not  suppose  they  did.  I  can  not  imagine 
how  any  sane  man  could  approve  of  it. 

Representative  Mills.  Do  you  or  do  you  not  know  that  a  refund 
was  ordered  in  this  particular  case  ? 

Mr.  Williams.  I  do  not.  I  know  that  Gov.  Harding  testified  that 
certain  reserve  banks — or  a  reserve  bank,  I  do  not  recdl  which — had 
been  authorized  to  make  refunds  of  the  rates  in  excess  of  12  per  cent, 
I  think.  That  was  several  weeks  after  I  urged  that  it  be  done.  I 
do  not  know  whether  my  remonstrance  had  anything  to  do  with  it. 

Representative  Mills.  But  you  do  Imow  that  it  was  done  ? 

Mr.  Williams.  I  do  not  know  whether  it  was  done.  I  know 
Gov.  Harding  stated  it  was  authorized  to  be  done. 

Representative  Mills.  That  would  indicate  that  he  disapproved  of 
he  disapproved  of  this  action  as  heartily  as  you  did  ? 

Mr.  Williams.  Not  necessarily. 

Representative  Mills.  Not  necessarily  ? 

Mr.  Williams.  No,  sir;  because  when  I  moved  to  do  away  with 
such  rates  as  were  doing  an  injustice,  it  was  voted  down  by  the  other 
members  of  the  board. 

Representative  Mills.  And  you  did  not  make  that  motion  until 
after  they  had  been  in  effect  10  months? 

Mr.  Williams.  I  made  that  motion  promptly  after  I  found  oiit  the 
abuses  which  were  being  practiced  under  its  operation. 

Representative  Mills.  And  after  they  had  been  in  effect  10 
montns  ? 

Mr.  Wilijams.  You  can  find  the  dates  from  the  records;  I  do  not 
know  how  long  it  was. 

Representative  Mills.  Nine  months  ? 

Mr.  Williams.  I  do  not  know  how  long  it  was. 

Representative  Mills.  Do  you  say  it  was  as  long  as  nine  months? 

Mr.  Williams.  I  do  not  know  how  long  it  was. 

Representative  Mills.  It  was  at  least  a  half  year  after  they  were 
in  effect? 

Mr.  Williams.  I  know  it  was  in  October  when  my  letter  ui^ing 
a  revision  of  policy  was  sent,  and  they  were  also  in  effect  in  Jiily, 
in  the  Atlanta  district. 

Representative  Mills.  And  you  protested  in  February,  1921  ? 

Mr.  Williams.  It  'lirl  not  come  to  my  attention  until  then.  The 
reserve  banks  knew  of  it;  I  did  not  know  of  it. 

Representative  Mills.  So  for  eight  months  these  progressive  rates 
were  in  effect,  and  you  did  not  see  any  reason  to  protest? 

Mr.  Williams.  That  is  not  stated  fairly,  Con^essman. 
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Representative  Mills.  I  will  withdraw  the  question,  and  put 
another. 

Mr.  Williams.  All  right. 

Representative  Mills.  You  did  not  protest  as  to  the  progressive 
rates  until  they  had  been  in  effect  eight  months  ? 

Mr.  Williams.  I  protested  as  soon  as  I  found  out  about  it.  I 
was  ignorant  of  it,  and 

Representative  Mills  (interposing).  And  that  was  eight  months? 

Mr.  Williams.  I  protested  vigorously  and  ineCFectually  for  awhile. 

Representative  Mills.  And  during  all  that  time,  you  testified 
yesterday,  vou  were  receiving  complaints  from  any  number  of  banks 
and  individuals  as  to  this  so-called  deflation,  were  you  not? 

Mr.  Williams.  I  have  received  a  great  many  complaints  in  re- 
gard to  the  hardships  which  the  borrowers,  of  the  country  had  to 
endure.     If  you  will  permit  me,  I  will  bring  out  some  of  tnose. 

Representative  Mills.  I  will,  if  you  wffl  answer  my  Questions. 
If  j^ou  will  answer  my  questions,  we  will  progress  a  great  aeal  more 
rapidly.  Now,  don't  you  believe,  if  the  conditions  throughout  the 
summer,  which  you  have  mentioned  here,  were  typical  as  to  the 
conditions  which  existed  in  those  districts  where  the  progressive 
rates  were  in  force,  that  those  conditions  would  have  been  called  to 
your  attention  prior  to  Februanr,  1921  ? 

Mr.  Williams.  Not  necessarily.  . 

Representative  Mills.  Do  jou  not  think  that  if  such  conditions 
as  are  exhibited  by  that  particular  instance  were  tvpical  and  had 
existed  during  those  eight  months,  that  they  would  nave  come  to 
your  attention  as  Comptroller  of  the  Currency  and  in  constant  con- 
tact with  all  the  banks  of  the  country? 

Mr.  Williams.  I  am  very  glad  to  answer  that  very  question 
quite  specificiJly.  I  did  not  know  of  these  outrageous  rates  which 
were  being  charged  in  some  districts  until  I  callea  upon  the  board, 
I  think  it  was  in  January,  for  a  memorandum  showmg  the  opera- 
tions of  the  progressive  rates  in  certain  districts,  and  they  gave  me 
a  brief  memorandum  showing  a  number  of  instances,  and  showing  this 
case;  and  my  first  information  about  this  case  came  to  me  in  re- 
sponse for  gener«d  information. 

Representative  Mills.  Have  you  got  that  memorandiun,  Mr. 
WiUiams? 

Mr.  Williams.  Not  with  me.  The  board  can  furnish  you  a  copy 
of  it. 

Representative  Mills.  Have  you  got  a  copy  of  it  ? 

Mr.  Williams.  I  do  not  know.  But  the  board  can  furnish  you  a 
copy  of  it. 

Representative  Mills.  Have  you  got  it? 

Mr.  Williams.  I  may  have  it,  but  1  do  not  have  it  in  this  room. 

Representative  Mills.  If  you  have  it,  will  you  put  it  in  the  record  ? 

Mr.  Williams.  If  I  have  it,  I  will  be  pleased  to  do  so.  I  suggest, 
if  it  is  in  order  for  me  to  do  so,  that  the  board  be  requested  to  furnish 
the  commission  with  a  copy  of  the  memorandum. 

Representative  Mills,  if  you  have  not  got  it,  I  shall  ask  them  for  it. 

Mr.  Williams.  If  I  have  it,  I  will  produce  it. 

Repredentative  Mills.  I  should  like  to  have  that  memorandum, 
Mr.  Williams,  while  you  are  still  on  the  stand. 

Mr.  WnjLiAMS.  I  do  not  have  it  with  me. 
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Senator  Lenroot.  Mr.  Williams,  vou  approved  the  principle  of 
the  progressive  rates;  I  am  not  speaking  of  the  details? 

Mr.  WiLUAMS.  I  did,  on  the  theory  that  they  would  be  reasonably 
exercised. 

Senator  Lenroot.  I  mean,  you  approved  of  the  principle  of  the 
progressive  rates  at  the  time  it  was  adopted  ? 

Mr.  Williams.  I  was  in  favor  of  some  progressive  rate,  but  I  was 
not  in  favor  of  it  as  adopted  and  as  exercised. 

Senator  Lenroot.  Please  answer  my  question.  You  did  or  you  did 
not  approve  of  the  principle  of  the  progressive  rate  at  the  time  it  was 
adopted. 

Mr.  Williams.  Yes,  sir. 

Senator  Lenroot.  You  did  that,  I  suppose,  because  you  beUeved 
that  discounts  beyond  a<;ertain  rate  should  be  discouraged,  and  would 
be  discouraged  by  the  application  of  a  certain  rate  ? 

Mr.  Williams.  Yes,  sir. 

Senator  Lenroot.  Now,  is  it  your  opinion,  in  view  of  what  has 
transpired,  that  it  would  have  been  better  to  shut  oflF  rediscounts 
after  the  limits  had  been  reached  ? 

Mr.  Williams.  It  is  not.  Senator.  However,  in  the  light  of  past 
experience,  it  is  my  judgment  that  the  progressive  rate  should  not 
apply  above  10  per  cent,  in  any  event. 

Senator  Lenroot.  Very  well;  then  I  will  put  it  this  way:  When 
discounts  are  limited  to  10  per  cent,  after  the  limit  of  10  per  cent  has 
been  reached,  then  all  further  discounts  should  have  been  stopped? 

Mr.  Williams.  Not  necessarilv.  I  can  conceive  of  instances  where, 
in  order  to  save  a  bank,  it  would  be  necessary  to  extend  it  very  much 
more  than  the  amount  on  which  the  10  per  cent  rate  would  apply,  and 
that  is  done  in  many  instances. 

Representative  Mills.  What  do  you  mean  by  the  basic  rate  ? 

Mr.  Williams.  In  the  various  districts — you  are  catechising  me 
now;  you  know  what  the  basic  rate  is  as  wefl  as  I  do. 

Representative  Mnxs.  I  want  your  idea  of  what  the  basic  rate  is. 

Mr.  Williams.  In  a  general  way,  the  basic  rate  or  rediscoimt  line 
is  considered  to  be  the  proportion  of  the  resources  of  a  reserve  bank 
which  each  member  bank  is  entitled  to  borrow,  based  on  its  capital, 
surplus,  resources,  or  other  factors. 

Representative  MitLS.  Thank  you. 

The  Chairman.  I  would  like  to  ask  you  a  question,  Mr.  Williams, 
in  regard  to  the  progressive  rate:  My  understanding  is  that  the  pur- 
pose of  the  adoption  of  the  pregressive  rate  was  to  make  possible 
greater  aid  to  some  of  the  member  banks,  which  it  was  not  possible 
to  give  them  under  the  regular  rate  procedure;  in  other  words,  some 
of  the  reserve  banks  have  claimed  tnat  some  of  the  large  borrowers 
were  absorbing  all  of  the  ability  of  the  reserve  banks  to  make  loans, 
and  that  the  only  way  to  stop  that  absorption  and  permit  loans  to 
be  made  to  other  member  banks  was  to  fix  a  rate  with  penalties 
attached  to  it,  and  thus  diminish  the  larger  borrowings  of  tne  larger 
banks;  is  that  the  principle ? 

Mr.  Williams.  That  is  not  the  principle  in  my  mind,  Congressman. 
I  have  contended  always  that  the  exercise  of  a  wise  discretion  was 
much  better  and  wiser  than  progressive  interest  rates,  and  I  think 
that  is  still  true. 
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The  Chairman.  That  was  the  underlying  principle  of  the  pro- 
gressive rate,  was  it  not? 

Mr.  Williams.  I  can  not  say  that  it  was.  The  underlying  prin- 
ciple was  to  restrain  borrowers  from  seeking  to  obtain  larger  discounts. 

The  Chairman.  That  would  naturally  apply  to  the  oanks  which 
were  borrowing  the  larger  sums  ? 

Mr.  Williams.  Naturally;  and- it  would  also  restrain  others  who 
had  not  borrowed  excessively  from  going  beyond  a  certain  limit.  I 
will  say  that  at  the  same  time,  as  1  imderstand,  this  little  bank  in 
Alabama  was  paying  87^  per  cent  because  it  was  borrowing  four  or 
five  tunes  its  capital 

The  Chairman  (interposing).  Do  you  know  whether,  after  the 
adoption  of  the  progressive  rate,  the  number  of  borrowing  banks  in 
the  districts  where  it  was  applied  were  increased  or  decreased  ? 

Mr.  Williams.  I  do  not  nave  those  figures  at  hand.  As  I  was 
saying,  about  that  same  time  another  small  bank  in  a  district  in  the 
East,  which  was  brought  to  my  attention,  was  found  to  be  borrowing 
some  seven  or  eight  times  its  capital,  as  I  recall  the  figures — seven  or 
eid^t  times  its  capital — at  6  per  cent. 

Kepresentative  Ten  Eyck.  I  would  like  to  ask  a  question  about 
the  call  loan  rates.  When  the  rates  increase  abnormally  it  has  a 
tendency  to  bring  in  money  from  the  country  banks  to  obtain  that 
interest;  in  other  words,  the  country  banks  are  liable  to  send  their 
money  in  to  New  York  to  loan,  instead  of  loaning  it  in  their  own 
localities  ? 

Mr.  Williams.  I  think  perhaps  you  are  connecting  that  with  what 
has  happened  in  New  York  in  the  increase  in  the  monej  market 
there;  the  advancing  money  market  there  has  brought  m  money 
from  the  country  districts. 

Representative  Ten  Eyck.  Would  that  not  cause  that  condition 
to  exist  in  New  York  to  some  extent? 

Mr.  Williams.  If  it  prevailed  there  to  any  extent;  but  the  pro- 
gressive rate  did  not  apply  to  the  New  York  district,  as  I  understand 
It  They  applied  a  7  per  cent  rate  to  the  New  York  district,  and  that 
was  very  disconcerting. 

Senator  Harrison.  Why  was  a  discrimination  shown,  if  it  did 
not  apply  to  the  New  York  district  ? 

Mr.  Williams.  I  understand  that  the  New  York  bank  did  not 
want  the  progressive  rate  there,  and  the  board  was  governed  in  that 
instance  by  their  request. 

May  I  continue,  Mr.  Chairman  ? 

Representative  Sumners.  If  you  will  pardon  me,  I  want  to  ask  a 
question. 

Mr.  Williams.  I  think  some  of  these  questions  will  be  answered 
in  my  discussion. 

Representative  Sumners.  I  want  to  ask  a  question  that  I  do  not 
think  wiD  be  answered  in  vour  general  discussion. 

Mr.  W1LLLA.M8.  Very  well. 

The  Chairman.  The  Chair  can  not  control  the  members  of  the 
commission,  if  they  desire  to  ask  questions. 

Mr.  WiLUAMS.  Excuse  me;  there  is  no  disrespect  intended,  and  I 
only  thought  it  might  facilitate  the  proceedings  if  I  were  allowed  to 
goon. 


Digitized  by 


Google 


170  AGBICULTURAL  INQUTBY. 

The  Chairman.  The  Chair  would  be  very  glad  to  facilitate  the 
hearings,  but  the  Chair  can  not  prevent  the  members  of  the  com- 
mission from  asking  any  questions  they  desire,  or  to  indulge  in  any 
cross-examination,  if  they  desire. 

Representative  Sumners.  With  reference  to  these  progressive  rates, 
in  oraer  that  we  may  have  the  record  on  that  point  at  this  place,  it 
seems  that  the  principle  of  these  rates  was  indorsed  by  the  board 
and  the  Comptroller  of  the  Currency,  and  then  later  it  found  con- 
gressional indorsement;  but  the  criticism  is  with  reference  to  the 
method  of  application,  as  I  understand  the  situation? 

Mr.  Williams.  Yes,  sir. 

Representative  Sumners.  That  is  what  I  want  to  inquire  about. 
You  said  a  moment  ago  that  you  thought,  under  certain  conditions, 
in  order  to  save  a  bauK,  it  would  be  advisable  to  extend  to  the  bank 
a  larger  rediscount  privilege  than  ordinarily  would  be  warranted. 
The  ming  I  am  concerned  about  is  saving  the  folks,  as  well  as  the 
bank.  I  suppose  it  is  necessary  to  save  the  banks  in  order  to  protect 
the  interests  of  a  community.  But  I  am  wondering  whether  a  condi- 
tion could  not  be  developed,  either  by  a  change  in  administrative 
poUcy,  or  by  new  enactment,  under  which,  wen  a  community's 
necessities  exceed  the  ability  of  the  little  country  bank  to  meet,  that 
some  consideration  could  be  given  to  the  necessities  of  the  people, 
without  regard  to  whether  or  not  those  necessities  were  reflected  in 
the  demands  of  the  bank  for  credit. 

Mr.  Williams.  That  is  a  matter,  is  it  not,  Congressman,  which 
calls  for  the  exercise  of  wise  discrimination  and  (fiscretion  on  the 
part  of  the  reserve  bank  authorities  in  each  district?  It  can  be 
nandled  by  the  right  sort  of  men. 

Representative  Sumners.  You  may  proceed. 

Representative  Mills.  Mr.  Williams,  I  have  before  me  here  copies 
of  the  minutes  of  the  various  meeting  of  the  board  with  reference 
to  the  progressive  rates,  which  I  womd  Uke  to  read  to  you  with  a 
view  to  refreshing  your  recollection  as  to  the  action  taken. 

Mr.  Williams,   i  es,  sir. 

Representative  Mills  (reading) : 

Meeting  February  9,  1920.  Counsel  directed  to  prepare  bill  covering  board's 
recommendation  in  1919  report  re  progreesiye  rate  after  governor  had  read  from  the 
draft  of  the  annual  report  the  recommendation  as  to  legislation .  Also,  special  meeting 
was  ordered  for  February  10  to  consider  the  text  of  the  board's  1919  report.  Mr. 
Williams  was  present  and  action  was  unanimous. 

At  that  meeting  you  approved  the  principle  of  the  progressive 
rates  ? 

Mr.  Williams.  We  are  not  contending  about  that. 

Representative  Mills.  Meeting  of  May  11,  1920,  is  as  follows 
[readmg] : 

Meeting  of  May  11,  1920.  Letter  May  5  from  the  chairman  of  the  Federal  reserve 
bank  of  Dallas,  recommending  for  the  approval  of  the  board  a  plan  for  makinj; 
effective  the  graduated  discount  rate  amendment  to  the  Federal  reserve  act.  Unaiu- 
mously  approved,  Mr.  Williams  present. 

Is  that  correct  ? 

Mr.  WiLUAMS.  I  do  not  know.    I  assume  it  was.     I  do  not  recall 
the  meeting. 
Representative  Mills.  This  does  not  refresh  your  recollection  ? 
Mr.  WiLUAMS.  No. 
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Representative  Mills  (reading) : 

Meeting  of  May  28, 1920.  Telemm  26th  from  the  chainnan  of  the  Federal  reeerve 
bank  at  Atlanta,  submitting  for  the  approval  of  the  board  plan  for  making  effective 
grtdnated  diacotmt  ratee  at  that  bank.  Upon  motion,  duly  made  and  seconded,  it 
vaB  voted  to  approve  the  plan  as  submitted,  with  the  exception  that  surplus  of  the 
Federal  reserve  bank  should  not  be  prorated  among  the  member  banks  and  be 
included  in  the  circulation  of  the  basic  hne  of  each  member  bank.  Mr.  Williams  was 
pfesent  at  this  meeting  and  the  action  was  unanimous. 

Mr.  Williams.  That  is  not  in  conflict  with  anything  I  have  said. 

Repr^entative  Mills.  I  was  under  the  impression,  and  if  so,  I  am 
glad  to  have  it  corrected,  that  you  have  stated  that  while  you 
approved  of  the  principle  of  the  progressive  rates,  you  would  not 
approve  of  the  specific  plans  for  putting  them  into  effect  ? 

Mr.  Wdloams.  I  stated  that  I  did  approve  of  the  general  principle, 
but  that  I  had  no  idea  that  the  abuses  such  as  did  develop  would 
develop  in  their  practical  operation;  that  when  I  leamedT  of  the 
workines  of  the  plan,  as  developed,  I  entered  my  protest  very 
promptly. 

Representative  Mills.  It  now  appears  that  you  not  only  approved 
of  the  principle  but  approved  of  the  specific  plans  of  the  several 
banks. 

Mr.  Williams.  Let  me  say  this,  that  if  any  member  of  the  board 
had  told  me  the  next  minute  after  I  voted  for  this  plan,  as  you  say  I 
did,  if  they  had  said,  "This  has  been  in  operation  in  the  Atlanta  ois- 
trict,  and  has  caused,  in  its  operation,  the  payment  of  87i  per  cent," 
I  would  have  moved  and  voted  to  rescind  the  action  of  the  board 
immediately. 

Representative  Mills.  But  the  fact  is  you  approved  specifically  of 
the  plan  submitted  by  the  Dallas  bank  and  the  Atlanta  oank. 

Mr.  Williams.  I  was  recorded  as  present  at  the  meeting.  I  do  not 
remember  the  occasion  when  those  particular  plans  were  voted  on. 

Representative  Mills.  But  you  are  not  prepared  to  say  that  this 
is  not  correct,  are  you  ? 

Mr.  WiLLLiMS.  1  am  not  disputing  it.  I  am  satisfied  with  it,  if 
the  records  show  it.  As  is  very  welt  known,  I  was  not  present  all 
the  time  at  all  the  meetings.  This  made  no  impression  on  me. 
Having  approved  the  princime  of  the  legislation  which  would  enable 
the  banks  to  put  this  mto  effect,  I  assume  that  I  voted  with  the  rest 
of  the  board  on  the  plan  that  came  from  the  respective  banks,  not 
knowing  there  was  to  be  this  hardship  in  iis  operation. 

Representative  Mills.  But  if  any  error  of  juagment  was  made  in 
that  plan,  you  shared  with  the  board  that  error  in  judgment? 

Mr.  Williams.  I  may  have;  but  I  did  not  share  in  the  error  of 
judgment  in  the  workings  of  the  plan,  be(5ause  1  protetsed  promptly 
ana  vigorously. 

Representative  Mills.  Here  is  another  meeting  [reading]: 

Meeting  June  8,  1920.    Letter  June  1,  from  the  chainnan  of  the  Federal  reserve 
bank  of  Dallas,  advising  that  it  will  be  the  policy  of  that  bank  not  to  apply  the  pro- 
nve  discount  rates  m  effect  at  the  bank  to  drafts  to  which  are  attached  bills  of 
z  covering  grain  actually  sold  and  placed  in  the  process  of  shipment.    It  was 
[to  approve  the  action  of  the  Federal  reserve  bank  of  Dallas.    Mr.  Williams  was 
present  and  action  was  unanimous. 

Mr.  Wilt  JAMS,  None  of  those  statements  that  you  have  read  state 
that  Mr.  Williams  was  present  when  the  vote  was  taken.  But  I 
•flSTime  I  was. 
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Mr.  Chairman,  may  I  ask  at  this  point  whether  you  were  able  to 
obtain  from  the  board  the  record  of  the  meetings  which  I  attended 
from  the  time  of  the  organization  up  to  March  3,  which  I  took  the 
liberty  of  requesting  vou  to  obtain,  if  possible  ? 

The  Cjiajrman.  I  nave  not  seen  the  statement,  Mr.  Williams,  but 
I  undei-stand  it  is  here. 

Mr.  Williams.  In  view  of  the  statements  which  have  been  made 
to  the  effect  that  I  attended  the  meetings  rarely,  I  should  like  to 
have  that  record  go  into  the  record  here  of  this  commission,  if  agree- 
able. 

Representative  Mills.  1  have  another  meeting  here,  of  April  17, 
1920 

The  Chairman  (interposing).  I  have  that  statement  here  now, 
Mr.  Williams.  I  have  a  statement  here  which  I  think  covers  the 
information  which  you  asked  for*  perhaps  not  in  the  detail  in  which 
you  wanted  it.  I  understand  that  the  records  of  the  board  only 
show  that  you  were  present  at  the  beginning  of  a  meeting,  and 
then  show  when  you  retired  from  the  meeting.  This  table  shows 
the  number  of  meetings  when  you  were  present  all  of  the  time; 
the  number  of  meetings  when  you  were  present  a  part  of  the  time; 
and  the  meetings  when  you  were  absent. 

Mr.  Williams.  Yes. 

The  Chairman.  And  the  number  of  meetings  held  each  year 
down  to  the  date  of  this  communication,  which  is  dated  Marcn  2, 
1921. 

Mr.  Williams.  Will  it  be  agreeable  to  the  commission  to  include 
that  in  the  record  here  ? 

The  Chairman.  Without  objection  the  statement  will  be  included 
in  the  record.     The  Chair  hears  no  objection. 

(The  statement  rrferred  to  is  here  printed  in  full,  as  follows:) 

Record  of  attendance  by  Mr.  Williams  at  meetings  of  the  Federal  Reserve  Board  from 
the  date  of  organization^  Aug,  10, 1914,  to  and  incliuiing  Mar,  2, 1921, 


Year. 

Pres- 
ent full 
time. 

Pres- 
ent part 
time. 

Ab- 
sent. 

Total 

meetings 

held. 

Year. 

Pres- 
ent fuU 

Pres- 
ent part 
time. 

Ab- 
sent. 

Total 

meetings 

held. 

1914 

106 
171 
122 
105 
38 

2* 

11 
6 
31 

24 
51 

86 
89 
66 

132 
224 
219 
200 
135 

1919  

59 
104 

8 

45 
34 
9 

26 
72 
16 

130 

1915 

1920 

210 

1916 

1921   .. 

33 

1917 

Total 

1918 

7,a 

138 

430 

1,283 

Reference  is  invited  to  a  former  memorandum  giving  a  record 
of  Mr.  Williams'  attendance  at  meetings  of  the  board  from  October 
1,  1920,  to  February  25,  1921.  Dunng  that  period  71  meetings 
were  held,  at  which  Mr.  Williams  was  present  during  the  entire 
meeting  13  times,  during  part  of  the  meeting  20  times  and  absent 
entirely  38  times. 

Representative  Mills.  I  have  here  the  meeting  of  April  17,  1920 
[readmg] : 

Meeting  April  17,  1920.  Telegram  dated  April  16,  from  the  chainnan  of  the 
Federal  reserve  bank  of  Kansas  City,  submitting  for  approval  of  the  board  a  plan 
of  graduated  discount  rates  to  be  effective  Saturday,  April  17,  1920.  Mr.  Moeh- 
lenpah  moved  that  the  plan  be  approved  as  submitted  by  the  Federal  reserve  bank 
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of  Kansas  City.  BIr.  Miller  moved  to  amend  by  omitting  the  exemption  of  member 
banks'  notes  secured  by  Treasury  certificates.  Liberty  bonds,  and  Victory  notes 
actually  owned  by  the  borrowing  member  banks  on  April  1,  1920.  The  motion  to 
amoid  was  lost  and  the  original  motion  prevailed,  Mr.  Miller  not  voting.  Mr. 
^^lliams  was  present  at  this  meeting  and  action  was  unanimous,  except  that  Mr. 
Miller  did  not  vote. 

So  that  it  appears  now  that  as  early  as  April,  1920,  a  plan  for 
the  establishment  of  progressive  rates  in  the  Kansas  City  district 
was  approved  by  the  board  with  you  present  and  voting. 

Mr.  Williams.  There  is  nothing  inconsistent  in  those  records  with 
what  I  have  stated. 

Representative  Mills.  So  that  instead  of  6  months  which  we  were 
discussing,  your  protest  did  not  come  until  10  months  after  the 
rates  were  in  force  ? 

Mr.  Williams.  May  I  ask  when  those  rates  began  to  take  effect  ? 

Representative  Mills.  In  this  particular  case  April  17,  1920. 

Mr.  Williams.  Does  the  record  show  in  each  district? 

Representative  Mills.  It  does  in  the  Kansas  City  district. 

Mr.  Williams.  Would  it  not  be  well  to  show  when  each  plan 
tookeflFect? 

Representative  Mills.  I  am  simply  reading  the  minutes  as  they 
appear  here. 

Mr.  Williams.  In  each  of  the  four  districts  ? 

Representative  Mills.  I  am  simply  reading  the  minutes  as  they 
stand  here.  It  appears  from  these  that  the  rates  in  the  Kansas 
Qty  district  were  put  into  effect  as  early  as  April,  1920,  so  that 
your  protest  did  not  come  until  10  months  after  they  were  put  into 
effect. 

Mr.  Williams.  It  came  as  soon  as  I  knew  how  they  were  being 
opierated. 

Representative  Mills.  Here  is  another  meeting,  of  April  27,  1920 
[readmg]: 

Meeting  April  7,  1920.  Telegram  dated  April  26,  from  the  governor  of  the  Federal 
reeerve  bank  of  Kansas  City,  recommending  for  approval  of  the  board  modification 
of  the  graduated  rate  plan  in  effect  at  that  bank.  Approved.  Mr.  Williams  was 
present  at  this  meeting  and  action  was  unanimous. 

Now  I  don't  know  whether  it  is  worth  while  putting  them  all  in. 
I  would  like  to  call  your  attention  to  the  meeting  of  August  31,  1920, 
which  was  four  months  after  these  rates  had  been  in  effect. 

Mr.  WiLLLVMs.  May  I  insert  right  there  that  I  was  not  advised 
by  the  board,  or  otherwise,  of  the  excessive  rates  which  were  beinff 
charged  under  the  operation  of  that  method  until  January,  I  think 
it  was  January,  1921.  If  I  had  had  the  remotest  suspicion  that  any 
such  rates  were  being  charged  I  should  have  called  upon  the  board 
for  a  statement. 

Representative  Mills.  Now  in  the  meeting  of  August  31,  1920, 
which  is  some  months  after  these  progressive  rates  were  in  effect: 

The  governor  stated  that  the  Federal  reserve  bank  of  Atlanta  had  asked  him  whethe 
or  not  the  Federal  Reserve  Board  would  look  with  favor  upon  the  suspension  by  tha 
btnk  (A  its  progressive  discount  rates  for  a  period  beginning  now  and  ending  January 
1, 1921. 

Upon  motion,  it  was  voted  that  the  governor  advise  the  Federal  reserve  bank  of 
Atfauita  that  the  board  would  not  at  present  look  with  favor  upon  the  abolition  of  the 
pcogreasive  discount  rates,  but  that,  if  requested  to  do  so,  it  would  give  consideration 
to  such  i^lition  if  coupled  with  a  request  for  the  establishment  of  a  7  per  cent  rate 
on  rediscounts  of  commercial  paper.  Action  was  unanimous.  Mr.  Williams  was 
present 
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Mr.  WiLUAMS.  May  I  inquire  whether  when  the  governor  read 
this  resolution  before  the  board  he  gave  the  board  any  information 
whatsoever  as  to  how  the  progressive  rate  was  working  and  the 
extortionate  interest  rates  which  were  being  charged.  Does  the 
record  show  ? 

Representative  Mills.  I  am  reading  the  complete  record. 

Mr.  Williams.  Does  it  show  that  ? 

Representative  Mills.  No. 

Mr.  Williams.  Then  I  will  assert  that  it  is  my  belief  that  no  such 
information  was  given  to  the  board  to  enable  them  to  pass  upon  it, 
and  I,  for  one  member  of  the  board,  had  no  idea  that  it  was  working 
that  way. 

Representative  Mills.  But  the  fact  remains  that  on  August  31, 
1920,  when  the  bank  in  the  particular  district  of  which  you  complain 
most  requested  that  it  be  allowed  to  discontinue  the  progressive 
rates,  you,  with  other  members  of  the  board,  dechned  to  authorize 
them  to  discontinue  it. 

Mr.  Williams.  Because  I  did  not  have  information  which  ought 
to  be  laid  before  the  board  in  that  connection,  in  my  opinion. 

Representative  Mills.  Well,  now,  Mr.  Williams,  do  you  not  think 
that  as  a  member  of  the  board  charged  with  very  important  duties, 
that  after  these  progressive  rates  had  been  in  effect  four  months  it 
was  your  duty  to  have  ascertained  how  the v  were  working  ? 

Mr.  Williams.  Well,  now,  I  am  very  glad  you  asked  that  question. 
You  think  it  was  the  duty  of  the  governor  of  the  Reserve  Board  to 
ascertain  how  they  were  working  ? 

Representative  Mills.  I  am  asking  you  a  question,  and  it  is  not 
answered  by  your  asking  me  one  in  return. 

Mr.  Williams.  Well,  did  the  governor  know  it  ? 

Representative  Mills.  We  are  not  discussing  that  question. 

Mr.  Williams.  Did  the  other  members  of  the  board  know  it  ? 

Representative  Mills.  We  are  not  discussing  that  question.  I 
will  ask  them  that  question,  if  you  want  me  to,  when  they  appear 
before  this  commission. 

Mr.  Williams.  You  have  stated  that  you  do  not  believe  the  other 
members  of  the  Reserve  Board,  if  I  remember  correctly  your  asser- 
tion, would  have  approved  of  these  high  rates,  or  the  87  per  cent  rate, 
or  whatever  it  was.     Now,  did  they  £iow  it? 

Representative  Mills.  No;  1  said  they  did  not  approve  of  the 
particularly  horrible  example  that  you  have  been  citing  all  over  the 
country.  I  am  asking  you  now  whether,  as  a  member  oi  the  Federal 
Reserve  Board,  charged  with  very  important  duties  and  having  ap- 
proved the  progressive  plan,  whether  it  was  not  your  duty  four 
months  after  it  nad  been  in  effect  to  know  how  it  was  working  ? 

Mr.  Williams.  It  was  not  as  much  my  duty  as  it  was  the  duty  of 
other  members  of  the  board  to  inform  themselves  on  that  particular 
matter,  on  that  particular  point. 

Representative  Mills.  I  am  not  asking  what  the  comparative 
duty  was. 

Mr.  Williams.  You  may  reach  your  own  conclusion  on  that.  I 
have  no  objection  to  it. 
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Representative  Mills.  You  do  not  think  it  was  your  duty  ? 

Mr.  Williams.  Well,  you  may  think  it  was  not  my  duty,  as  you 
please. 

Representative  Mills.  WeU,  whether  it  was  your  duty  or  not,  you 
had  not  informed  yourself  as  to  how  it  was  working  on  August  31  ? 

Mr.  Williams.  When  the  matter  was  brought  before  the  board,  as 
you  state,  by  the  governor,  the  information  on  that  subject  was  not 
p^ese^ted,  and  the  vote  was  not  taken  in  the  light  of  all  that  data 
which  should  have  been  suppUed. 

Representative  Mills.  .  Well,  you  plead  ignorance  ? 

Mr.  Williams.  Perhaps  it  was  negligence  on  my  part  when  the 
matter  came  up  not  to  nave  insisted  that  the  record  should  be  fur- 
nished to  show  precisely  how  the  progressive  rate  was  operating. 
Perhaps  it  was. 

Representative  Mills.  I  do  not  propose  to  offer  all  of  this  record 
at  this  time,  but  I  do  think  that  when  the  governor  of  the  board 
comes  in  it  would  be  proper  to  offer  these  particular  minutes  in  evi- 
dence, Mr.  Chairman. 

The  Chairman.  Very  well.    Mr.  Williams,  you  may  proceed. 

Mr.  Williams.  On  February  7,  1921,  I  wrote  the  following  letter 
[reading]: 

Treasury  Department, 

Washington,  February  7, 1921. 
Hon.  W.  P.  G.  Harding, 

Governor  the  Federal  Reserve  Board. 
Dear  Gov.  Harding:  I  have  your  letter  of  even  date  acknowledging  mine  of  the 
4th  in  regard  to  the  hardships  imposed  by  Federal  reserve  banks  on  member  banks 
undw  the  operation  of  the  so-called  ** progressive"  plan. 

Representative  Mills.  What  date  is  this  letter  that  you  are  now 
reading^Mr.  T^lliams » 

Mr.  WiLLDLMs.  February  7,  1921. 

Representative  Mnxs.  Did  you  receive  an  answer  to  yours  of 
February  2  ? 

Mr.  WiLUAMS.  I  don't  know  whether  I  have  it  with  me  or  not. 
If  there  was  an  answer  I  request  that  it  be  inserted  in  the  record. 

The  Chatrman.  Well,  we  have  to  find  out  whether  there  was  or 
not. 

Mr.  WiLLLAMs.  I  don't  recall. 

Representative  Mills.  You  do  not  recall  whether  there  was  or 
not? 

Mr.  WiLUAMS.  I  do  not,  but  I  assume  that  there  was,  and  I  ask 
that  it  be  inserted  in  the  record. 

Shall  I  proceed,  Mr.  Chairman  ? 

TheCHAiBMAN.  Proceed. 

Mr.  Williams  (continuing  reading) : 

In  the  case  of  the  Alabama  bank  to  which  I  called  your  attention,  the  Federal 
reserve  bank  of  the  sixth  Federal  reserve  district  has  charged,  as  I  showed  you, 
interest  as  high  as  87i  per  cent  or  an  average  of  about  45  per  cent  for  the  last  two  weeks 
in  September.  My  point  of  view  is  that  under  no  circumstances  can  such  a  rate  as 
that  be  justified  in  any  district.  If  the  bank  is  entitled  to  credit  it  should  be  accom- 
niodated  at  rates  certainly  not  in  excess  of  10  per  cent  per  annum;  and  the  thought  of 
87}  per  cent  or  an  average  of  45  per  cent  should  not,  in  my  mind,  be  entertained  any- 
where. 

The  records,  of  course,  show  that  on  application  of  the  Atlanta  bank  the  Federal 
reeerye  board  approved  the  suspension  of  the  progressive  rate  for  that  district  at  a 
meeting  in  November.    But  the  progressive  rate  is  still  in  operation,  I  am  informed. 
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in  three  other  diatricts  with  several  thousand  member  banks  and  in  one  of  these 
districts.  I  understand,  that  computations  are  made  on  the  same  basis  as  in  the  Atlanta 
reserve  district — which  resulted  in  the  exaction  of  a  rate  in  the  case  mentioned  which 
even  a  pawnbroker  could  not  justify — 87 i  per  cent. 

I  agree,  cordially,  with  your  view  that  "no  matter  what  the  demand  for  loans  may 
be  in  any  particular  community,  I  do  not  believe  that  a  member  bank  is  justified  in 
assuming  that  it  can  obtain  an  unlimited  amount  from  the  Federal  reserve  bank 
or  in  actmg  in  a  way  which  makes  it,  in  effect,  a  broker  for  the  Federal  reserve  bank 
in  placing  loans.  ** 

Representative  Mills.  Mi-.   Williams,   I  did  not  quite  get   that 
sentence.    Would  you  mind  reading  it  again  ? 
Mr.  Williams  [reading]  : 

I  agree  cordiallv  with  your  view  that  '^no  matter  what  the  demand  for  loans  may 
be  in  any  particular  community,  I  do  not  believe  that  a  member  bank  is  justified  in 
assuming  that  it  can  obtain  an  unlimited  amount  from  ttie  Federal  reserve  bank  or 
in  acting  in  a  way  which  makes  it,  in  effect,  a  broker  for  the  Federal  reserve  bank  in 
placing  loans. '  * 

That  is  the  sentence  ? 

Representative  Mills.  Yes. 

Mr.  Williams  (continuing  reading) : 

But  this  can  be  prevented  by  the  exercise  of  intelligent  discretion  by  the  reeerve 
banks  without  reeorting  to  such  rates  as  these  we  are  discussing. 

You  also  are  correct  in  your  statement  that  *'  the  legal  rate  in  Alabama  is  8  per  cent." 
The  report  of  condition  of  November  15,  1920,  however,  of  the  national  bank  in  Ala- 
bama referred  to  in  my  previous  letter,  shows  that  the  '* average  rate"  of  interest 
in  this  bank's  sworn  statement  is  the  average  rate  which  it  was  charging  about 
the  very  time  that  the  reserve  bank  was  exacting  a  rate  as  high  as  87^  per  cent 
and  an  average  rate  for  the  last  two  weeks  in  September  of  over  $100,000  borrowed  at 
about  45  per  cent,  or  nearly  six  times  as  high  as  the  bank  was  collecting  from  its 
customers. 

The  reports  of  condition  of  the  national  bank  were  submitted  to  the  Atlanta  reeen^e 
bank  at  the  same  time  that  they  were  submitted  to  this  office,  so  that  the  reeerve 
bank  was,  in  this  way,  kept  informed  as  to  its  deposits,  loans,  discounts,  and  bonow- 
ings  and  other  operations  of  the  member  bank  to  which  it  was  granting  loans. 

I  sincerely  hope  that  the  board  may  take  prompt  action  to  prevent  in  the  future 
the  exaction  of  any  such  interest  rate  oy  any  reserve  banks  operating  under  the  ;>ro- 
gressive  plan,  or  any  other  plan,  as  is  shown  in  the  case  of  this  small  bank  in  Alabama, 
for  I  can  not  believe  that  such  rates  meet  with  your  approval  or  wiUi  the  appro^'al  of 
our  colleagues. 

Yours,  very  truly, 

John  Skelton  Willi ajcs. 

Representative  Mills.  When  did  this  Alabama  incident  take  place  ? 

Mr.  Williams.  The  letters  which  I  have  read  refer  to  the  last  two 
weeks  of  September,  1920. 

Representative  Mills.  So  that  if  the  action  of  the  board  on  August 
the  31st  had  been  different  and  the  request  of  the  Atlanta  bank  to 
discontinue  progressive  rates  had  been  granted,  this  incident  never 
would  have  nappended,  would  it  ? 

Mr.  Williams.  It  is  hoped  so. 

Representative  Mills.  Now,  do  you  think  it  is  quite  fair  for  you 
to  stump  the  country  criticizing 

Mr.  Williams  (interposing).  I  object  to  your  statement.  I  have 
not  stumped  the  country.  I  referred  to  it  in  two  speeches,  one  in 
Washington  and  one  in  Georgia. 

Representative  Mills.  Well,  do  you  think  it  is  quite  fair  for  you 
in  two  speeches  which  have  received  wide  publicity  to  cite  this  hor- 
rible example  resulting  from  the  action  of  the  Federal  Reserve  Board, 
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criticizing,  them,  without  disclosing  to  the  public  that  you  shared  the 
responsibility  for  this  particular  incident  no  longer  than  three  weeks 
before  it  happened  ? 

Mr.  Williams.  I  think  that  my  position  was  entirely  fair  and 
consistent. 

fiepresentative  Mills.  Well,  have  you  in  any  speech  which  you 
have  made  disclosed  the  fact  that  on  August  31  you  declined  to  aUow 
the  Atlanta  bank  to  discontinue  the  progressive  rate  ? 

Mr.  Williams.  I  had  no  idea  that  it  was  being  abused  in  that  way 
or  would  be  abused  in  that  way.  That  incident  had  not  happened 
at  that  time,  and  presumably  no  such  rate  had  been  chargea  up  to 
that  time. 

Representative  Mills.  Have  you  ever  disclosed  that  you  shared  the 
responsibility  with  every  other  member  of  the  board  ? 

Mr.  Williams.  It  was  not  my — ^I  was  not  a  director  of  the  Federal 
reserve  bank,  which  was  directly  concerned  in  that  transaction.  I 
did  not  know  of  the  transaction.  Perhaps  other  members  of  the 
board  did  or  did  not.  I  don't  know  whether  they  did  or  not  at  that 
time— they  could  not  have  known  of  that  transaction.  They  perhaps 
knew  of  other  rates  which  were  being  charged,  but  that  transaction 
had  not  taken  place  at  that  time. 

Representative  Mills.  But  you  have  assumed  to  criticize  the  Fed- 
eral Reserve  Board  for  its  progressive  rates,  and  you  have  cited  this 
as  the  horrible  injustice  which  arose  under  the  Federal  reserve. 

Mr.  Williams.  Nbw,  let  us  be  fair  about  that.  In  my  speech  to 
which  I  have  referred  already,  and  in  my  correspondence  I  said  that 
was  an  exceptional  case,  and  the  most  extreme  that  I  have  seen,  and 
you  know  that. 

Representative  Mills.  Yes;  but  you  cited  it  as  an  example  of 
what  happened  imder  the  progressive-rate  system. 

Mr.  Williams.  Yes;  and  that  was  perfectly  true,  and  several 
months  after  that  when  I  tried  to  abolisn  the  whole  progressive  sys- 
tem it  was  voted  down. 

Representative  Mills.  But  have  you  ever  in  any  public  speech 
stated  that  you  shared  the  responsibility  for  the  Alabama  case  with 
the  other  members  of  the  board  ?" 

Mr.  Williams.  I  do  not  consider  that  I  did  in  the  same  measure. 

Representative  Mills.  But  you  did  vote  against  discontinuing  the 
progressive  rate  in  the  Atlanta  district,  did  you  ? 

Mr.  Williams.  I  did  not  know  that  the  rate  was  going  to  be  abused 
in  that  way. 

Representative  Mills.  But  you  did  vote  for  that,  did  you  not  ? 

Mr.  Williams.  I  don't  know  whether  I  did  or  not. 

Representative  Mills.  The  minutes  show  that  you  were  present, 
and  tne  vote  was  unanimous.     Will  you  question  those  minutes  ? 

Mr.  Williams.  We  will  assume  that  tney  were  correct,  but  the 
secretary  of  the  meeting  will  tell  you  and  the  records  which  have  been 
introduced  to-da}"-  will  show  that  1  was  present  during  the  whole  of 
some  meetings  and  during  a  portion  of  some  meetings.  I  don't  know 
whether  at  mat  meeting  I  was  present  when  that  vote  was  taken  or 
whether  I  was  not,  but  if-  the  minutes  show  that  I  was  present  I  am 
willing  to  considered  as  being  present. 
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Representative  Mili>^.  And  afisuming  that  you  were  present  and 
voted  affirmatively,  do  you  think  it  is  fair  to  criticise  your  fellow- 
members,  of  the  board  without  telling  the  public  that  you  participated 
in  that  action  ? 

Mr.  Williams.    I  see  nothing  unfair  in  what  I  have  done  or  said. 

Shall  I  proceed,  Mr.  Chairman,  with  the  correspondence? 

Representative  Sumners.  Of  course  the  history  of  this  thing  is 
rather  important,  but  to  be  candid  about  it  I  am  more  interested  in 
trying  to  find  some  relief  for  the  present  situation.  In  the  letter  just 
read,  Mr.  Williams,  vou  say  that  you  agree  with  the  writer  of  the  letter 
that  these  coimtry  banks  ought  not  to  act  as  brokers  for  the  Federal 
reserve  bank.  I  am  wondering  if  we  could  get  some  sugjsrestions, 
even  if  requiring  additional  legislation  under  which  these  agricultural 
communities,  wiich,  by  reason  of  the  fact  that  they  do  not  require 

treat  credit  under  ordinary  conditions,  and  therefore  have  small 
anking  facilities,  could  find  some  route  aroimd  their  little  cx)untry 
banks  m  the  presence  of  a  great  crisis  such  as  agricultm'e  now  con- 
fronts imder  which  the  individual  man  who  has  good  credit,  good 
basis  for  credit,  would  not  be  ruined  merely  because  the  ordinary 
demands  of  the  community  have  not  developed  big  financial  insti- 
tutions to  take  care  of  the  emergency  ? 

Mr.  WiLLLAMs.  Mr.  Chairman  and  gentlemen,  there  has  ne\er  been 
a  time  in  this  so-called  period  of  deflation  when  the  resources  of  the 
Federal  reserve  banks  were  not  sufficient  and  abundant  for  all 
legitimate  purposes  and  could  have  greatly  ea^d  up  conditions  in 
agriculture  and  in  business.  In  the  address,  which  I  imdcrstand  was 
int^roduced  yesterday,  which  I  made  at  Bangor,  Me.,  a  year  ago,  I 

[)ointcd  out  that  at  that  time  when  the  reserves  were  at  about  the 
owest  point  they  had  ever  been,  that  the  Federal  reserve  banks  had 
an  unused  lending  power,  at  that  very  time,  of  about  $700,000,000 
which  was  four  or  five  times  as  much  as  the  maximum  amount  of 
bills  payable  and  rediscounts  which  the  national  banks  of  the  coimtrv 
had  ever  had  occasion  to  make  at  any  time  prior  to  1913.  And  1 
call  attention  also  to  the  fact  that  at  this  time  of  great  pressure, 
when  banks  in  many  parts  of  the  country  still  claim  that  they  have 
been,  up  to  a  very  recent  date,  unable  to  get  accommodations  they 
need,  and  when  money  is  still  tight  in  many  c'ommunities,  especially 
famiing  communities,  the  Federal  reserve  banks  have  an  unuse<i 
lending  power  of  about  two  and  one-half  billion  dollars,  which  is 
about  sixteen  times  as  much  as  the  maximum  amount  that  the 
national  banks  of  the  country  have  borrowed  at  one  time  on  bills 
payable  and  rediscounts  prior  to  1913. 

Representative  Sumners.  Well,  now,  if  as  a  matter  of  fact  the 
system  does  have  unexpended  resources,  but  the  agricultural  com- 
munity has  in  it  banks  which  are,  I  believe  you  caU  it,  extended — 
I  have  in  mind  a  commimity  whose  total  banking  capital,  surplus 
and  undivided  profits,  is  $500,000,  and  they  have  loans  outstanaini 
of  three  and  one-half  inillion  dollars,  which  community  is  a  communitj 
composed  of  small  farmers,  nearly  all  of  whom  own  their  farms,  but 
the  Danks  have  not  been  able  to  extend  further  loans  because,  at  leasl 
they  claim,  that  they  have  not  been  able  to  get  money  on  accouni 
of  their  extended  situation — is  there  anythmg  that  can  be  doiw 
imder  the  present  system  or  imder  any  additional  legislation  whid 
you  would  suggest,  that  would  enable  an  individual  farmer  who  has 
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perfectly  good  basis  for  his  loans,  to  procure  the  money  which  his 
necessities  require  1 

Mr.  Williams.  From  the  Federal  reserve  bank  ? 

Representative  Sumners.  If  we  have  not  the  authority  now,  if  we 
have  not  the  law  now,  if  we  have  not  the  machinery  now,  what  sug- 
gestion can  you  offer  under  which  accommodation  of  that  sort  can 
be  made? 

Mr.  Williams.  Do  you  mean  to  enable  the  farmer  to  deal  directly 
with  the  Federal  reserve  bank  ? 

Representative  Sumners.  1  do  not  care  where  he  gets  his  money. 
He  is  out  there  in  the  country  where  his  banks  are  already  extended, 
but  he  has  a  perfectly  good  oasis  for  loans,  and  he  is  suffering,  and 
the  community  is  suffermg  with  him,  and  the  country  is  suffermg  to 
that  extent. 

Mr.  Williams.  WeU,  if  he  does  not  happen  to  have  a  well  managed 
or  sympathetic  bank  in  his  own  town  or  nearby  which  will  grant 
him  the  accommodation  I  would  try  some  other  near-by  bank,  and 
ii  the  bank  claims  that  they  have  not  the  funds,  I  should  suggest 
that  the  farmer  might  discuss  the  matter  with  the  member  bank, 
urging  upon  it  that  his  paper  is  eligible,  and  that  it  can  obtain  redis- 
comit  from  the  reserve  bank. 

Representative  Sumners.  But  the  banker  comes  back  at  him  and 
says:  "We  have  loans  out  now  of  three  and  one-half  million  dollars 
and  we  have  only  a  capital  and  undivided  surplus  and  profits  totaling 
$500,000." 

Mr.  Williams.  That  is  a  very  large  problem.  Congressman,  and  if 
you  wish  me  to  do  so  I  shall  give  some  thought  to  this  particular 
aspect  of  this  problem,  and  discuss  it  with  you  later. 

representative  Sumners.  That  is  a  countrv-wide  problem. 

Mr.  Williams.  It  is  a  very  important  pr-oblem. 

Representative  Sumners.  Yes. 

Mr.  Williams.  Mr.  Chairman,  shall  I  proceed  ? 

The  Chairman.  Proceed. 

Mr.  Williams.  On  the  28th  of  December  I  addressed  an  earnest 
appeal  to  the  Federal  Reserve  Board  urging  that  something  be  done; 
that  in  the  very  critical  conditions  that  existed  there  should  be  a 
relaxation  and  modification  of  their  deflation  policies,  as  I  had  done 
ID  the  communication  in  October,  and  in  pursuance  of  the  policies 
which  I  had  suggested  in  August.  My  letter  to  the  Federal  Keserve 
Board  of  December  28  was  not  brought  up  for  general  discussion  at 
board  meetings  at  which  I  was  present.  I  mentioned  the  matter  to 
Gov.  Harding  upon  one  or  two  occasions  and  asked  him  whether  this 
subject  was  coming  up  for  a  general  discussion,  and  was  advised  that 
the  matter  would  receive  the  attention  of  the  board.  1  assume  that  it 
Was  discussed  in  *' caucus'*  rather  than  in  open  board,  but  the  cor- 
respondence and  memoranda  which  I  placed  in  the  record  yesterday 
Wong  with  the  letter  of  December  28,  1920,  show  the  situation  at 
that  time.  I  finally  heard  from  Gov.  Harding.  I  received  a  letter 
irom  the  governor  in  January,  on  the  13th  of  January,  1921,  I  think, 
which  was  introduced  in  yesterday's  proceedings,  but  the  board  did 
jJOt  act  UDon  the  very  definite  suggestions  which  I  had  made  in  mv 
letter.  TTiose  suggestions  were  taken  up  some  weeks  later,  as  will 
appear  from  the  correspondence  which  I  will  introduce. 
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Some  days  later  on,  however,  the  Federal  Reserve  Board  learned, 
it  appears,  in  some  wav,  that  copies  of  my  letter  of  December  28  had 
been  sent  to  certain  Members  oi  the  United  States  Senate  or  others, 
and  they  evinced  a  verv  lively  desire  to  ascertain  the  names  of  every  j 
person  to  whom  I  had  furnished  copies  of  that  communication. 

In  that  connection  I  addressed  this  letter  to  the  Federal  Reserve 
Board  on  February  14,  1921  [reading]: 

Hon.  W.  P.  G.  Harding, 

Govemcr^  the  Federal  Reurve  Board, 

Dear  Gov.  Harding:  I  am  this  moming  in  receipt  of  a  letter  from  Secretary 
Hoxton,  of  the  executive  committee  of  the  Fedend  Reserve  Board,  stating  that  at  i 
a  meeting  of  the  conmiittee  held  on  the  10th  instant  a  motion  was  passed  asking  that  | 
I  furnish  the  board  "with  the  names  of  those  persons  to  whom  you  (I)  have  given  I 
copies  of  your  (my)  letter  of  December  28,  addressed  to  Grov.  Harding,  so  that  the  j 
executive  committee  may  be  in  a  position  to  formulate  its  report  to  the  Federal  Re- 1 
serve  Board,  as  contemplated  in  the  action  of  that  body  at  its  meeting  on  February  8,  | 
1921. 

The  resolution  of  February  8,  to  which  I  understand  this  refers,  is  as  follows:  I 

I.  Memorandum  dated  Februarv  7,  from  the  chairman  of  the  Federal  reserve  bank  I 
of  New  York,  transmitting  the  following  excerpt  from  the  Whaley-Eiaton  Service  in  j 
its  issue  of  February  5: 

"  Copies  of  a  letter  said  to  have  been  written  by  Comptroller  of  the  Currency  Willianw  j 
to  Gov.  Harding  of  the  Federal  Reserve  Board  have  been  circulating  amon^  a  few  I 
Congressmen  and  the  facts  in  this  letter  of  such  alleged  authorship  are  responsible  for; 
the  resolution  introduced  by  Representative  Baer,  iJie  Non- Partisan  League  Member! 
of  the  House,  in  which  it  is  stated  that  the  average  loans  from  the  Federal  reserve i 
svstem  to  four  banks  in  New  York  (^ity  amount  to  as  much  as  the  St.  Louis,  Kansas! 
City,  Minneapolis,  Dallas,  and  Richmond  reserve  banks  combined  are  lending  to 
4,000  member  banks  in  21  States.  The  letter  has  been  shown  to  representatives  of  the  ■ 
various  agricultural  organizations  having  offices  in  Washington  and  they  are  being 
urged  to  -demand  an  investigation.  It  is  stated  that  Gov.  Harding  replied  to  thai 
letter,  but  we  have  seen  no  copies  of  that  reply.  This  affair  is  back  of  the  storj"  that 
Mr.  Williams  was  contemplating  resigning,  a  report  which  Mr.  Williams  has  ridiculed. 'i 

Mr.  Miller  moved,  in  view  of  the  above,  that  the  matter  be  referred  to  the  executive! 
committee  to  prepare  a  statement  for  submission  to  the  Federal  Reserve  Board,  said 
statement  to  be  drawn  with  a  view  to  making  it  public,  should  such  a  course  be  found,! 
in  the  opinion  of  the  board,  to  be  necessary. 

You  will  remember  that  when  you  brought  this  subject  to  the  attention  of  th^ 
board  last  week  you  asked  whether  it  would  be  agreeable  to  me  to  furnish  the  boar<i 
with  a  list  of  those  persons  to  whom  I  had  given  copies  of  my  letter  to  you  of  Decembf^ 
28,  last.  In  reply  I  told  you  ver>''  promptly  that  if  the  board  desired  it  done,  it  would 
give  me  much  pleasure  to  send  to  each  of  those  to  whom  I  had  furnished  copies  of  my 
letter  of  December  28  a  copy  of  your  reply  of  January  13,  1021 ,  or  of  such  furthei 
answer  as  you  or  the  board  might  care  to  make.  1  also  informed  you  that  the  copi« 
(other  than  those  delivered  to  members  of  the  board )  of  my  letter  referred  to  had  heen 
given  confidentially,  and  with  the  distinct  understanding  that  they  were  not  fo* 
publication,  and  that  I  had  taken  the  precaution  to  write  upon  each  copy  (without 
exception  as  far  as  I  recall )  the  name  of  tne  person  to  whom,  in  confidence,  it  was  given, 

.\s  I  understand  the  situation  the  substantial  correctness  of  the  statements  con^ 
tained  in  the  letter  of  December  28  has  not  been  and  can  not  be  challenged.  Th«^ 
fore,  I  can  not  imagine  why  it  should  be  necessary  for  vou  to  know  the  names  of  tb< 
persons  to  whom  I  had  given,  confidentially,  copies  of  this  letter,  in  order,  as  youi 
resolution  claims,  that  tne  executive  committee  '*may  be  in  a  position  to  formulate 
its  report  to  the  Federal  Reserve  Board." 

I  shall,  of  course,  be  glad  to  do  any  tiling  I  can  to  help  the  board  get  itself  ''Id  4 
position  to  formulate  its  report,"  but  the  names  of  the  persons  to  whom  I  have  seni 
copies  of  my  letter  to  you  can  not,  as  far  as  1  can  see,  affect  or  qualify,  one  way  oi 
another,  the  (act**  which  in  my  letter  I  have  brought  to  the  board's  attention. 

If  any  of  the  persons  to  whom  I  have  handed  the  letter  have  disregarded  my  confi 
dence  and  dven  it  circulation  or  publicity,  it  has  been  done  without  my  knowled^ 
or  approval.  I  do  not  know  to  wnom  any  one  of  the  comparatively  few  people  wh^ 
have  received  the  copies  have  exhibited  them.  My  information  in  this  connectiol 
is  substantially  confined  to  the  statement  which  you  laid  before  the  board  as  ha\'inj 
been  printed  by  the  **Whaley-Eaton  Service."  I  do  not  know  who  has  been  circii 
lating  the  letter  "among  a  few  Congressmen."  as  stated  in  t^e  Whaley-Eaton  Service 
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Of  the  435  Members  of  the  House  o!  Representatives,  I  do  not  betieve  there  are  as 
many  as  two  who  have  received  from  me  copies  of  that  letter. 

In  my  letter  to  you  of  January  17  I  informed  you  explicitly  that  I  had  furnished 
copies  of  the  letter  to  you  to  the  12  chief  national  bank  examiners;  and  for  your  infor- 
matioE,  and  hoping  that  their  views  might  be  r^;arded  as  entitled  to  weicjht,  I  em- 
brae^  in  my  letter  to  you  on  January  17  extracts  mm  some  of  the  replies  which  I  had 
received  frcon  different  chief  examiners  expressing  their  strong  concurrence  in  the 
positien  which  I  have  taken  in  the  matter.  I  also  sent  a  copy  of  the  letter  to  the 
Secretary  of  the  Treasury,  the  chairman  of  our  Reserve  Board,  and  copies  were  sent 
to  each  member  of  the  Reserve  Board,  including  Vice  Gov.  Piatt,  Mr.  Hamlin,  Dr. 
Ifiller,  and  Mr.  Wills,  hoping,  by  doing  this,  to  secure  for  the  letter  a  greater  degree 
d  attention  than  otherwise  niig^t  be  accorded  it. 

1  ilno  gave  copies  to  one  or  more  Assistant  Secretaries  of  the  Treasury  and  to  a  few 
Memhers  of  the  United  States  Senate  who  have  had  occasion  to  discuss  this  subject 
with  me.  and  who  were  deeply  concerned  in  the  situation.  In  addition  to  the  fore- 
going I  have  furnished  copies  in  confidence  to  a  few  of  my  personal  friends  and 
perhaps  two  or  three  others  who  nught  not  be  included  in  that  circle.  I  should  add 
that  in  the  copies  referred  to  certain  names  and  figiu'es  were  deleted  ^  as  clearly  indi- 
cated in  ^e  copies.  Frankness  requires  me  to  say  that  I  hear  that  an  official  or 
officials  of  the  American  Cotton  Association  have  written  to  at  least  two  Senators 
inquiring  whether  the  statements  ascribed  to  me  by  the  ^'Whaley-Eaton  Service'* 
were  mime  by  me  and  whether  they  are  correct.  This  inquiry  has  been  referred  to 
me  and  I  feel  compelled  to  answer  in  the  affirmative,  although  I  have  no  knowledge 
ol  how  the  Whaley-Eaton  Service  obtained  its  information.  The  Cotton  Association 
undoubtedly  is  in  possession  of  general  statements  contained  in  my  letter  to  you  of 
December  28,  1920.  Whether  the  entire  correspondence  between  you  and  myself 
on  this  subject  is  to  be  given  publicity,  as  has  been  su^ested,  is  a  matter  within  the 
discretion  of  the  board  or  the  executive  committee.  Ji  shall  certainly  not  oppose  it 
if  the  board  thinks  it  desirable. 

In  fact  I  will  say  in  conclusion  that  as  far  as  I  am  concerned,  I  have  not  the  slightest 
objection  to  the  board  acting  favorably  upon  the  proposal  which  was  made  by  one 
of  our  members  a  few  days  ago  when  this  question  came  up  diat  the  board  publish 
my  letter  to  you  and  also  the  board's  reply  of  the  13th  ultimo.  I  will  now  go  further 
and  state  plwnly  that  it  is  my  personal  belief  that  my  letter  of  the  28th  of  iJecember 
contains  some  information  of  an  important  character,  to  which  I  think  the  public 
entitled,  and  should  have  before  it.  In  fact,  to  make  public  this  information  I  believe 
would  be  distinctly  salutary  and  beneficial. 

rhope  that  you  may  feel  justified  in  explaining  to  me  more  fully  why  the  executive 
committee  feeb  that  it  can  not  be  '*in  a  position  to  formulate  its  report"  without 
having  before  it  a  list  giving  the  names  of  the  persons  to  whom  I  have  furnished,  in 
confidence,  copies  of  my  letter  to  you  of  December  28. 
Very  truly,  yours, 

John  Skblton  Williams. 

On  that  same  subject  I  addressed  the  following  letter  to  Gov. 
Harding  under  date  of  March  1,  1921  [reading]: 

Treasury  Department,  ComptrolleIi  o^thb  Currency, 

Washington, 

Dear  Gov.  Harding:  I  have  your  favor  of  the  26th  ultimo  in  which  you  tell  me 
that  after  I  left  the  meeting  of  the  board  that  day,  you  were  "directed  by  the  board 
to  communicate  with  you  (me)  and  renew  the  request  that  you  (1)  let  the  board 
have  a  list  of  these  names  at  your  early  convenience  or  express  definitely  your  (niy) 
upwillingness  to  do  so."  The  ''names'*  referred  to  are  those  of  the  persons  or  indi- 
viduala  to  whim  I  may  have  furnished  copies  of  my  letter  to  the  board  of  December 
28  last. 

No  complete  copies  of  that  letter,  I  believe,  were  given  out  to  any  one;  I  assume 
your  request  also  refers  to  any  copies  of  the  letter  which  may  have  been  given  out 
with  certain  names  deleted  (for  the  purpose  of  preventing  identification  of  banks 
referred  to)  in  the  letter. 

To  dispel  all  doubt  and  relieve  any  possible  pangs  of  suspense,  1  answer  promptly 
that  I  will  not  fumifh  the  board  with  the  names  of  any  other  pergons  than  those  I 
have  already  given  you  to  whom  I  sent  copies  of  the  letter  of  December  28  (deletions 
as  shown  in  copies  furnished  the  other  members  of  the  board)  and  I  append  my  reasons 
for  refusal. 

(1 )  The  matter  of  my  disposition  of  those  copies  is  absolutely  irrelevant  to  the 
n»in  and  only  point  in  this  connection  properly  under  discussion  and  before  ue  for 
consideration. 
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(2)  I  am  not  informed  what  use  is  intended  to  be  made  of  the  list  referred  to.  My 
letter  to  you  of  the  ]4lh  ultimo  furnishes  you  all  the  information  on  this  subject  that 
I  care  to  give.  I  ^dll  not  give  further  facilities  for  having  thoee  to  whom  I  have  rent 
a  written  and  recorded  document  signed  by  me  on  mv  official  and  personal  responsi- 
bility, approached  personally,  without  any  knowle<ige  or  presence,  by  perronB  of 
whoee  capacity,  information,  or  responsibility  I  may  know  nothing.  A  moment's 
thought  will  convince  you  or  any  man  of  ordinary  experience,  that  a  formal  document 
of  importance  if  only  to  its  author,  should  not  be  subject  of  traverse  by  an  opponent  in 
private,  unchecked,  and  unrecorded  conversation,  without  opj?ortunity  for  the  pro- 
ponent to  know  and  rebut  allegation  or  argument  against  his  position,  however  unjust 
or  injurious  to  him.  I  learn  from  your  own  statement  to  me,  Uovemor,  that  my  appre- 
hension of  the  use  that  might  be  made  of  the  list  is  not  fanciful.  You  are  my  authority 
for  the  fact  that  you  personally  sent  for  or  saw  one  person  you  had  reason  to  believe 
had  seen  my  letter  and  proceeded  to  undertake  on  ex  parte  statements  to  reverae 
jud^ents  he  had  based  on  it. '  I  am  left  ignorant  not  only  of  what  you  said  to  him,  but 
of  his  identity  which  you  declined  to  tell  me. 

1  do  not  think  the  board  quite  realized  that  it  was  asking  me  to  put  myself  and  my 
case  at  the  mercy  of  those  ob\iou8ly  hostile  to  my  opinions  and  suggestions  and  of 
some  whose  fondness  for  myself  is  not  exactly  enthusiastic. 

These  two  reasons  appear  to  me  to  be  convincing  and  conclusive. 

As  I  have  stated  to  you  and  to  the  board  in  my  letter  of  February  14  and  oAerwise, 
in  writing  and  in  conversation,  I  am  entirely  willing  to  have  the  discussion  in  the 
open,  and  all  my  letters  to  the  board  or  to  you  and  any  replies  that  have  been  made 
or  may  be  made  spread  before  the  public,  deleting  names  or  references  where  these 
may  seem  desirable  for  the  protection  of  others.  The  large  problems  discussed  in  this 
correspondence  is  the  public's  vitally  important  business.  In  my  view,  the  public 
is  entitled  to  know  all  about  it.  My  experience  tells  me  that  straight-forward  frank- 
ness and  open  dealing  in  all  matters  of  public  concern  are  the  surest  way  to  the  gen- 
eral confidence  that  is  the  foundation  of  safety.  For  my  part,  I  know  of  nothing  in 
this  matter  or  anywhere  in  my  official  life  that  I  wish  to  hide. 

If  this  view  is  not  shared  by  the  boaid  I  reiterate  now  my  former  offer  and  pledge 
to  convey  to  each  of  the  persons  to  whom  I  gave  copies  referred  to  of  my  letter  of 
December  28,  any  reply  or  rejoinder  the  board,  or  anytx)dy  in  its  behalf,  may  prepare 
all  comments  or  remarks  on  the  subject  by  me  to  be  in  writing  and  copy  thereof  to  be 
transmitted  to  the  board.  Years  of  hereafter  and  disclosure  are  to  come.  The  more 
clearly  every  act  and  motive  of  ours  is  put  in  permanent  record  and  the  less  casual  or 
loose  conversation  or  secret  discussion  we  have,  the  better  fnr  ourselves,  the  buanea 
community,  and  the  country. 

Mere  knowledge  of  the  persons  who  have  seen  my  letter  of  December  28  or  the 
deleted  copies  of  same  can  be  of  no  imaginable  advantage,  although  I  told  generally 
of  their  character  and  relationships.  If  tne  board  wishes  to  reach  them  with  actual  or 
intended  communications  to  offset,  counteract  or  explain  what  I  have  written,  the 
way  is  open.  If  the  relationships  among  us  are  such  that  any  of  us  may  pretend  to 
Buspect  that  I  would  not  faithfully  keep  my  promise — and  I  do  not  feel  any  would 
really  feel  such  suspicion — I  certainly  can  not  be  expected  to  submit  my  case  to 
hostile  presentation  not  to  be  recorded  or  put  before  me. 

I  hope  I  have  made  my  position  clear.  I  will  be  glad  to  have  the  whole  of  my 
correspondence  with  the  board  made  public,  deleting  such  names  or  direct  references 
as  may  cause  individual  hardship  or  injury.  I  will  be  glad  to  give  to  the  jpersons  who 
received  the  copies  of  my  letter  of  December  28  deleted,  any  reply  the  board  may 
wish  to  make.  For  reasons  given  before  and  for  the  further  reason  Uiat  the  names  of 
the  persons  who  received  my  letter  of  December  28  can  have  no  possible  bearing  on 
the  merits  of  this  case  or  the  truth  or  untruth  of  my  assertions  and  deductions,  I  respect- 
fully decline  to  furnish  the  list  requested.  Let  me  add  in  conclusion  that  I  have  not 
yet  received  the  explanation  invited  in  the  closing  paragraph  of  my  letter  to  you  of 
February  14, 1921,  in  which  I  said,  "I  hope  that  you  may  feel  justified  in  explaining 
to  me  more  fully  why  the  executive  committee  feels  that  it  can  not  be  '  in  a  position 
to  formulate  its  report'  without  having  before  it  a  list  giving  the  names  of  the  persoi^ 
to  whom  I  have  furnished  in  confidence  copies  of  my  letter  to  you  of  December  28." 
Sincerely  yours, 

John  Skblton  WnxiAiis,  Comptroller. 

Hon.  W.  P.  G.  Harding, 

Governor  Federal  Reserve  Board. 
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Mr.  Chairman,  I  will  nowread  a  letter  into  the  record  which  I 
wrote  to  Gov.  Harding  under  date  of  February  19,  1921. 

Representative  Funk.  Well,  now,  Mr.  Chairman,  if  the  letter 
which  Mr.  Williams  is  about  to  read  is  of  the  character  and  covering 
the  matter  that  the  last  letter  covered,  I  do  not  think  it  serves  the 
purposes  of  this  commission. 

Mr.  Williams.  It  is  not. 

Representative  Funk.  I  take  it  that  this  commission  is  not  inter- 
ested in  a  back-yard  quarrel.  If  this  witness  has  some  facts  as  to 
the  action  of  the  Fed!eral  Reserve  Board  in  restricting  credits  to 
agricultural  business  we  want  to  know  it,  but  I,  for  one,  am  not 
mterested  in  back-yard  quarrels. 

Mr.  Williams.  What  you  refer  to  as  a  back-yard  quarrel,  may  I 
say  respectfully,  Congressman,  is  giving  publicity  or  fiunishmg 
members  of  the  United  States  Senate  anaiiouse  of  Representatives 
with  copies  of  a  letter  which  set  forth  facts  and  conditions  which  I 
thought  vitally  aflfected  not  only  the  farming  interests,  but  the 
whole  business  interests  of  the  country. 

Representative  Funk.  That  may  be  true,  but  what  do  we  care 
whether  the  governor  or  some  member  of  the  Federal  Reserve  Board 
criticizes  you  for  sending  letters  to  members  of  the  Senate,  and  asking 
their  names  ?  That  does  not  help  us  in  this  inquiry.  We  have  spent 
15  or  20  minutes  in  listening  to  you  read  a  letter  in  which  you  set 
forth  yoiu*  quarrel  with  the  governor  of  the  Federal  Reserve  Board. 
That  does  not  help  this  commission  in  its  inquiry  at  aU. 

Mr.  Williams.  It  related  to  furnishing  to  the  United  States  Senate 
and  the  House  of  Representatives  copies  of  letters  which  dealt 
with  important  public  matters. 

Representative  Funk.  Well,  give  us  the  letters.  Give  us  the 
facts.  Tell  us  what  the  board  has  done  or  has  not  done;  that  will 
be  helpful  to  this  commission  in  its  investigation. 

Mr.  Williams.  I  will  do  so. 

The  Chairman.  What  is  the  dat^  of  the  letter  which  you  are  now 
about  to  read,  Mr.  Williams  ? 

Mr.  Williams.  February  19,  1921.  The  letter  is  as  follows 
[reading:] 

Treasury  Department, 
Comptroller  op  the  Currency, 

WdsMngton, 
Hon.  W.  P.  G.  Harding, 

Governor  Federal  Reserve  Board, 

Dear  Governor  Harding:  In  my  letter  to  jrou  of  December  28,  1920,  in  dis- 
cuflsbg  the  uneven  distribution  of  loans  and  credits  and,  what  seemed  to  me,  to  be  in 
certain  instances,  excessive  loans  by  tiie  New  York  bank  to  particular  banks  in  New 
YwkCity,  I  said: 

An  important  question  is  how  far  the  enormous  sums  which  the  reserve  system  is 
lending  to  the  banks  in  the  large  cities  are  being  used  for  the  protection  and  promotion 
of  legitimate  business,  and  how  far  these  funds  are  being  employed  in  speculation  or 
^  the  selfish  interests  of  the  officers  and  directors  of  the  borrowing  banKs  and  for  the 
concerns  in  which  these  officers  fvre  especially  interested. 

"The  inequalities  and  injustice  in  the  distribution  of  these  funds  become  apparent 
^en  we  analyze  the  uses  which  big  favored  banks  in  the  East  sometimes  make  of  the 
Dwney  they  liorrow  from  the  reserve  system." 

I  now  think  it  proper  to  bring  to  the  attention  of  the  board  the  following  case  which 
ha  come  to  my  notice  since  my  letter  to  you  on  this  subject.  I  have  reason  to  believe 
there  are  many  other  banks  to  whom  the  New  York  reserve  bank  was  lending  far 
l«g«  sums  than  the  particular  bank  referred  to  was  borrowing  from  the  reserve  bank, 
▼ho  also  loaned  to  tnis  unfortunate  borrower  at  unconscionable  rates — as  the  New 
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York  reserve  bank  or  the  board,  can  ascertain  if  you  see  fit  to  make  inquiry.  This 
instance,  however,  will  illustrate  how  loans  made  to  member  banks  by  the  New  York 
reserve  bank  are  sometimes  used. 

The  New  York  City  bank  referred  to,  whose  report  is  before  me,  states  that  its  bor- 
rowings from  the  Federal  reserve  bank  for  the  nine  months  from  February,  1920,  to 
October,  1920,  both  inclusive,  averaged  approximately  $5,000,000  for  each  of  these 
months.  This  is  equal  to  about  70  per  cent  of  the  capital  of  the  borrowing  bank— 
certainly  not  an  unjustifiable  amount  if  the  funds  obtained  were  properly  used.  In 
fact  the  borrowings  from  the  reserve  bank  by  this  particular  bank  have  been  com- 
mendably  light. 

The  bank  reports  that  its  rediscounts,  including  acceptances  with  the  New  York 
reserve  bank  which  in  May  amounted  to  $2,741,936— were  paid  off  by  June.  Its 
average  bills  payable,  however,  in  the  month  of  May  were  only  $1,290,322;  and  for  the 
month  of  Jime,  these  borrowings  from  the  reserve  bank  increased  to  an  average  of 
$  3,S9]  ,813— the  increase  for  June  over  May  being  $2,600,000. 

This  additional  $2,600,000  need  not  have  been  borrowed  from  the  reserve  bank  at 
that  time  but  for  two  certain  loans  which  the  member  bank  made  to  ostensibly  two 
borrowers  imder  date  of  Jime  14,  1920,  for  $1,000,000  each — ^particulars  in  regard  to 
which  I  shall  now  give  you. 

The  member  bank  reports  that  the  $3,891,813  borrowed  from  the  New  York  Federal 
reserve  bank  for  the  month  of  June  was  obtained  at  6  per  cent  per  annum  interest. 

But  in  lending  the  funds  to  one  of  the  bank's  customers  the  member  bank  collected 
for  interest  and  commission  on  $1,000,000  loaned  by  a  dummy  loan  to  its  customer 
(note  made  to  the  real  borrower's  secretary)  interest  and  commission  equivalent  to 
about  20  per  cent  per  annum  for  5  months  and  10  days. 

For  the  other  loan  the  bank  appears  to  have  charged  on  the  net  amount  loaned  the 
equiv^ent  of  about  200  per  cent  per  annum. 

It  appears  that  the  customer,  Mr. ,  gave  his  note,  secured  by  collateral  and 

payable  12  months  after  date,  for  $1 ,000,000.  The  bank  allotted  participations  in  thiB 
loan  to  eight  correspondent  banks  for  simas  aggregating  $475,000,  leaving  the  member 
bank's  net  commitment  on  the loan  $525,000. 

TheX^HAiRMAN.  This  is  the  instance  that  you  referred  to  yesterday, 
is  it? 

Mr.  Williams.  Yes.     [Continues  reading:] 

The  bank  received  a  check  from  Mr. for  a  cash  commission  of  $260,000,  so 

that  the  net  amount  advanced  by  the  lending  bank  was  only  $265,000  on  this  par- 
ticular loan. 

In  addition  to  the  26  per  cent  cash  commission,  Mr.  ,  the  borrower,  was 

required  to  pay  6  per  cent  per  anniun  interest,  and  the  loan  was  paid  off  in  5  months 
and  10  days. 

In  allotting  participations  in  the  $1,000.000 loan  to  eight  correspondent 

banks,  it  appears  that  the  correspondent  banKs  received  6  per  cent  per  annum  interest, 
plus  a  cash  commission  of  3  per  cent,  the  New  York  member  bank  retaining  23  per 
cent  cash  commission  in  addition  to  6  per  cent  per  annum  interest  and  allotting  to 
the  correspondent  banks  which  participated  with  it  only  3  per  cent  cash  commission 
in  addition  to  6  per  cent  per  annum  interest. 

The  net  results  of  this  transaction,  it  appears,  were  as  follows: 

Member  banks'  average  borrowings  from  the  New  York  Federal  Reserve 
Bank  in  June,  1920 : $3,891,813 

Amount  of  this  bank's  participation  in  loan  on stock  before  deduct- 
ing $305,750  cash  commission 1, 525, 000 

Net  amount  loaned  to  Mr. and  his  secretary  after  deducting  $475,000 

participation  allotted  to  eight  other  banks,  and  also  after  deducting 

$305,750  cash  commission  received  from  Mr. ,  in  addition  to  6  per 

cent  per  annum  interest,  for  the  loan  made  to  him  direct  on  his  own 

note  and  on  the  loan  made  on  the  *'  dummy  "  note  of  his  secretary 1, 219, 250 

Interest  and  commission  collected  by  New  York  member  bank  for  making 
the  aforesaid  net  loans  of  $1,219,250 344,416 

These  figures,  therefore,  show  that  this  particular  bank  borrowed  this  net  amount 
of  $1,219,250  from  the  Federal  reserve  bank  of  New  York  at  6  per  cent  per  annum,  and 
loaned  it  or  the  equivalent  to  its  customer  for  5  months  and  10  days  at  the  rate  of 
about  63  per  cent  per  annum. 

Or  if  we  consider  separately  the  dummy  loan  of  $1,000,000  made  to  Mr. -'■ 

secretary  or  stenographer  (all  of  which  it  appears  was  loaned  by  the  member  bank) 
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and  the  $525,000  participation  in  the  $1,000,000  loan  made  to  Mr. direct  and 

letained  by  me  member  bank,  it  will  be  seen  that  this  bank  received,  in  interest  and 

commisaion  on  its  participation  in  the  $1,000,000  direct  loan  to  Mr. ,  the  equiv* 

alent  of  about  200  per  cent  per  annum  interest  for  the  5  months  and  10  days  that  Uie 
loan  was  outstanding. 

And  on  the  dummy  loan  to  Mr. 's  secretary  it  received  in  commission  and 

interest  the  equivalent  of  about  20  per  cent  per  annum  for  the  same  period  5  months 
and  10  days. 

If  we  consider  the loan  separately  it  i^peais  that  the  member  bank  bonoved 

from  its  reserve  bank  the  net  sum  <n  $265,000  at  6  per  cent  per  annum  for  5  months  and 

10  days,  at  a  cost  of  $7,066,  and  loaned  the  same  amount,  net,  $265,000,  to  Mr. , 

collecting  from  him  for  its  use  for  5  months  and  10  days,  the  sum  of  $259,750,  which  is 
equivalent  to  about  200  per  cent  per  annum  interest. 

In  other  words  the  member  bank  paid  the  reserve  bank  $7,066  for  the  use  of  $265,000 
for  5  months  and  10  days  and  collected  from  a  customer  for  acconunodating  him  with 
a  loan  of  like  amoimt,  the  sum  of  $259,750,  thereby  making  a  net  profit  of  ^52,684  on 
the  transaction. 

The  final  result  of  the  two  loans  was  that  the  national  bank  here  referred  to  paid 
the  reserve  l^mk  for  interest  on  $1,219,250  (net  amount  kept  of  both  loans)  approxi- 
mately $52,513,  and  exacted  from  its  customer  for  the  same  amount  of  money  (part  of 

which  was  for  the  direct  loan  to  Mr. and  part  for  the  dummy  loan)  the  sum  of 

1344,416,  or  a  net  profit  on  the  two  transactions  of  $511,903. 

It  is  worthy  of  note  that  the  extortion  practiced  on  this  particular  customer  by  this 
bank  and  by  other  banks  with  which  he  was  dealing  at  thiat  ti^e  were  active  factors 
in  taking  them  close  to  disaster,  if  current  reports  on  this  subject  are  correct. 

Is  not  this  incident  another  strone;  anpiment  in  favor  of  the  recommendation  which 
I  have  recently  made  to  Congress,  that  banks  obtaining  accommodations  from  reserve 
banks  should  be  prevented  from  charging  their  custom^^  more  than  a  reasonable 
and  mod^ate  advance  above  the  rates  they  pay  to  the  reserve  banks?  In  this  instance 
money  borrowed  from  the  Federal  reserve  oank  actually  was  being  used  in  crushing 
an  important  citizen,  the  head  of  great  enterprises. 

£v^  business  man  knows  that  the  enevitable^  l(^cal  result  of  such  unscrupulous 
extortbn^  as  these  here  brou^t  to  your  notice,  is  ruin  for  the  victim  of  them.  The 
oash  which  the  banks  exacting  such  tribute — ^with  the  unconscious  assistance  of  the 
JPederal  reserve  bank — created  to  conserve  and  protect  our  commerce  and  finances — 
did  so  much  to  precipitate,  might  have  been  far-reaching.  It  nught  have  thrown 
thousands  of  employees  out  of  work,  forcing  distress  on  their  families  and  de6troyinfi[ 
^eir  power  to  buy  from  our  merchants  and  manufacturers  and  pay  their  rent  to  real 
estate  owners.  It  would  have  added  very  seriously  to  the  dangers  to  our  welfare 
already  existing.  The  Reserve  Board  can  not  with  impunity  condone  or  sit  silently 
by  while  its  funds  are  being  used  for  wrecking  purposes — ^it  may  make  itself,  it  seems 
to  me,  particeps  criminis,  accessory  before  and  after  the  fact. 

In  my  letter  to  you  of  December  28, 1920, 1  caUed  your  attention  to  the  manner  in 
which  certain  banks  in  New  York  City  were  borrowing  nuge  sums  of  money,  not  merely 
to  supply  legitimate  demands  of  business  and  commerce  or  in  order  to  enable  them  to 
accommodate  conespondent  banks  in  the  interior,  but  for  the  purpose  of  promoting 
■peculations  and  market  manipulations;  and  I  broiight  to  your  notice  a  number  of  in- 
itances  where  institutions  borrowing  most  heavily  from  the  New  York  reserve  bank 
were  making  enormous  loans  to  their  own  officers  and  to  the  officers  of  other  member 
banks  for  the  promotion  of  their  individual  speculations.  I  called  your  attention  to 
one  particular  instance  where  a  large  bank,  debtor  to  the  New  York  reserve  bank  for 
more  than  $100,000,000,  was  lending  to  its  nead  officer  and  to  the  members  of  his  im- 
mediate family  about million  dollars,  or  more  money  than  this  member  bank 

was  lending  to  all  of  its  national  bank  corre^>ondents  throughout  the  entire  country. 
I  also  called  your  attention  to  another  banking  institution  in  New  York  City,  to 
which  the  Federal  reserve  bank  was  lending  more  than  $100,000,000,  which  was  ad- 
vancing huge  sums  to  various  speculative  syndicates,  in  which  its  own  active  officers 
were  Ivgely  interested,  and  in  a  letter  I  pointed  out  to  you  the  methods  which  were 
being  used  to  camouflage  and  conceal  the  actual  interest  of  the  bank's  officers  in  these 
speculative  syndicates  which  were  absorbing  such  large  sums  supplied  by  the  reserve 
bank  of  New  York. 

In  my  letter  to  you  of  January  12, 1921,  in  diBCUssing  this  aspect  of  the  situation,  I 
aaid: 

**I  feel  confident  that  these  secret  methods  by  which  the  officers  of  the  bank  made 
use  of  the  funds  of  the  institution,  can  no  more  be  approved  by  you  than  they  can  be 
by  this  bureau." 
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In  the  letter  whirh  I  wrote  you  on  January  28,  1920,  more  than  a  year  ago,  I  called 

Jrour  attention  to  the  fact  that  the  funds  of  the  reserve  bank  of  New  York  were  beng 
argely  ased,  or  misused,  in  lending  enormous  sums  to  a  certain  banking  institution  in 
New  York  City  which  had  become  conspicuous  for  its  speculative  operations  and 
which  was  already  being  much  criticised  by  conservative  bankers  I  pointed  out  to 
you  that  the  New  York  reserve  bank  was,  at  that  time,  lending  an  amount  nearly  six 
times  its  own  capital,  that  is  to  say,  six  times  the  camtal  of  the  reserve  bank  of  New 
York  to  tJiat  one  member  institution,  and  I  showed  you  that  the  money  which  the 
New  York  reserv^e  bank  had  loaned  to  that  one  borrower  on  December  31, 1919,  amounted 
to  nearly  twice  as  much  as  the  aggr^ate  amount  of  loans  and  discounts  which  the 
Federal  reserve  bank  of  Dallas  was  lending  at  that  time  to  all  of  its  member  banks  in 
that  great  district,  embracing  the  entire  state  of  Texas  and  parts  of  the  states  of  I^ouis- 
iana,  Oklahoma,  New  Mexico,  and  Arizona. 

It  appears  that  in  order  to  make  these  huge  loans  to  those  institutions  the  New  York 
Fedeml  reserve  bank  had  f  oimd  it  desirable  to  rediscount  or  borrow,  about  the  time  of 
my  letter  to  you  of  January  28.  1020,  over  $118,000,000  from  seven  other  Federal 
reserve  banks,  including  among  others,  the  reserve  banks  of  Dallas,  Chicago  and 
Atlanta,  whose  resources  available  for  their  own  member  banks  were  to  that  extent 
lessened. 

I  said  to  you  in  my  letter  of  January  28,  1920,  to  which  I  have  referred:  "This  is 
a  concentration  of  the  funds  of  the  system  with  one  debtor  bank  conspicuous  for  its 
speculative  operations  and  promotions  which,  in  my  judgement,  is  not  only  not  justi- 
fied, but  distinctly  dangerous  and  I  feel  it  my  duty  to  r^;ister  my  strong  dissent  from 
a  continuance  of  such  conditions  as  these,  by  writing  you  as  I  am  doing,  ba  an  ex- 
officio  member  of  the  board.'* 

That  was  more  than  18  months  ago. 

Representative  Mills.  What  was  the  date  of  that  letter ! 

Mr.  Williams.  January  28,  1920. 

Representative  Mills.  January  28,  1920? 

Mr.  Williams.  Yes. 

Representative  Mills.  Just  read  that  again,  will  you? 

Mr.  Williams  (reading) : 

I  said  to  you  in  my  letter  of  January  28,  1920,  to  which  I  have  referred: 

"This  is  a  concentration  of  the  funds  of  the  system  with  one  debtor  bank  con- 
spicuous for  its  speculative  operations  and  promotions,  which,  in  my  judgment, 
is  not  only  not  justified,  but  distinctly  dangerous  and  I  feel  it  my  duty  to  register 
my  strong  dissent  from  a  continuance  of  such  conditions  as  these,  by  writing  you  as 
I  am  doing,  as  an  ex-officio  member  of  the  board. " 

I  also  said  in  that  same  letter:  "  With  such  facta  before  us  *  *  *  as  I  have 
here  undertaken  to  bring  to  your  attention  our  responsibility  becomes  serious  and 
very  real. "  and  I  asked  you  to  bring  the  matter  to  tne  attention  of  the  board. 

I  have  additional  reasons  now  for  believing  that  the  ftmds  advanced  during  the 
past  year  by  the  reserve  bank  of  New  York  to  that  particular  institution  and  also 
to  other  banks  in  that  district  have  been  used  to  a  wholly  unjustifiable  extent  for  the 
promotion  of  stock  deals  and  syndicate  operations  upon  which  extortionate  interest 
and  commissions  have  been  exacted  and  in  many  of  which  syndicate  deals  and 
operations  the  oflicers  of  this  heavy  debtor  institution  have  been  directly  and  in- 
directly interested. 

The  Federal  Reserve  Board  and  the  reserve  bank  of  New  York  are  empowered  by 
law  to  make  examinations  of  all  member  banks  and  I  have  several  times  urged  upon 
you  the  desirability  of  having  such  an  examination  made  of  this  leading  debtor  of  the 
Federal  reserve  system,  either  by  the  examiners  of  the  board  or  by  the  examiners  of 
the  Federal  reserve  bank  of  New  York,  in  order  that  the  New  York  reserve  bank,  at 
least,  might  have  an  intelligent  understanding  of  the  condition  and  operations  of  that 
institution  and  of  the  purposes  for  which  the  huge  sums  of  money  which  it  was  lending 
to  that  member  bank  were  being  used.  The  importance  of  having  such  data  is  too 
obvious  for  discussion  here. 

Thus  far,  however,  as  far  as  I  am  informed,  no  such  examination  has  ever  been 
imdertaken  by  the  board  or  the  New  York  reserve  bank,  although  I  learn,  indirectly, 
that  one  or  two  of  the  board's  examiners  or  the  reserve  bank's  examiners  have  ac- 
companied the  State  examiners  on  certain  occasions  in  their  examinationB. 

Meanwhile,  I  hear  indirect  reports  which  indicate  that  the  member  institution 
above  referred  to  during  the  past  year  has  been  making  larje  loans  on  time  for  specu- 
lative or  other  ventures  for  which  it  has  charged,  in  certain  instances,  as  high  as  50 
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per  cent  per  annum  interest  for  money  at  the  same  time  it  was  obtaining?  funds  from 
the  reBerve  bank  at  5^  to  7  per  cent  per  annum.  You  can  ascertain  whether  these 
reports  are  correct  or  whether  they  are  exaggerated. 

A  New  York  man,  usually  well-informed,  recently  referred  to  an  instance  wheit- 
it  was  reported  the  head  of  a  large  manufacturing  concern  whi(  h  employed  thousands 
of  men,  found  hinxself  in  need  during  the  past  year  of  15,000,000  for  which  he  offered 
abundant  collateral;  but  upon  applying  to  the  New  Y'ork  banks  was  forced,  in  order 
to  get  funds,  to  pay  cash  commissions  of  about  $1 ,000,000  in  addition  to  6  per  cent 
p^  annum  interest  for  the  loan  which  was  repaid  in  less  than  six  months— the  money 
being  obtained,  I  understand,  largely  from  member  banks  which  were  borrowing  from 
the  reserve  system  at  6  per  cent.    I  do  not  think  such  rapacity  should  be  tolerated . 

I  again  repeat  the  recommendations  which  I  have  made  on  several  pre-v  ious  occa- 
sions that  the  examiners  of  the  board  or  the  bank  of be  authorized  and  directed 

to  make  such  an  examination  of  the  affairs  of  a  certain  leading  debtor  of  the  reserve 
bank  of as  may  be  necessary  for  a  proper  understanding  of  its  iriethods  and  prac- 
tices and  operations,  and  also  to  develop  to  what  extent  the  funds  for  thiB  institution 
are  beine  used  or  have  been  used  for  the  promotion  of  the  speculative  undertakings 
and  syndicate  operations  of  its  own  oflBcers  and  directors  and  of  the  officers  of  other 
member  banks  which  are  also  borrowing  heavily  from  the  reeerve  bank  of . 

The  maimer  in  which  certain  New  York  banking  institutions  ha^  e  borrowed  enor- 
mous sums  from  the  Federal  reeerve  bank  of  New  York  at  rates  of  from  5  to  7  per  cent 
and  have  taken  advantage,  of  the  necessities  of  needy  borrowers  in  trying  times  by 
acconunodating  them  witn  time  money  at  rates,  in  some  instances  as  high  as  50  per 
cent  per  annum,  and  in  at  least  one  instance  about  200  per  cent  per  annum,  is,  in  my 
opinion,  uneconomic,  unconscionable,  and  barbarous,  and  I  am  not  willing,  as  far  as 
I  am  concerned,  to  have  such  operations  pass  unnoticed  or  without  protest. 

Our  reeerve  board  will  not  hereafter  be  able  to  escape  heavy  public  censure  on  the 
excuse  that  it  was  not  advised  of  the  details  of  such  transactions.  Such  examinations 
as  I  urged  the  board  to  imdertake  more  than  a  year  ago  would.  I  believe,  have  brought 
to  light  methods  and  practices  calling  for  drastic  action  and  remedy,  and  in  my  judg- 
ment it  would  have  been  the  duty  of  the  board  if  it  had  possessed  a  knowledge  of  the 
facte  which  it  can  now  obtain  if  it  desires  them,  to  have  refrained  from  granting  enor- 
mous loans  to  institutions  continuing  or  proposing  to  continue  such  operations  as 
some  of  those  to  which  our  attention  has  more  than  once  been  directed. 

As  I  have  pointed  out  on  other  occasions  the  records  of  this  office  show  that  the 
artificially  fixed  money  rates  in  New  York  City  have  had  the  effect  of  drawing  to  New 
York  City  from  all  parts  of  the  country  many  hundreds  of  millions  of  dollars  which, 
from  the  standpoint  of  the  public  welfare,  could  be  better  employed  if  they  had  been 
permitted  to  remain  in  their  own  respective  communities  to  be  loaned  there  for 
legitimate  business,  and  within  the  legal  rates  of  interest  permissible  in  the  several 
Sutes. 

The  reports  of  this  office  show  that  on  December  29, 1920,  the  national  banks  alone 
in  New  York  City,  held,  for  account  of  correspondent  banks  in  all  parts  of  the  country, 
an  acgrogate  of  approximately  $800,000,000;  while  the  total  amount  of  money  which 
all  the  national  banks  in  New  York  City  were  lending  to  their  correspondent  banks 
in  all  parts  of  the  country,  directly  and  indirectly,  amounted  to  less  than  $280.000,000 . 

Official  records  also  snow  that  in  addition  to  the  deposit  balances  carried  in  New 
York  national  banks  for  outside  banks,  the  local  New  York  banks  were  lending  in 
Wall  Street,  for  outside  customers  and  correspondents,  hundreds  of  millions  of  dollars 
drawn  thither  from  all  parts  of  the  country  to  take  advantage  of  the  high  interest 
rates,  maintained  there  partly,  it  has  been  alleged,  for  the  express  purpose  of  entic- 
ing money  from  other  sections.  My  Annual  Report  for  1920  (p.  144)  shows  that  the 
loans  made  by  Ne\^  York  City  national  banks  for  account  of  all  correspondent  banks 
on  May  4,  1520,  amounted  to  more  than  $600,000,000. 

The  official  reports  indicate  that  the  total  amount  of  money  which  the  national 
banks  in  New  York  City  have  to  the  credit  of  their  correspondent  banks  in  all  parts  of 
the  country,  plus  the  funds  which  the  New  York  national  banks  have  loaned  m  Wall 
Street  for  account  of  their  correspondent  banks  in  all  sections  of  the  country,  exceeds 
in  the  aggregate  the  total  amount  of  money  advanced  to  all  member  banks  either  on 
bills  payable  or  on  rediscounts  by  all  of  the  Federal  reserve  banks,  excepting  only  the 
Federal  reserve  bank  of  New  York,  but  including  the  11  reserve  banks  of  Boston, 
Philadelphia,  Chicago,  Cleveland,  Richmond,  Atlanta,  Dallas,  St.  Louis,  Minne- 
apolis, Kansas  City,  and  San  Francisco,  with  more  than  8,800  member  banks.  These 
figures  impress  me  as  being  sienificant  and  worthy  of  the  study  of  the  board. 

I  widerstand  that  the  records  also  show  that  very  recently  four  banking  institutions 
iJtt  New  York  City  were  foimd  to  be  borrowing  from  the  New  York  reserve  bank  about 
three  times  as  much  money  as  all  the  national  banks  of  the  country,  more  than  7,500 
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had  ever  borrowed  at  any  one  time  on  their  bills  payable  or  on  rediscountB,  \nor  to 
the  inauguration  of  the  Federal  reserve  system. 

I  am  told  that  the  claim  has  been  made  in  behalf  of  the  New  York  banks  that  the 
money  which  they  borrow  from  the  reserve  bank  of  New  York  is  largely  for  the  purpose 
of  meeting  the  demands  made  upon  them  for  accommodation  by  banks,  mercfaftnts, 
and  individuals  in  other  parts  of  the  country,  but  an  analysis  of  the  situation  does 
not  support  this  theory. 

The  reports  of  January  31,  1920,  show  that  the  total  amount  of  money  loaned  by 
all  the  national  banks  in  New  York  City  to  all  borrowers  outside  of  the  Eastern  States 
amounted  to  only  $743,000,000,  of  which  one  hundred  and' fire  millions  were  loaned 
in  the  New  England  States,  one  hundred  and  sixty-nine  millions  in  the  Southern 
States,  two  hundred  and  ninety-one  millions  in  the  Middle  States,  forty-two  milli<xks 
in  the  Western  States,  thirty-four  millions  in  the  Pacific  States,  and  something  over 
one  hundred  millions  in  toreign  countrie9»  our  insular  posbessions,  and  Alaska  (see 
p.  214, 1920,  annual  report). 

On  the  same  date  the  money  deposited  in  the  national  banks  of  New  York  City  by 
other  banks  in  all  parts  of  the  cotmtry  aggregated  1896,000,000. 

Representative  Mills.  Why  did  you  pick  out  that  particular  date? 

Mr.  Williams.  We  did  not  have  those  figures  available  for  all 
dates.     It  is  only  about  once  a  year  that  I  think  we  got  it. 

Representative  Mills.  You  only  have  them  for  one  date  a  year  ? 

Mr.  Williams.  I  think  so. 

Representative  Mills.  Well,  it  is  in  your  report,  isn't  it  ? 

Mr.  Williams.  Yes. 

Representative  Mills.  Well,  are  you  not  famiUar  with  your  own 
report  ? 

Mr.  Williams.  I  think  it  is  once  a  year. 

Representative  Mills,  You  are  not  sure  ? 

Mr.  Williams.  Why^  yes;  I  can  not  say  whether  we  may  not  have 
at  one  time  called  for  it  in  January  and  another  time  in  December, 
but  I  think  we  have  it  only  once  in  1920. 

Representative  Mills.  Will  you  glance  at  your  reports  and  see  if 
you  have  the  figures  for  more  tnan  one  date  ? 

Mr.  Williams.  The  report  is  of  January  31,  1920.  Wcdl,  this  is 
the  report  for  1920.    I  think  that  is  the  last,  without  looking  it  up. 

Representative  Mills.  You  are  giving  figures  for  January,  1920. 

Mr.  Williams.  Yes;  and  this  is  the  report  for  that  year. 

Representative  Mills.  But  I  am  asking  you  for  the  whole  year. 
You  nave  given  oneparticular  date. 

Mr.  Williams.  Well,  I  think  that  is  the  only  report  we  had  for 
that  year. 

Representative  Mills.  Will  you  make  sure  ? 

Mr.  Williams.  I  think  that  is  so.  There  is  pa^e  214,  Mr.  Mills. 
You  can  find  it  yourself.  I  did  not  have  time  to  look  through  tiie 
whole  report,  but  I  think  that  is  correct.  If  not  correct,  I  will  be 
glad  to  put  in  any  other  figures. 

The  Chaieman.  Was  there  any  similar  report  made,  or  any  similar 
call  made  for  information  in  January,  1921 1 

Mr.  Williams.  I  sent  out  in  February,  1921,  a  call  to  the  national 
banks  requesting  them  to  advise  me  the  amount  of  money  which  they 
held  for  account  of  depositors  in  each  particular  State  of  the  Union. 
And  I  would  respectfully  suggest  to  the  committee  that  if  they 
should  be  able  to  get  that  information  from  the  comptroller's  office 
it  would  be  exceecungly  illuminating  to  them.  I  resided  as  comp- 
troller before  the  reports  which  I  cSled  for  were  received  and  corn- 
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pfled.  I  do  not  know  whether  they  have  been  compiled  or  not,  but 
if  they  have  not  been  compiled  I  desire  to  say  to  this  committee  that 
I  think  the  information  which  they  contain  will  be  very  helpful  to  you. 

The  Chairman.  Was  this  call  that  you  refer  to  now  a  call  for  the 
same  information  that  is  contained  in  the  report  of  January,  1920? 

Mr.  Williams.  In  part.  This  particular  information  which  I 
called  for  in  February  had  never  been  called  for  in  that  precise  form 
before.  * 

The  Chairman.  Will  you  state  now  just  what  the  questionnaire 
asked  for  ? 

Mr.  Williams.  I  would  suggest  that  a  telephone  request  to  the 
Comptroller  of  the  Currency  would  furnish  vou  with  the  blanks  in  the 
form  in  which  they  were  sent  out.  I  don  t  know  whether  I  have  a 
copy  here  or  not.  But  I  think  it  would  be  interesting  to  the  com- 
mittee. 

The  Chairman.  I  thought  you  could  tell  us  what  it  contained. 

Mr.  Williams.  I  can  tell  you  what  it  calls  for.  It  requires  the 
banks  to  show  the  location  of  their  principal  depositors.  For  ex- 
ample, if  that  is  compiled  it  would  snow  how  much  of  the  money, 
how  much  of  the  individual  deposits  in  the  New  York  banks  are  for 
accoimt  of  individual  depositors  in  the  West  or  in  the  East  or  in  the 
South  or  in  New  York  State  itself. 

The  Chairman.  Was  this  particular  call  confined  to  New  York 
banks? 

Mr.  Williams.  I  think  that  was  a  general  request.  My  impression 
is  that  it  was  for  all  banks,  certainly  all  reserve  city  banks.  There 
are  about  sixty  odd  reserve  cities,  and  my  impression  at  the  moment 
is  that  it  was  for  all  banks.  It  was  either,  1  think,  for  all  banks  or 
for  all  citv  reserve  banks,  but  I  think  it  was  for  all  banks. 

(The  blank  form  is  here  inserted  in  the  record,  as  follows:) 

[Treasury  Department,  Comptroller  of  the  Currency,  Form  2137-B,  Feb.  18-21.] 

Trbasury  Department, 
Office  of  the  Comptroller  of  the  Currency, 

Washington,  D.  C,  February  t5y  1921. 
To  the  pretident  or  cashier: 

Sm:  You  are  reauested  to  forward  to  this  office,  in  accordance  with  the  provision 
ofaeption  5211,  U.  S.  R.  S.,  a  special  report  on  this  blank  iotm  showing  the  geographical 
locatioD  by  States  of  your  depositors,  the  number  of  accounts  of  depositors  located 
in  each  State,  and  the  aggregate  deposit  balances,  exclusivfe  of  bank  deposits,  at  the 
dose  of  business  on  Monday,  February  21,  1921. 

In  reporting  balances  to  the  credit  of  individuals,  the  State  in  which  the  depositor 
i^sides  or  in  which  his  checks  are  usually  dated  should  be  credited  with  the  balance. 
Iq  instances  where  deposit  balances  of  firms  or  corporations  are  subject  to  the  order 
of  an  officer  or  employee  of  the  firm  or  corporation,  which  maintains  several  accounts, 
the  State  in  which  the  office  or  place  of  business  is  located,  of  the  officer  or  employee 
authorized  to  draw  on  such  accouats  should  In  this  report  be  credited  with  such  de- 
posit balance. 

Respectfully, 

Jno.  Skelton  Williams, 
Comptroller  of  the  Currency. 
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Statement  showing  deposit  balances  in  national  banks^  according  to  the  location  of  the    \ 

depository  rendered  by  the National  Bank  of ,  as  of  Mondao, 

February  21 ,  lOtl^  in  response  to  request  from  Comptroller  of  the  Currency  daUd  Fd- 
ruarygSflStl, 


States. 

Number 
of  deposit 
accounts 

Aggregate 
deposit 
balances. 

States. 

Number 
of  deposit 
accounts. 

Aggregate 

deposit 

balances. 

Maine 

Ohio 

Nevf  Hampshire. 

Indiana 

Vermont 

Illinois 

Massachusetts. . .    . 

Michigan 

Rhode  [sland 

Wisconsin 

Connecticut 

Minnesota 

__ 

Total,  Northeastern 

Missouri 

States 

Total,  Middle  States. 
North  Dakota 





... 

... 

... 

NeJi-York 

••• 

••• 

111 

111 

New  Jersey 

Pennsylvania 

South  Dakota 

Delaware 

Nebraska 

Maryland 

Kansas 

District  of  Coiutnbia 

Montana 

Total,  Eastern  States . 

Colorado 













New  Mexico 

Virginia 

Oklahoma 

" 

West  Virginia 

Total,  Western  Sutes. 
Washington 

North  Ca'-olina. ..'.'.'....,[., 

South  Carolina 







' 



Georgia 

Florida 

Oregon." 

Alabama 

California 

Mississippi 

Idaho 

Louisiana 

Utah 

Texas 

Nevada 

Arkansas 

Arizona 

Kentucky 

Alaska 

■ 

Tennessee. 

Total,  Pacific  States. 
HawaU 





Total,  SoathemStates. 



-ULl 

... 

... 

Total,  United  States. 



= 

= 

= 

= 

I,  ,  of  the  above-named  bank,  do  solemnly  swear  that  the 

(President  or  cashier. J 
above  statement,  to  the  beet  of  my  knowledge  and  belief,  is  true,  and  fujly  and  cor- 
rectly seta  forth  the  information  called  for  by  the  Comptroller  of  the  Currency  in  his 
request  of  February  25,  1921. 

(President  or  cashier.) 
Correct. — Attest: 

[To  be  attested  by  not  less  than  

three  directors  otfier  than  the  

officer  verifying  the  report.]  

Directors. 

[Place  for  official  seal  to  be       State  of 

affixed  by  officer  before  whom       County  of 

acknowleiiged.    See  act  of  Feb.  Sworn  to  and  subscribed  before  me  this 

26,  1881.  Notary  must  not  be  an        day  of ,  1921;  and  I  hereby  certify 

officer  or  director  of  the  bank.]  that  I  am  not  an  officer  or  a  director  of  this  bank. 

Notary  Public. 

Note.— This  report  must  be  sworn  to  by  the  preSsident  or  cashier  (oaths  made  by 
other  officer  will  not  suffice),  attested  by  not  less  than  three  directors,  and  forwarded 
to  the  Comptroller  of  the  Currency  with  the  least  possible  delay. 

Representative  Mills.  Where  will  I  find  your  figure  of  $800,- 
000,000  on  deposit  in  this  report  ? 
Mr.  Williams.  (Reading:) 
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The  reports  of  January  31,  1920,  show  that  the  total  amount  of  money  loaned  by  all 
the  national  banks  in  New  York  City  to  all  borrowers  outside  of  the  Eastern  States 
amounted  to  only  $743,000,000. 

You  will  find  that  on  page  214,  1920,  annual  report. 
Representative  Mills.  I  found  that. 
Mr.  Williams.  Now,  what  is  the  other  one  you  want  ? 
Representative  Mills.  You  gave  some  other  figure  of  800  million 
and  some,  I  think. 
Mr.  Williams.  (Reading:) 

On  the  same  date,  the  money  deposited  in  the  national  banks  of  New  York  City  by 
othCT  banks  in  all  parts  of  the  country 

Representative  Mills.  You  have  included  eastern  States  there  ? 
Mr.  Williams.  (Reading:) 

The  money  deposited  in  the  national  banks  of  New  York  City  by  other  banks  in  all 
parts  of  the  country  aggregated  $896,000,000. 

Representative  Mills.  You  showed  two  sets  of  figures. 

Mr.  Williams.  I  use  the  same  figures  I  have  given  here. 

Representative  Mills.  In  the  first  item,  in  other  words,  j^ou  have 
excluded  the  Eastern  States,  and  in  the  second  you  have  included 
them) 

Mr.  Williams.  In  the  first  statement  I  have  given  figures  by  dis- 
tricts. 

Representative  Mills.  In  the  $896,000,000  item  you  have  included 
all  Eastern  States? 

Mr.  Williams.  It  gives  it  in  detail  by  divisions. 

Representative  Mills.  Now  wait  a  minute.  Will  you  please  read 
that  statement  again. 

Mr.  Williams.  (Reading:) 

The  reports  of  January  31,  1920,  show  that  the  total  amount  of  money  loaned  by  all 
the  national  banks  in  New  York  City  to  all  borrowers  outside  of  the  Eastern  States 

Representative  Mills.  Yes. 

Mr.  Williams.  Outside  of  the  Eastern  States.  That  word  "out- 
side" was  emphasized,  was  put  in  caps. 

Representative  Mills.  Yes,  outside  of  the  Eastern  States. 

Mr.  WiLUAMS.  Amounted  to  only  $743,000,000. 

Representative  Mills.  Yes. 

Mr.  Williams.  Of  which  one  hundred  and  five  millions  were  loaned 
in  the  New  England  States. 

On  the  same  date  the  money  deposited  in  the  national  banks  of 
New  York  City  by  other  banks  in  all  parts  of  the  country  aggregated 
$896,000,000. 

Representative  Mills.  Yes. 

Mr.  Williams.  I  made  that  distinction  there  very  clear. 

Representative  Mills.  So  that  in  the  first  figure  you  have  excluded 
the  Eastern  States. 

Mr.  Williams.  I  am  stating  that  very  positively. 

Representative  Mills.  But  in  the  second  figure  you  have  included 
Eastern  States. 

Mr.  Williams.  Yes,  it  is  precisely  as  riven  in  the  report. 

Representative  Mill^.  Exactly;  out  do  you  think  it  fair  when  you 
&re  using  the  figures  as  a  basis  of  comparison  to  exclude  as  important 
an  item  as  theEastem  States  ? 
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Mr.  Williams.  It  is  fair  if  you  state  precisely  the  basis  on  which 
the  comparison  was  made.  I  don't  know  whether  the  details  which 
were  accessible  to  me  enabled  me  to  do  anything  else. 

Representative  Mills.  Well,  now  let  us  hear  your  conclusion. 

Mr.  Williams.  (Reading:) 

Therefore,  we  find  that  the  balances  carried  in  New  York  City  banks  by  other 
banks  alone,  exceeded  the  aggregate  of  all  loans  made  by  all  New  York  City  national 
banks  to  all  borrowers  in  all  other  parts  of  the  country  outside  of  the  Eastern  States, 
including  banks  and  everybody  else. 

That  is  very  explicit. 

Representative  Mills.  Exceeded  by  how  much  ? 

Mr.  Williams.  Exceeded.     It  did  not  show  by  how  much. 

Representative  Mills.  Now,  let  us  include  the  Eastern  States  and 
let  us  see  what  the  result  will  be. 

Mr.  Williams.  I  have  not  the  figures. 

Representative  Mills.  You  have  them  in  your  report.  Now,  in- 
clude the  Eastern  States  in  your  items  and  see  what  the  result  will  be. 

Mr.  Williams.  What  figures  do  you  want  ? 

Representative  Mills.  1  want  you  to  use  exactly  the  same  figures 
for  the  same  items.  In  other  words,  if  you  are  going  to  include 
Eastern  States  in  one  item  I  want  you  to  mclude  them  m  the  other 
item  and  see  what  result  you  reach. 

Mr.  Williams.  Let  me  call  vour  attention  to  the  fact  that  in  one 
case  I  give  the  deposits  from  banks  only,  but  the  loans  are  to  both 
banks  and  all  individuals.  These  reports  of  which  I  speak  and  for 
which  I  called  would  have  enabled  us  to  make  a  comparison  on 
approximately  the  same  basis.  The  information  had  not  been  com- 
piled, and  therefore  I  could  not  use  it. 

Representative  Mills.  Well,  now,  you  have  assumed  to  make  a 
comparison  in  which  you  have  included  Eastern  States  in  one  item 
and  excluded  them  in  the  other.  I  ask  you  to  include  Eastern  States 
in  both  items,  and  then  give  us  the  figures. 

Mr.  Williams.  Suppose  you  state  precisely  what  the  comparison  is 
that  you  want. 

Representative  Mills.  I  want  you  to  include  the  Eastern  States 
in  your  first  item.  If  you  will  give  me  that  paragraph  of  your  letter 
I  will  do  it  myself.  If  you  will  give  me  your  letter  and  your  report 
I  will  do  it. 

Mr.  Williams.  Suppose  you  get  exactly  what  you  want. 

Representative  Mills.  May  Ihave  the  copy  of  your  letter?  Now, 
if  we  include  the  Eastern  States  it  will  appear  that  the  total  money 
loaned  by  all  the  national  banks  in  New  i  ork  City  to  all  borrowers 
would  amount  to  ^2,489,000,000.  On  that  same  date  money  dei>os- 
ited  in  the  national  banks  of  New  York  City  by  other  banks  in  all 

Sarts  of  the  country  aggregated  $896,000,000.    So  that  the  loans  and 
iscoimts  made  by  New  York  banks  exceeded  the  deposits  of  all 
other  parts  of  the  country. 

Mr.  Williams.  Do  you  call  the  Eastern  States  "all  other  parts  of 
the  country?" 
Representative  Mills.  Yes. 

Mr.  Williams.  Why  not 

Representative  Mills.  Now,  let  me  finish  my  statement. 
Mr.  Williams.  Go  ahead. 
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Representative  Mills.  The  loans  and  discounts  made  by  New  York 
banks  exceeded  the  deposits  of  all  other  parts  of  the  country  by 
$1,593,000,000. 

Mr.  Williams.  The  statements  that  I  have  asked  for  would  give 
the  deposits  from  other  parts  of  the  country  to  tiie  credit  of  individ- 
uals and  others  in  New  York  City  national  banks.  That  amount,  I 
think,  would  probably  add  to  the  $896,000,000  carried  in  New  Yofk 
national  banks  by  banks  from  all  over  the  country  somewhere  from 
one  to  two  bUUon  dollars.  As  I  think  it  is  very  desirable  that  the 
committee  should  have  a  complete  picture  of  the  case,  I  would  re- 
spectfully again  ask  that  that  inf onnation  be  gotten,  so  that  you  may 
have  the  correct  picture. 

Representative  Mills.  I  think  we  ought  to  have  a  complete  pic- 
ture. We  would  be  more  apt  to  have  a  complete  picture  ii  we  com- 
pare items  that  can  be  compared,  and  not  exclude  any  one  particular 
item. 

Mr.  Williams.  Shall  I  proceed,  Mr.  Chairman  ? 

The  Chairman.  Proceed. 

Mr.  Williams.  (Continuing  reading  letter  of  February  19,  1921 :) 

If  we  aasume  that  the  money  sent  on  to  New  York  from  other  banks  was  used  for  their 
outside  accommodation^  it  is  clear  that  the  New  York  City  national  banks  were  usine 
all  the  funds  they  obtamed  from  ihe  reserve  banks  for  their  own  local  purposes,  ana 
this  money  was  not  bmng  sent  away  to  relieve  the  needs  of  the  rest  of  the  country,  as 
has  been  suggested. 

It  is  also  mteresting  in  this  connection  to  note  that  the  official  figures  show  that  on 
July  31  last  the  New  York  City  national  banks  had  received  from  tneir  correspondent 
banks  and  were  lending  from  them/largely  in  Wall  Street  loans,  the  sum  of  $524,000,000. 

Some  oi  this  monev  may  have  been  used  for  loans  to  outsiders,  but  presumably  the 
great  bulk  of  it  was  loaned  in  New  York  City. 

Representative  Mills.  You  say  presumably.  Do  you  state  that 
from  your  own  knowledge,  or  is  that  an  assumption  ? 

Mr.  Williams.  I  have  reason  to  believe  that  it  is  correct. 

Representative  Mills.  On  what  do  you  base  that  ? 

Mr.  Williams.  On  general  information. 

Representative  Mills.  On  general  information  ? 

Mr.  WiLUAMS.  Yes;  from  information  obtained  as  Comptroller  of 
the  Currency,  and  otherwise. 

Representative  Mills.  Well,  now,  wait  a  minute.  Is  that  accurate 
information  based  on  examinations  of  national  banks  ? 

Mr.  Williams.  That  is  my  judgment  based  upon  the  information 
which  has  been  accessible  to  me.  I  don't  know  wny  you  want  to  be  so 
technical  about  that  matter. 

Representative  Mills.  Because  we  have  had  this  trouble  all 
through,  Mr.  Williams,  that  I  have  wanted  to  know  when  you  were 
expressing  an  opinion  or  when  you  were  stating  a  fact,  and  you  have 
be«i  unwilling  to  tell  me  when  you  were  speaking  from  personal 
knowledge  or  whenyou  were  merely  expressing  an  opinion. 

Mr.  mixiAMs.  Well,  I  have  submitted  to  questioning  on  several 
matters  which  I  regard  as  trivial,  upon  which  you  enlaced.  I  am 
willing  for  the  committee  to  pass  upon  the  relevancy  and  pertinency 
and  importance  of  those  particular  matters  which  I  regard  as  guibbles. 

Representative  Mills.  I  want  to  know  when  you  are  statmg  facts 
and  when  you  are  stating  opinion.    That  is  what  I  want  to  know. 

Mr.  Williams.  If  you  will  follow  me  closely,  you  will  find  out. 

91^1—22— VOL  2 13 
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Representative  Mills.  Unfortunately  I  have  been  following  you 
closely  but  I  have  not  been  able  to  mid  out.  Now  will  you  state 
whether  you  are  stating  a  fact  or  an  opinion  ? 

Mr.  WiLUAMS.  Of  wnat? 

Representative  Mills.  Of  this  $500,000,000. 

Mr.  Williams.  [Reading:] 

^me  of  thifl  money  may  have  been  used  for  loans  to  outedders,  but  presumably 
the  great  bulk  of  it  was  loaned  in  New  York  City. 

That  is  my  judgment  based  upon  information  which  has  been 
available  to  me. 

Representative  Mills.  That  is  an  opinion,  then  ? 

Mr.  Williams.  An  opinion,  based  upon  facts,  yes.  [Continuing 
reading:] 

In  addition  to  drawing  funds  to  New  York  City  from  other  sections  by  the  allure- 
ment of  hij^h  interest  rates  and  otherwise,  let  me  remind  you  that  at  times  during  the 
past  year,  in  hct  almost  continuously  through  the  year,  the  New  York  Federal  reserve 
Dank  has  gotten  from  other  parts  of  the  coimtry  by  rediscounting  its  bills  and  accept- 
ances considerable  sums  of  money  from  nearly  all  the  other  Federal  reserve  bancs, 
includingamong others,  the  reser\'e  banks  of  Dallas,  Kansas  City,  Richmond,  Atlanta, 
and  San  Francisco,  as  well  as  the  nearby  reserve  banks. 

The  board  took  exception  to  mv  including  Richmond  in  that  list. 
In  looking  the  matter  up  I  found,  that  die  loans  at  that  particular 
time  were  not  made  directly  to  the  New  York  reserve  bank  by  the 
Richmond  bank,  but  were  made  to  Boston,  and  Boston  loaned  to 
New  York,  and  I  also  found  that  about  that  time,  or  not  very  far 
from  it,  the  reserve  bank  of  Richmond  did  actually  loan  or  redis- 
coimt  for  the  reserve  bank  of  New  York.    [Continuing  reading:] 

Furthermore^  it  is  well  known  that  the  banks  in  New  York  City  hold  on  depoat 
hundreds  of  millions  of  dollars  belcmging  to  individuals,  cOTporations,  and  others  in 
all  parts  of  the  country. 

Representative  Mills.  Before  you  proceed  further  I  would  like  to 
examme  j^ou  a  little  as  to  this  proposition  of  New  York  rediscoimts 
as  indicating  the  drawing  of  funds  to  New  York.  Now  in  the  first 
place,  during  the  year  1920  isn't  it  a  fact  that  deposits  were  being 
withorawn  from  New  York  to  other  parts  of  the  country  ? 

Mr.  Williams.  During  what  year  i 

Representative  Mills.  1920. 

Mr.  Williams.  I  prefer  you  to  consult  the  official  figures  and  see 
that. 

Representative  Mills.  Well,  you  are  assuming,  and  so  make  a 
statement,  that  through  rediscoimts  money  was  being  drawn  to 
New  York. 

Mr.  Williams.  I  asserted  that. 

Representative  Mills.  Now  in  making  that  statement  you 

Mr.  Williams  (interposing).  I  also  made  a  statement  that  there 
was  over  $500,000,000  being  loaned  in  Wall  Street  for  other  banks. 

Representative  Mills.  l>fi)w  in  making  that  study  of  the  drawing 
of  the  funds  to  New  York,  haven't  you  taken  into  consideration  the 
movement  of  deposits  ? 

Mr.  Williams.  Oh,  yes. 

Representative  Mills.  Well,  now,  will  you  please 

Mr.  Williams  (interposing).  I  took  into  consideration  the  facts 
as  they  existed,  whether  relating  to  the  movement  of  depodts  or  not. 
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Representative  Mills.  Well  now,  will  you  tell  me  whether  that 
study  did  not  reveal  tliat  during  the  year  1920  deposits  were  being 
withdrawn  from  New  York  ? 

Mr.  Williams*  Well,  some  deposits  were  being  withdrawn  from 
New  York,  and  other  deposits  were  being  lured  there  by  the  high 
interest  rates  which  were  oeing  paid. 

Representative  Mills.  Yes. 

Mr.  Williams.  The  high  interest  rates  to  which  I  refer  apply  with 
a  ^ood  deal  of  emphasis  to  the  latter  part  of  1919,  when  interest  rates* 
in  New  York  went  as  high  as  30  per  cent. 

Representative  Mills.  Yes,  we  went  into  that  vesterday.  Now 
is  it  not  a  fact,  however,  that  your  study  revealed  that  during  the 
course  of  the  year  1920  some  $1,000,000,000  was  withdrawn  in  deposits 
(rem  New  York  banks  ? 

Mr.  Williams.  If  you  wish  me  to  give  ,you  actual  figiu'es  on 
matters  which  I  am  not  discussing  I  shall  be  very  glad  to  'get  them. 

Representative  Mills.  But  we  are  discussing  them.  You  are 
assumi^  to  discuss  the  movement  of  money  to  and  from  New  York. 

Mr.  Williams.  Yes;  and  I  give  figures  to  prove  it. 

Representative  Mills.  And  I  assume  that  vou  would  not  come  here 
and  oiscuss  that  subject  without  having  made  a  study  of  it. 

Mr.  Williams.  Yes. 

Representative  Mills.  Now,  I  am  asking  jy^ou  whether  it  is  not  a 
fact  that  the  deposits  during  the  year  1920  m  New  York  City  were 
diminished  by  some  $1,000,000,0001 

Mr.  Williams.  It  is  a  fact  that  from  December  31,  1919,  there 
was  a  heavy  falling  off  in  deposits,  not  only  in  New  York,  but  in  all 
the  banks  of  the  United  States — in  all  parts  of  the  country. 

Representative  Mills.  Well,  now,  Mr.  WiUiams,  I  am  asking  you 
this  question 

Mr.  Williams.  I  am  notprepared  to  say  offhand  the  relative 

Representative  Mills.  This  is  not  offhand.  You  have  studied  it, 
Mr.  Williams? 

Mr.  Williams.  Well.  I  can  give  you  the  information  if  you  want 
it.  I  am  not  preparea  to  state  at  this  moment,  without  looking  at 
the  records,  what  the  relative  falling  off  in  each  one  of  the  different 
districts  was,  or  in  each  of  the  60  division  reserve  cities,  or  each  of  the 
8,000  countiy  banks. 

Representative  Mills.  All  ri^ht.  Now  assuming  that  I  am  cor- 
rect, and  that  deposits  were  being  withdrawn  from  New  York  City, 
wouldn't  that  accoimt  for  these  so-called  discoimts  that  you  have 
mentioned  ? 

Mr.  Williams.  They  were  being  withdrawn  from  other  banks  as 
well  as  New  York;  and  other  ban£  were  not  able  to  draw  money  by 
offering  the  high  rates  of  interest  which  were  possible  under  the  laws 
in  New  York  State. 

Representative  Mills.  Mr.  Williams,  you  are  just  as  well  able  as 
I  am  to  understand  a  question.  Now,  will  you  not  please  listen  to 
this  question  and  answer  itt  If  it  is  a  fact  that  $1,000,000,000 
worth  of  deposits,  mora  or  less,  were  withdrawn  from  the  city  of  New 
York  during  the  course  of  the  year  1920,  would  not  that  largely 
account  for  the  rediscounts  with  other  Federal  reserve  banks  by  the 
New  York  Federal  reserve  bank  ? 
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Mr.  Williams.  If  there  is  a  heavy  withdrawal  of  deposits  in  any 
section  of  the  country  it  would  sorest  the  probability  of  increased 
discounts  and  bills  payable  from  those  banks. 

Representative  mills.  And  if  I  am  correct  in  my  statement  that 
there  was  a  withdrawal  of  deposits,  that  would  account  for  these 
discounts  ? 

Mr.  Williams.  If  there  was  a  heavy  withdrawal  of  deposits  from 

New  York  of  $1,000,000,000,  or  any  other  large  amount,  and  the 

•  loans  are  not  proportionately  reduced,  it  would  be  only  natural  that 

the  New  York  banks  should  reinforce  themselves  by  rediscounting 

with  the  reserve  bank.     Does  that  answer  your  question  ? 

Representative  Mills.  As  well  as  I  expect  it  will  be  answered. 

Mr.  WiLUAMS.  All  right. 

Representative  Sumners.  The  fact  that  the  deposits  in  the  New 
York  banks  at  a  given  time  decreased,  unless  it  is  ascertained  what 
happened  in  the  banks  of  the  countnr  at  large,  would  not  necessarily 
indicate  a  shift  in  the  money  from  New  York  to  some  other  place? 

Mr.  WiLUAMS.  Well,  now,  if  you  want  to  know,  another  pertinent 
fact  to  which  I  have  not  referred  heretofore,  I  believe,  let  me  suggest 
to  you  that  a  statement  given  out  under  the  auspices  of  the  ChMaoer 
of  Commerce  of  the  city  of  New  York  last  autumn,  I  think  it  was, 
indicated  that  there  were  approximately  $1,000,000,000  of  frozen 
credits  or  canceled  orders  in  foreign  countries,  largely  arising  from 
the  business  of  this  country  with  other  countries.  I  also  call  attention 
to  the  fact  that  certain  institutions  in  New  York  City  made  very 
heavy  loans  in  connection  with  their  foreign  trade,  amounting  to 
tens  of  millions  of  dollars,  and  that  a  great  deal  of  that  money  was 
then  and  has  been  tied  up  in  those  foreign  coimtries.  I  have  felt 
that  the  extent,  under  the  circumstances,  to  which  money  was  sent 
abroad  during  the  past  18  months  was  hardly  justified. 

Representative  Mills.  Do  you  apply  that  same  criticism  to  the 
exporting  of  agricultural  products  ? 

Mr.  Williams.  I  am  not  speaking  of  the  money  which  was  directly 
connected  with  the  exportation  of  our  own  products,  but  I  am 
speaking  more  especially  of  the  funds  from  this  country  which  were 
transferred  to  foreign  countries  in  connection  with  operations  of 
our  banks  in  those  foreign  countries. 

Representative  Mills.  For  what  purposes  ? 

Mr.  Williams.  Well,  that  is  a  lai^e  proposition.  I  will  not  go 
into  detail.  I  do  not  think  it  woidd  be  well  for  me  to  discuss  publicly 
fdl  the  details  of  some  of  those  transactions.  I  shoidd  be  very  glad 
to  give  the  committee  more  information  on  that  subject  in  executive 
session,  if  they  want  it. 

Representative  Mills.  Generally  speaking  the  foreign  credits 
were  lor  the  promotion  of  our  export  trade,  were  they  not  ? 

Mr.  Williams.  What? 

Representative  Mills.  I  say,  generally  speaking  the  foreign 
credits  granted  were  for  the  promotion  of  our  export  trade  ? 

Mr.  Williams.  No,  I  won't  say  what  proportion  was  for  our  export 
trade  and  what  proportion  was  for  our  import  trade. 

Representative  Mills.  I  do  not  quite  get  that. 

Mr.  Williams.  I  say,  I  don't  know  how  much  of  it  was  in  connec- 
tion with  our  import  trade  and  how  much  of  it  was  in  connection 
with  our  export  trade. 
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Representative  Mills.  You  mean,  we  granted  credit  to  foreigners 
on  goods  sold  to  us  ? 

Mr.  Williams.  To  foreign  branches  of  American  banks;  large  sums 
of  American  credits  were  used  in  connection  with  that  business. 

Representative  Mills.  In  any  event,  it  was  for  the  promotion  of 
foreign  trade  ? 

Mr.  Williams.  Of  foreign  trade,  yes. 

Representative  Mills.  And  you  think  that  was  a  mistake  ? 

Mr.  Williams.  I  don't  say  that  foreign  trade  is  a  mistake.  I 
think  foreign  trade  may  be  conducted  on  a  sane  basis  or  an  insane 
basis. 

Representative  Mills.  You  think  that  the  credits  given  foreign- 
ers in  order  to  promote  foreign  trade  during  the  last  year  were 
excessive  ? 

Mr.  Williams.  In  certain  particulars  they  were,  as  some  institu- 
tions have  found  out  to  their  sorrow. 

Representative  Mills.  You  mean  that  the  credit  of  our  foreign 
debtors  was  not  good  ? 

Mr.  Williams.  I  think  that  money  was  loaned  with  a  prodigal 
hand  in  some  foreign  countries  which  ought  not  to  have  been  loaned. 

Shall  I  proceed,  Mr.  Chairman  ? 

The  Chairman.  May  I  ask  vou  if  you  think  in  general 

Mr.  Williams.  May  I  get  through  with  this  letter  now,  or  do  you 
prefer  to  question  me  now  ? 

The  Chairman.  I  want  to  get  through  with  that  letter  just  as 
quickly  as  you  do.  I  want  to  know  whether  you  think  that  the 
efforts  of  the  banks  of  New  York  to  promote  foreign  trade  of  the 
countryduring  1920  and  1919  were  ill  advised? 

Mr,  Williams.  I  think  that  the  banks  of  New  York  have  performed 
magnificent  service  both  in  domestic  and  foreign  trade,  as  a  rule. 
I  take  pleasure  in  testifying  to  that  fact,  but  I  also  think  that  there 
have  been  particular  cases  where  there  has  been  gross  mismanage- 
ment in  the  handling  of  funds. 

The  Chairman.  I  understood  your  statement  was  to  the  effect  that 
there  had  been  an  actual  exportation  of  credits  amounting  to  about 
a  billion  dollars. 

Mr.  WiLLAiMS.  A  what? 

The  Chairman.  An  actual  exportation  of  credits. 

Mr.  Williams.  No,  what  I  statied  was  that  the  Chamber  of  Com- 
merce of  New  York  put  out  a  statement  showing  that  in  connec- 
tion with  the  period  oi  deflation  and  halting  of  world  business  about, 
I  think,  three  bilhon  dollars  of  business  was  tied  up  by  frozen  loans 
or  cancelled  orders,  or  inability  of  consignees  to  accept  goods,  or 
refusal  of  goods,  and  about  one  bilUon  ddlars  of  that  mvolved  for- 
eign trade,  including  huge  credits  in  foreign  countries,  which  were 
no  longer  available. 

The  Chairman.  A  bilUon  dollars  for  what  purpose  ? 

Mr.  Williams.  Presimiably  in  connection  with  foreign  trade. 
How  much  of  it  was  in  connection  with  loans  or  advances  I  do  not 
know. 

The  Chairbian.  Do  you  mean  capital  advances  ? 

Mr.  Williams.  Well,  I  imagine  principally  in  connection  with  the 
movement  of  goods. 
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.  The  Chairman.  All  right.     Proceed  with  your  letter,  if  you  will, 
Mr.  Williams. 
Mr.  Williams  (reading) : 

Furthermore,  it  is  well  known  that  the  banks  in  New  York  City  hold  on  deposit 
hundreds  of  millions  of  dollars  belonging  to  individuals,  corporations  and  oih&s  in 
all  parts  of  the  countrJ^  Among  other  large  balances  from  the  outside  which  are 
earned  in  banks  in  New  York  City  are  the  funds  of  oil  companies,  coal  companies  and 
transportation  companies.  The  freight  and  passenger  fares  paid  by  fanners,  mer- 
chants and  business  men  in  all  parts  of  the  country,  mstead  of  being  T)ermitted  to  re- 
main in  their  local  banks,  are  largely  drained  to  New  York  City  for  aeposit  in  banks 
there  under  the  direction  of  New  York  financiers  who  so  largely  exercise  control, 
through  stock  proxies,  rather  than  by  real  ownership,  over  the  railroad  properties. 

1  must  also  again  remind  you  that  £he  official  records  show  that  the  Federal  Reserve 
Bank  of  New  York  was  lending,  not  long  since,  to  six  or  seven  big  banks  and  tnist 
companies  in  New  York  City,  whose  funds  were  heavily  employ^  in  all  kinds  of 
speculative  deals  and  ventiures,  including  many  in  which  their  own  officers  were 
hea\4ly  interested,  about  as  much,  or  more  money  than  the  seven  reserve  banks  of 
Minneapolis,  Richmond,  Kansas  City,  St.  Louis,  Dalles,  Atlanta,  and  San  Francisco 
were  lending  to  the  more  than  5,000  member  banks,  covering  about  three-fourths  of 
the  territory  of  the  entire  country. 

You  claim  as  an  ameliorating  condition  that  there  are  several  districts  where  the 
member  banks  have  borrowed  a  higher  percentage  of  what  you  call  their  "  basic  line" 
than  the  New  York  member  banks  have  borrowed;  but  allow  me  to  remind  you 
that  the  "basic  line"  in  those  other  districts  have  been  rfeduced  and  that  the  "basic 
line  "  in  New  York  greatly  raised  by  the  huge  sums  of  money  drawn  away  from  the 
districts  of  the  West,  the  Central  West,  and  the  South,  and  to  some  extent  from  New 
England  and  piled  up  in  New  York  City  because  of  the  enticing  interest  rates  main- 
tained there  at  a  heavy  cost  to  the  whole  country  as  I  have  heretofore  shown  in  pub- 
lic statements. 

Let  me  here  suggest  that  if  the  banks,  individuals,  and  corporations  in  other  parts 
of  the  country  would  keep  their  money  at  home  ana  use  it  tnere  instead  of  sending 
it  to  New  York  for  interest  considerations,  the  member  banks  in  those  other  sec- 
tions could  pay  off,  largely  or  entirely,  all  the  loans  to  reserve  banks  and  create  far 
easier  and  healthier  money  conditions  generally  than  we  now  have. 

I  have  shown  you,  Gov.  Harding,  in  this  letter  and  other  recent  letters,  that  the 
reserve  bank  of  New  York  has  been  lending  funds  at  5  per  cent  to  7  per  cent  per  an- 
num to  member  banks  which  have  then  passed  them  on  to  customers  at  times  at 
such  outrageous  rates  as  50  per  cent  and  75  per  cent  per  annum  or  more — ^while  the 
Reserve  System  in  other  parts  of  the  country  has  actually  charged  member  banks, 
in  exceptional  cases,  for  the  use  of  money,  sorely  needed  by  farmers  and  business 
men,  as  high  as  50  per  cent  and  75  per  cent  per  annum — ^while  the  member  banks 
paWng  thc)se  exorbitant  rates  to  the  reserve  bank  are  prohibited  by  law  from  charg- 
ing their  customers  over  8  per  cent. 

I  pointed  out  to  you  one  instance  where  a  small  national  bank  in  the  cotton  section 
wa?  charged  by  its  reserve  bank  an  average  rate  of  about  45  per  cent  per  annum  for 
about  two  weeks'  use  of  $112,000  in  the  crop-moving  season.  A  national  bank  ex- 
aminer also  brought  to  my  attention  the  case  of  another  struggling  country-  bank  in 
Louisiana  which  was,  at  that  time,  being  penalized  at  the  rate  of  41  per  cent  per 
annum  for  reserve  deficiency  which,  the  examiner  stated,  was  costing  this  small  bank 
abo  It  $1,500  monthly.  He  also  brought  to  my  attention  another  bank  which,  before 
the  suspension  of  the  so-called  p/o^essive  rate  in  that  district  was  being  required 
to  pay  upon  necessary  accommodations  a  penalty  of  from  $900  to  $1,000  weekly  above 
the  normal  6  per  cent  rate. 

I  do  not  believe  that  rules  and  policies  which  bring  such  residts  as  these  can  be 
successfully  defended .  The  so-called ' '  progressive' '  rate  system  has  now  been  happily 
abolished  m  half  of  the  districts  in  which  it  has  existed  and  I  earnestly  ui^e  that  it 
be  done  away  with  in  the  other  half  without  further  delay.  I  do  not  believe  that 
it  should  be  allowed  to  continue  another  day.  The  penalties  for  reserve  deficiencies 
which  have  recently  been  relieved  to  spme  extent  should  be  still  further  re\ised  and 
brought  within  tolerable  limits. 

The  high  rates  charged  by  the  reserve  banks  are  being  given  as  an  excuse  for  all 
kinds  of  unconscionable  rates  which  are  being  exacted  from  the  customers  of  banks. 
I  beg  leave  now  to  urge  an  immediate  reduction  of  rat«s  in  all  districts  to  a  6  per  cent 
basis  except  on  Liberty  bonds  and  a  reduction  of  the  rate  on  loans  secured  by  Liberty 
bonds  now  in  the  banks  which  were  subscribed  for  at  par,  to  4§  per  cent.  With  the 
Federal  reserve  banks  carrying  a  reserv^e  of  50  per  cent  or  more  and  with  an  unused 
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lending  power  of  about  $1,500,000,000,  or  ten  times  as  much  as  the  maximum  amount 
which  the  national  banks  of  the  country  ever  borrowed  at  any  time  prior  to  1914,  I 
do  not  think  we  can  justify  ourselves  under  existing  conditions  in  charging  on  loans 
secured  by  Liberty  bonds  alreadv  in  the  banks,  1}  per  cent  more  than  the  bonds  bear. 

A  reserve  of  50  per  cent  in  such  times  as  these,  is,  in  my  opinion,  as  I  have  frankly 
told  the  board  not  long  s'nce,  not  a  thing  to  boast  of.  I  recall  that  there  were  banks 
in  some  p\rt9  of  the  country  which  subjected  themselves  to  severe  criticism  and  public 
censure  in  the  early  part  of  this  administration  because  of  the  high  reserves  they  in- 
sisted on  maintaining  when  the  business  of  the  country  needed  the  use  of  the  monev. 

Measures  should  also  be  adopted  to  prevent  member  banks  from  charing  their 
customers  for  accommodations  granted  them,  as  has  been  done  in  some  instances, 
from  five  to  ten  times  as  much  interest  as  they  themselves  pay  their  reserve  banks — 
which  means  a  prD6t  of  500  to  1,000  per  cent. 

Such  facts  ag  I  have  laid  before  you  must  be  kept  in  vie>^  in  considering^  and 
dealing  with  this  deeply  important  subject.  Nothing  will  be  accomplished  by  ignor- 
ing and  passing  lightly  by  such  realities  as  I  have  endeavored  here  to  bring  to  your 
attention.  I  have  given  plain,  straight  figures,  which  I  hope  everybody  can  under- 
stand. 

It  seems  to  me  that  one  of  the  chief  basic  principles,  one  fundamental  purpose  of 
the  Federal  reserve  act  is  being  violated.  The  law  of  gravitation,  by  which  the 
larger  and  heavier  mass  draws  to  itself  and  absorbs  all  the  smaller  and  lighter  objects, 
is  IS  strong  in  finance  as  in  nature.  The  brains  and  will  of  man  and  the  powers  of 
nature  itself  are  employed  continually  to  defeat  or  regulate  this  tendency.  The 
Federal  ReaerV-e  System,  directed  by  brains  and  courage,  will  promote  the  orderlv 
and  timely  diffusion  of  capital  to  meet  needs,  as  is  intended.  In  the  absence  of  such 
direction  the  small  funds  and  accumulations  everywhere  in  the  country  must  be 
drawn  more  and  more  to  New  York  and  put  at  the  servdce  of  those  who,  sometimes, 
iwe  the  power  so  given,  as  in  instances  I  have  related,  to  destroy  instead  of  building, 
to  kUl  rather  than  revive  and  stimulate. 

I  will  thank  you  to  submit  this  letter  to  the  federal  Reserve  Board  for  its  informa- 
tion and  consideration. 
Youre,  very  truly, 

John  Skelton  Williams. 

P.  S. — As  bearing  upon  the  suggestion  that  the  New  York  banks  borrowed  from  the 
reierve  binks  to  accomnodate  borrowers  in  other  sections,  I  ask  attention  to  the 
following  instance: 

The  official  figures  show  that  one  large  New  York  banking  institution  on  Decem- 
ber 29.  1920,  held  on  deposit  for  other  banks  in  all  parts  of  the  country  the  sum  of 
ov»  $129,000,000. 

This  same  bank  also  reparted  thxt  there  were,  on  the  same  date,  loans  outstanding 
(Ur^ely  Wall  Street  loins^  which  it  had  placed  for  account  of  its  correspondent  banks, 
amounting  to  over  $107,000,000. 

The  amount  of  money  which  this  banking  institution  was  lending:  on  direct  loans 
and  re  liscoimts  to  other  banks  in  all  parts  of  the  countrv  (including  $8,600,000  in 
New  York  City)  was  only  about  $'^^,500,000. 

The  total  amount  which  this  bank  was  lending  on  the  same  date  to  all  other  borrowers 
in  the  entire  United  States  outside  of  New  York  State,  ae  of  the  same  date,  amounted 
to  about  $95,000,000. 

Therefore  the  balances  from  other  banks  carried  by  this  bank  practically  offset  all 
loaite  made  by  this  bank  in  the  entire  coimtry,  outside  of  New  York  State:  and  to  the 
1107,000,000  of  loans  which  it  placed  for  its  bank  correspondents,  located  all  over  the 
country,  is  to  be  added  largo  additional  amounts  sent  on  to  New  York  by  its  customers 
and  corporations  residing  in  other  parts  of  the  country  to  be  loaned  in  New  York. 

Under  these  circumstances,  the  suggestion  that  the  money  which  this  bank  was 
borrowing  from  the  Federal  reserve  bank  on  December  29,  1920,  about  $100,000,000 
was  being  used  to  accommodate  borrowers  in  other  sections  of  the  country  can  hardly 
be  sustained. 

J.  S.  W. 

The  Chairman.  Mr.  Williams,  may  I  ask  3'^ou  now  how  long  it  will 
take  you  to  complete  your  statement  ? 

Mr.  Williams.  Mr.  Chairman,  may  I  inquire  how  long  you  will 
probably  desire  to  question  me  about  it  ? 

The  Chairalan.  Why,  that  is  within  the  control  of  the  members  of 
the  committee,  and  not  in  the  control  of  the  chairman. 
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Mr.  Williams.  I  have  engagements  at  a  distance  from  here  to- 
morrow, and  I  shall  have  to  leave  to-night.  If  we  do  not  getihrough 
to-day,  I  should  ask  you  to  call  me  at  some  other  time  convenient  to 
your  conmiittee,  and  I  shall  try  to  attend. 

The  Chairman.  I  was  very  much  in  hopes  that  we  would  get 
through  by  now,  but  as  I  said  oef ore,  I  want  to  give  you  every  oppor- 
tunity to  present  everything  that  you  wish  to  present. 

Mr.  Williams.  I  think  I  can  finish  this  afternoon,  Mr.  Chairman. 

The  Chaibman.  It  seems  to  me  that  a  good  deal  of  matter  which 
is  extraneous  to  the  purpose  of  the  conmaission  is  going  into  the 
record,  which  undoubtedly  will  extend  the  hearings  -at  very  great 
length,  if  they  are  going  to  be  gone  into  on  the  other  side.  1  was  in 
hopes  that  the  testimony  sould  be  confined  to  matters  which  relate 
directly  to  the  policy  of  the  board  during  the  last  18  months,  and  the 
poUcies  which  ought  to  be  adopted. 

Mr.  Willi ams.  I  think  I  can  finish  this  afternoon,  if  it  is  agreeable 
to  you  to  hear  me. 

The  Chairman.  Very  well,  the  commission  will  stand  in  recess 
imtil  2  o'clock  this  afternoon. 

(Thereupon,  at  1  o'clock  p.  m.,  an  adjournment  was  taken  until 
2  o'clock  p.  m.  of  the  same  day,  Wednesday,  August  3,  1921.) 

AFTER   RECESS. 

• 

At  2  o'clock  p.  m.  the  commission  reassembled,  pursuant  to  the 
taking  of  recess. 

The  Chairman.  Mr.  Williams,  the  typewritten  copy  of  the  testi- 
mony will  be  available  here  the  day  following  the  day  when  the 
testimony  is  taken,  and  it  will  be  available  to  you. 

Mr.  Williams.  Thank  you,  Mr.  Chairman.    Shall  I  proceed? 

Representative  Mills.  Mr.  Williams,  I  want  to  cover  a  few  points 
in  this  letter  of  February  19.  You  remember  that  you  referred  to  a 
particular  bank  which,  in  June,  was  borrowing  on  an  average  of 
$3,891^13  from  the  Federal  reserve  bank  in  New  York  City? 

Mr.  Williams.  Yes;  and  I  think  I  stated  that  that  was  a  very 
moderate  line  for  that  bank. 

Representative  Mills.  Do  you  happen  to  know  what  its  resources 
with  the  Federal  reserve  bank  were  at  that  time  ? 

Mr.  Williams.  I  do  not*  I  imagine  that  they  were  fidl.  I  took 
occasion  to  state  that  I  tnou^ht  the  amount  which  the  bank  was 
borrowing  was  small,  compared  with  other  banks. 

Representative  Mills.  Assume  that  it  had  deposits  amounting  to 
some  $14,000,000  with  the  Federal  reserve  bank  at  that  time,  do 
you  think  that  the  Federal  reserve  bank  in  New  York  City  would 
have  been  justified  in  refusing  to  rediscount  paper  to  the  extent  of 
$3,000,000? 

Mr.  Williams.  I  did  not  criticise  the  reserve  bank  for  the  amount 
of  money  it  was  loaning  to  that  bank.  On  the  contrary,  I  stated 
that  I  thought  it  was  moderate. 

Representative  Mills.  They  would  not  have  been  justified  in 
denying  them  that  credit  at  tnat  time,  would  they? 

Mr.  Williams.  I  would  need  a  little  more  information  than  that 
bare  fact  before  I  answer. 
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Representative  Mills.  Assume  that  they  were  only  borrowing 
$3,800,000,  and  had  assets  of  $14,000,000;  do  you  not  think  that  the 
Federal  reserve  bank  was  justified  in  letting  them  have. that  amount? 

Mr.  Williams.  For  proper  purposes. 

Representative  Mills.  Assuming  they  were  justified  in  letting 
them  have  the  money,  how  was  the  Federal  reserve  bank  to  blame  in 
any  way  for  subsequent  action  of  that  bank — their  doing  something 
wmch  you  criticise  as  improper,  and  I  agree  with  you  ? 

Mr.  Williams.  You  agree  with  me  that  it  was  improper  action? 

Representative  Mills.  Very  clearly.  Now,  how  could  the  Federal 
reserve  bank  in  anv  way  have  controlled  it  ? 

Mr.  Williams.  If  it  was  made  before  the  Federal  reserve  knew 
anything  about  it,  it  is  obvious  they  could  not  have  controlled 
it,  under  such  circumstances  as  that.  If,  however,  a  bank  is  in  the 
habit  of  making  speculative  loans,  engaging  in  s^dicate  oi>erations 
of  all  sorts  in  wnicn  its  principal  officers  are  participating,  and  does  it 
during  a  series  of  weeks,  and  months,  and  years,  in  such  an  event 
as  that  it  behooves  the  Federal  reserve  bank  to  exercise  some  restrain- 
ing power. 

Representative  Mills.  That  is  a  fact,  and  for  all  we  know  they 
were  exercising  that  power.  Now,  let  us  stick  to  this  particular 
instance  and  have  an  explanation  made  of  it.  You  do  not  think  that 
the  Federal  reserve  bank  of  New  York  could  be  blamed  for  this  par- 
ticular transaction?  Much  has  been  made  of  this  instance,  and  I 
want  to  know  if  vou  think  the  Federal  reserve  bank  of  New  York 
could  be  blamed  for  this  particular  transaction  ? 

Mr.  Williams*  I  do  not  know  what  knowledge  it  had,  if  any,  of 
the  facts  of  that  loan.  If  the  New  York  reserve  bank  was  aware  that 
that  loan  was  being  made  imder  such  conditions  as  this,  and  on  such 
terms,  it  should  not  have  extended  the  credit  to  the  bank  that  was 
making  the  loan. 

Representative  Mills.  For  that  specific  purpose  ? 

Mr.  Williams.  Yes,  sir:  for  that  specific  purpose. 

Representative  Mills.  But  from  all  you  know,  you  absolve  the 
New  York  reserve  bank  from  any  blame,  so  far  as  this  particular 
transaction  is  concerned  ? 

Mr.  Williams.  I  am  not  passing  on  that  question. 

Representative  Mills.  Do  you  know  that  it  is  in  any  way  to 
blame? 

Mr.  Williams.  I  am  not  passing  on  that  question.  I  have  not 
sufficient  facts  at  the  present  time  to  justify  me  in  expressing  an 
opinion  on  that  subject. 

Representative  Mills.  Have  you  any  knowledge  to  lead  you  to 
believe  it  was  in  any  way  to  blame  ? 

Mr.  Williams.  That  is  a  rather  hypothetical  question. 

Representative  Mills.  I  do  not  tmnk  it  is  a  hypothetical  question; 
I  think  it  is  a  very  direct  question. 

Mr.  Williams.  I  will  say  this,  if  it  will  give  you  any  satisfaction 

^  Representative  Mills  (interposing) .  1  am  not  looking  for  satisfac- 
tion; I  am  looking  for  the  facts. 

Mr.  Williams.  1  thought  you  would  be  satisfied  with  facts. 

Representative  Mills.  I  will  be  satisfied  with  facts,  if  you  will 
give  them  to  me  for  a  change 

Mr.  Williams  (interposing) .  What  do  you  mean  by ''  for  a  change ''  ? 
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Representative  Mills.  Because  I  have  had  great  difficulty  in  get- 
ting them  from  you  for  the  last  few  days. 

Mr.  W1LLLA.MS.  You  have  had  nothing  but  facts. 

Representative  Mills.  However,  go  ahead,  if  you  will  answer  my 
question. 

Mr.  Williams.  If  the  Federal  reserve  bank  of  New  York  had  any 
reason  for  thinking  that  the  loan  was  made  for  that  purpose,  they 
should  be  blamed  for  advancing  money  for  that  purpose. 

Representative  Mills.  Very  well.  Now,  do  you  know  whether 
they  nad  any  such  information  ? 

Mr.  Williams.  I  do  not. 

Representative  Mills.  Now,  let  me  ask  you  whether,  short  of 
putting  an  examiner  in  the  bank  to  pass  on  the  individual  loans  made 
Dy  the  member  bank,  whether  the  New  York  reserve  bank  would  be 
in  a  position  to  determine  whether  that  bank  was  making  proper 
loans  or  not,  at  proper  rates  of  interest,  dealing  with  individual  cases 
now? 

Mr.  Williams.  When  other  reserve  banks  in  other  districts  receive 
applications  from  member  banks,  especially  country  banks,  for  loans 
ana  advances,  they  have  a  way  of  nnding  out  for  what  purpose  the 
money  is  to  be  used. 

Representative  Mills.  Do  you  think,  from  your  knowledge  of  the 
situation  in  New  York  City,  that  it  is  practicable  for  a  New  York 
bank  to  ascertain  in  every  individual  case  of  paper  rediscounted  for 
what  purpose  that  monev  is  to  be  used  ? 

Mr.  Williams.  I  think  it  is  possible  and  practicable  for  them  to 
ascertain  in  a  general  way  the  character  of  the  loans,  the  character 
of  the  business  of  banks  to  which  they  are  loaning  scores  of  millions 
of  dollars,  if  not  hundreds  of  millions  of  dollars. 

Representative  Mills.  Don't  you  also  know,  as  a  matter  of  fact, 
they  do  ascertain  in  a  general  way  what  is  the  character  of  the  busi- 
ness and  purpose  ? 

Mr.  Williams.  Then  if  they  do  ascertain  in  a  general  way  what  is 
the  character  of  the  business,  I  am  at  a  loss  to  understand  why  cer- 
tain credits  were  given  to  certain  banks  under  certain  conditions, 
when  funds  were  being  used  for  all  sorts  of  speculations  and  being 
loaned  to  the  officers  tnemselves. 

Representative  Mills.  Now,  let  me  ask  you,  if  there  were  any 
improper  loans  to  officers,  if  it  was  not  your  function  as  Comptroller 
of  the  Currency  to  see  that  those  loans  were  paid  up  ? 

Mr.  Williams.  No;  I  had  no  authority  under  the  law,  as  Comp- 
troller of  the  Currency,  to  prevent  a  bank  from  loaning  its  own  offi- 
cers money.  I  have  repeatedly  requested  or  suggested  a  law  from 
Congress  to  restrain  the  banks  from  loaning  to  its  own  officers,  but 
thus  far  the  suggestion  has  not  been  acted  upon. 

Representative  Mills.  If  Congress  has  not  seen  fit  to  pass  a  law 
to  prevent  the  loaning  of  money  by  a  bank  to  its  own  officers,  on 
what  authority  would  the  Federal  reserve  bank  deny  such  a  loan  ? 

Mr.  Williams.  Common  sense  and  prudence. 

Representative  Mills.  Let  me  ask  you  if  as  Comptroller  of  the 
Currency  you  have  used  your  influence  with  any  banks  to  see  that 
such  loans  were  cleared  up  ? 

Mr.  Williams.  I  have. 

The  Chairman.  In  what  wav  ? 
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Mr.  WiLUAMS.  By  having  the  national-bank  examiner  appear 
before  the  board  of  directors  and  giving  them  information  on  wnich 
they  could  act  intelligently,  and  also  in  other  ways,  by  correspond- 
ence direct  sometimes.  Also,  in  some  cases,  having  the  directors  of 
the  banks  come  to  Washington  for  hearings. 

Representative  Mxlls.  While  vou  think  that  the  law  permits  such 
loans  to  be  made,  if  the  Federal  reserve  bank  discovers  that  a  loan 
has  been  made  to  an  oflScer,  do  you  think  that  it  would  be  justified, 
on  its  own  initiative,  in  denying  further  credit  imtil  that  loan  was 
cleared  up  ? 

Mr.  Williams.  It  depends  on  the  character  and  size  of  it  and  the 
frequency  of  such  loans. 

Kepresentative  Mills.  Assuming  it  was  a  large  loan,  amply  se- 
cured by  Liberty  bonds,  what  woiud  you  say  ? 

Mr.  Williams.  I  should  say  that  the  president  of  a  bank,  if  he 
wanted  to  borrow  the  entire  capital  of  that  bank,  should  be  restrained 
so  far  as  the  Federal  reserve  baoik  can  restrain  him. 

Representative  Mills.  And  you  think,  without  authority  of  law, 
until  that  loan  is  cleared  up,  they  should  deny  further  credit  ? 

Mr.  Williams.  My  theory  is  that  all  national  banks  are  to  use 
certain  discretion;  they  should  not  shovel  out  millions  and  millions 
of  money,  without  discretion;  we  presuppose  the  exercise  of  a  certain 
amount  of  prudence. 

Representative  Mills.  I  have  asked  you  if  the  Federal  reserve 
bank  would  have  been  justified,  under  those  conditions,  in  saying 
they  would  deny  further  credit  ? 

Mr.  Williams.  I  think  it  would  be  justified  in  diminishing  or 
restraining  loans  to  its  own  officers. 

Representative  Mills.  Supposing  it  had  done  that,  would  it  then 
have  done  its  entire  duty  ? 

Mr.  Williams.  It  depends  on  the  conditions.  I  can  conceive 
that  sometimes  what  might  be  regarded  as  a  large  loan  would  be 
justified,  but  I  think  those  banks  should  not,  as  a  rule,  loan  to  their 
officers,  especially  in  a  sum  equal  to  or  larger  than  the  amount  of  the 
capital  of  the  bank,  which  is  sometimes  done. 

Kepresentative  Mills.  But  you  think,  when  the  law  does  not 
forbia  it^  then  the  officers  shomd  exercise  a  discretion 

Mr.  Williams.  Yes;  unquestionably. 

Representative  Mills.  If  the  law  says  a  loan  may  be  legal 

Mr.  Williams  (interposing).  Yes;  a  loan  may  be  legal  and  rotten. 

Representative  Mills.  Assume  it  is  not  rotten. 

Mr.  Williams.  It  may  be  unfair;  it  may  be  a  larger  proportion 
of  the  bank's  resources  than  should  go  to  any  one  interest. 

Representative  Sumners.  Is  it  your  position  that  merely  because 
the  thing  is  not  prohibited,  that  not  necessarily  is  it  approved  ? 

Mr.  Williams.  Certainly. 

^  Reraresentative  Mills.  JIow,  you  have  assumed  to  criticize  the 
New  York  reserve  bank  because  it  did  not  examine  a  particular 
institution  at  your  request;  that  bank  was  examined  by  the  State 
banking  department,  was  it  noti 

Mr.  Williams.  I  assume  that  it  was;  I  know  that  it  was  examined 
at  certain  times;  I  do  not  know  how  often  it  was  examined. 

Representative  Mills.  It  was  probably  examined  as  often  by  the 
State  banking  department  as  you  would  nave  examined  it? 
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Mr.  Williams.  I  do-not  know.  I  think  the  national  examinations 
are  more  frequent  than  the  State  examinations. 

Representative  Mills.  If  the  Federal  reserve  bank  had  its  own 
exammers  accompany  the  State  bank  examiners,  would  not  it  have 
done  all  it  could  do  ? 

Ikfr.  Williams.  It  would  not. 

Representative  Mills.  Why  not  ? 

Mr.  Williams.  I  speak  as  tne  result  of  experience.  I  do  not  think 
that  the  presence  of  one  or  two  officers  with  the  State  bank  examiner— 
in  the  case  to  which  I  assume  you  refer — they  accompanied  the  State 
exaniiner  for  a  few  days  and  got  a  very  imperfect  view  of  the  con- 
dition of  the  bank. 

Representative  Mills.  How  do  you  know  that  ? 

Mr.  WiLUAMS.  I  do  know. 

Representative  Mills.  How  do  you  know? 

Mr.  Williams.  I  know  because  I  have  made  inquiries. 

Representative  Mills.  Do  you  know  how  long  those  examiners 
were  there  ? 

Mr.  WiLLLAMS.  I  think  I  have  stated  in  one  of  my  letters  that  they 
were  there  a  few  days. 

Representative  Mills.  The  mere  fact  that  you  have  stated  it  in 
one  of  your  letters  does  not 

Mr.  Williams  (interposing).  That  was  based  upon  my  knowledge 
of  the  fact. 

Representative  Mills.  Do  you  know  when  they  were  there  ? 

Mr.  Williams.  At  what  time  ? 

Representative  Mills.  At  the  examination  of  this  institution  ? 

Mr.  Williams.  At  what  time? 

Representative  Mills.  The  time  referred  to  in  vour  letter. 

Mr.  Williams.  At  the  time  referred  to  in  my  letter  I  stated  they 
were  there  a  few  davs. 

Representative  Mills.  Do  you  know  that  to  be  a  fact  ? 

Mr.  Williams.  I  got  it  rehably.  I  stand  for  it;  if  it  is  to  be  ques- 
tioned, I  can  check  it  up. 

Representative  Mills.  Where  did  you  get  the  information  ? 

Mr.  WiLUAMS.  I  stand  for  it.     I  regard  it  as  reUable. 

Representative  Mills.  You  were  not  present  then  during  the 
exammation  ? 

Mr.  W1LLLA.MS.  No,  sir. 

Representative  Mills.  Then  it  is  hearsay  ? 

Mr.  Williams.  No;  it  is  not  hearsay;  it  comes  from  one  who  knew. 
I  stand  for  it. 

Representative  Mills.  How  do  you  know  he  knew? 

Mr.  Williams.  He  is  a  man  of  character  whose  statements  can  be 
relied  upon. 

Representative  Mills.  Do  you  know,  as  a  matter  of  fact,  that  any- 
thing heard  from  a  third  party  is  hearsay,*  and  not 

Mr.  Williams  (interposing).  Not  if  a  man  participates  in  it. 

Representative  Mills.  But  if  a  man  sees  a  murder  committed 

Mr.  Williams  (interposing) .  I  do  not  care  to  discuss  these  tech- 
nical question  with  you. 

Representative  Mills.  I  know  you  do  not  care  to  discuss  it. 

Mr.  Williams.  That  is  a  very  technical  point. 
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Representative  Mills.  It  is  not  a  technical  point,  Mr.  Williams, 
but  it  is  a  very  important  one. 

Mr.  Williams.  Then  it  is  shown  by  the  written  record,  and  you 
have  access  to  those  records,  and  you  can  get  the  nimiber  of  examiners 
who  were  present  at  that  examination. 

Represwitative  Mills.  We  will  get  it. 

ifr.  Williams.  All  right;  get  it. 

Represmitative  Mills.  What  I  want  to  know  now  is  what  you 
know  about  it. 

Mr.  Williams.  If  those  statements  are  inaccurate;  if  they  are 
incorrect,  I  should  like  to  know  it.     I  do  not  beUeve  they  are. 

Representative  Mills.  I  think  that  when  a  man  makes  serious 
diarges  a^ainftt  institutions  and  individuals,  that  he  has  no  right 
to  resent  it  when  asked  upon  what  he  bases  those  charges. 

Mr.  WiLLZAMS.  I  told  you  I  base  it  upon  the  fact  that  there  were 
examiners  there  for  a  few  days,  and  they  did  not  stay  for  the  whole 
time.    If  you  deny  that,  then  I  will  give  the  evidence. 

Representative  Mills.  I  do  not  deny  anything;  and  you  base 
that  report  upon  a  statement  you  received  from  a  third  party  ? 

Mr.  Williams.  I  base  it,  Congressman,  upon  information  which  I 
have  received,  which  is  sufficient  for  me;  whether  or  not  it  is  suffix 
cient  for  you  is  not  material  to  me  at  this  moment,  because  you 
have  the  opportimity  of  checking  it  up,  which  I  have  not. 

Representative  Mills.  What  i  .want  to  know  is  whether  you 
are  testifying  from  your  own  knowledge,  or  from  information  you 
have  received  from  a  third  party. 

Representative  Sumners.  I  want  to  submit  to  the  Chair  that  it 
is  perfectly  apparent  that  the  witness  could  not  have  been  present, 
in  all  human  probabihty,  at  the  examination  of  this  bank.  The 
witness  has  stated  that  on  the  statement  and  testimony  of  a  man 
whom  he  regarded  as  reliable  he  has  given  this  statement.  He  has 
stated  that  four  or  five  times,  and  Mr.  Mills  can  not,  I  assume, 
procure  any  additional  facts  from  him  on  that  point. 

Representative  Mills.  I  do  not  know  whether  I  can  or  not,  but 
I  am  entitled  to  try. 

Re}»esentative  Sumners.  I  submit  the  witness  has  answered 
four- or  five  times. 

Representative  Mills.  I  would  like  to  ask  Mr.  WiUiams  if  he  will 
give  me  the  name  of  his  informant  ? 

Mr.  Williams.  I  will  not;  I  decline  to  do  that,  imder  the  cir- 
cumstances, at  this  time. 

Representative  Mills.  You  decline  to  give  the  name  of  your 
infonnant  to  the  commission  ? 

Mr.  WitxiAMfl.  Yes;  and  if  you  can  disprove  it,  I  want  to  know 
it. 

ReiHT^entative  Mills.  I  am  not  anxious  to  disprove  anything; 
1  am  anxious  to  get  the  facts. 

Mr.  Williams.  There  are  more  important  matters  than  that 
particularly  technical  matter. 

Representative  Mills.  I  know,  and  you  know  perfectly  well 
&at  I  tried  yesterday  to  exclude  these  matters  and  confine  you  to 
agricultural  credits,  and  that  I  was  overruled.  It  is  not  by  my  wish 
we  are  going  into  all  these  charges  that  you  have  made,  I  can  as- 
sure you. 
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Mr.  Williams.  I  told  you  where  you  can  have  your  answer,  and 
I  think  there  is  no  question  you  can  have  your  question  conclu- 
sively answered. 

Representative  Mills.  Now,  you  have  made  the  statement  here 
again  that  the  '^head  of  a  large  manufacturing  concern  which  em- 
ployed thousands  of  men  found  himself  in  need  during  the  past 
year  of  $5,000,000  for  which  he  offered  abimdant  collaterid;  but 
upon  applying  to  the  New  York  banks  was  forced,  in  order  to  get 
funds,  to  pay  cash  commissions  of  about  a  miUion  dollars  in  aodi- 
tion  to  6  per  cent  per  annum  interest,  for  the  loan  which  was  repaid 
in  less  than  six  months;"  do  you  make  that  statement  of  your 
own  knowledge,  or  from  hearsay  I 

Mr.  Williams.  On  the  strength  of  the  statement  of  a  responsible 
man  from  New  York,  from  whom  I  got  it,  and  from  wlio-n  I  (]uote. 

Representative  Mills.  Do  you  know  whether  he  knew  it  of  his  own 
knowledge  or  not  ? 

Mr.  Williams.  I  imagine  that  he  did  not  speak  lightly. 

Representative  Mills.  Well,  was  he  ^ving  you  gossip,  or  did  he 
actually  know  of  this  particular  transaction  ? 

Mr.  WiLUAMS.  He  usually  knew  what  he  was  talking  about.  I  can 
inform  you  where  you  can  probably  find  out  whether  there  is  any 
basis  for  that  statement  of  the  gentleman,  if  you  desire  to  know.  ' 

Representative  Mills.  But  all  you  know  about  it  is  that  some  man 
.  told  you  that  such  a  thing  had  happened  ? 

Mr.  Williams.  A  very  responsihie  lawyer  in  New  York,  who  has 
never  been  in  official  life,  so  far  as  I  know. 

Representative  Mills.  But  you  do  not  know  whether  he  himself 
had  personal  knowledge  of  this  particular  transaction  t 

Mr.  Williams.  I  did  not  catechize  him  as  to  his  knowledge. 

Representative  Mills.  Nor  as  to  the  source  of  his  information  ? 

Mr.  Williams.  I  did  not;  I  was  satisfied  to  take  his  statement. 

The  Chairman.  Are  you  willing  to  say  who  gave  you  the  informa- 
tion; who  you  got  the  information  from? 

Mr.  Williams.  If  it  is  denied,  I  am  willing. 

Representative  Mills.  Of  course,  it  is  impossible  to  deny  it;  no  one 
knows  of  this  transaction,  and  there  is  not  sufficient  information 
here  to  identify  it;  it  can  not  be  denied  or  controverted.  There  is 
nothing  so  unusual  about  a  loan  of  that  size  in  New  York  City. 

The  Chairman.  In  order  that  the  commission  may  get  the  facts 
about  this  matter,  I  am  going  to  ask  you  who  gave  you  the  informa- 
tion upon  which  that  statement  is  based. 

Mr.  Williams.  I  surest  that  if  you  inquire  of  the  officers  of  the 
institution  which  has  oeen  referred  to  here,  they  can  throw  some 
light  upon  it. 

The  Chairman.  I  do  not  think  that  answers  my  question. 

Representative  Mills.  Now,  you  say  '*  the  manner  in  which  certain 
New  York  banking  institutions  have  borrowed  enormous  sums  from 
the  Federal  reserve  bank  of  New  York  at  rates  of  from  5  to  7  per  cent 
and  have  taken  advantage  of  the  necessities  of  needy  borrowers  in 
trying  times  by  'accommodating'  them  with  time  money  at  rates, 
in  some  instances  as  high  as  50  per  cent  per  annum,  and  in  at  least 
one  instance  about  200  per  cent  per  annum,  is,  in  my  opinion,  im- 
economic,  unconscionable,  and  barbarous,  and  I  am  not  willing,  so 
far  as  I  am  concerned,  to  have  such  operations  pass  unnoticed  or 
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without  protest."  Do  you  know  any  instances^  of  your  own  knowl- 
edge where  that  was  done  ? 

Mr.  Williams.  I  have  reason  to  believe  it  was  done,  and  I  think 
if  jou  wish  to  find  out  some  other  cases  where  excessive  rates  were 
charee4  to  such  borrowers,  if  you  will  look  at  the  records  you  would 
develop  it. 

Representative  Mills.  I  am  asking  you  whether  you  know  of  it  of 
your  own  knowledge. 

Mr.  Williams.  I  have  knowledge  sufficient  for  me,  to  justify  the 
statement  which  I  have  made. 

Representative  Mills.  Do  you  know  of  any  other  instances  ? 

Mr.  Williams.  I  could  furnish  other  instances,  if  it  were  necessary, 
I  think. 

Representative  Mills.  Will  you  furnish  other  instances  ? 

Mr.  Williams.  The  comptroller's  office  contains  the  sworn  state- 
ments sent  in  by  national  banks  in  New  York  as  to  excessive  interest 
rates.  I  refer  you  to  those  files.  I  have  not  access  to  them  at  the 
present  time. 

Representative  Mills.  You  have  no  knowledge  at  the  present  time 
of  any  other  instances  ? 

Mr.  Williams.  I  have  knowledge  where  you  can  get  the  information. 

Representative  Mills.  You  have  made  the  statement;  have  you 
any  knowledge  of  other  instances  ? 

Mr.  Williams.  I  refer  you  to  the  files  of  the  comptroller's  office, 
on  the  strength  of  which  I  have  made  the  statement. 

Representative  Mills.  But  I  am  asking  you  wheth^  you  have  any 
spednc  knowledge  to-day  of  the  other  instances  of  that  character. 

Mr.  Williams.  I  refer  you  to  the  files  of  the  comptroller's  office, 
and  the  sworn  statements  sent  in  by  the  national  banks  as  to  the 
excessive  rates  of  interest  which  they  have  charged  on  some  of  their 
loans.  Through  the  comptroller's  assistance  you  can  get  replies 
to  the  questions  you  have  asked  me. 

Representative  Mills.  But  outside  of  the  two  instances  cited  in 
this  letter,  you  have  no  knowledge  of  any  other  instances  to-day  ? 

Mr.  Williams.  The  files  of  the  comptroller's  office  will  furnish 
the  instances. 

Representative  Mills.  But  to-day,  I  am. asking  you,  you  have  no 
knowlc^e  of  other  instances  ? 

Mr.  Williams.  When  there  are  files  on  record  to  which  you  can 
refer,  I  am  not  going  to  tax  my  memory  to  give  you  instances,  when 
you  can  go  to  those  files  and  get  them  yourself. 

Representative  Mills.  Then  without  taxing  your  memory  you 
could  not  answer  the  question  and  give  other  instances? 

Mr.  Williams.  I  decline  to  answer,  beyond  referring  vou  to  the 
files,  the  source  where  the  information  can  be  obtainea — the  best 
source  of  information. 

Representative  Mills.  In  other  words,  you  refuse  to  give  us  evi- 
dence ofyour  own  chaiges,  but  you  ask  us  to  find  it  for  you  ? 

Mr.  Williams.  No;  I  refer  you  to  the  official  records. 

The  Chaibman.  If  you  will  give  us,  Mr.  Williams,  sufficient  infor- 
mation upon  which  to  ask  for  specific  records,  we  will  ask  for  them. 

Mr.  Williams.  Mr.  Chairman,  if  you  will  ask  the  comptroller  to 
furnish  you  the  sworn  statements  sent  in  to  the  office  from  the 
national  banks  in  August,  1920,  I  think  it  was,  showing  the  loans 
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upon  which  they  charged  excessive  rates  of  intierest,  I  think  ihey 
will  give  you  much  data. 

Representative  Mills.  You  mentioned  that  last  spring,  as  I 
recollect  it,  there  was  some  $700,000,000  available  credit,  did  you 
not? 

Mr.  WiLLiAJdS.  I  have  not  the  records  before  me  to  which  I  re- 
ferred in  order  to  make  the  reference,  if  I  made  such  a  reference. 
You  have  the  letter  before  you. 

Representative  Mills.  I  do  not  know  whether  it  was  mentioned 
in  this  letter,  or  not,  but  I  recollect  on  two  or  three  occasions  you 
mentioned  the  figure  of  $700,000,000  available. 

Mr.  Williams.  Oh,  you  mean  in  reserve  banks  ? 

Representative  Mills.  Yes. 

Mr.  Williams.  Yes;  I  made  that  statelnent  in  the  address  at 
Bangor,  Me,,  in  June,  1920,  that  the  Federal  reserve  banks  had  an 
unused  lending  power  of  $700,000,000  or  more. 

Representative  Mills.  Did  you  mean  by  that  statement  that  that 
unused  lending  power  was  not  being  made  use  of  by  the  deliberate 
policy  of  the  Federal  reserve  banks  ? 

Mr.  Williams.  No;  I  made  the  statement  for  what  it  was  worth, 
that  if  there  was  need  for  more  money,  the  Federal  reserve  banks 
were  in  position  to  furnish  it,  and  there  need  be  no  fear  about  abun- 
dant money  for  the  movement  of  the  crops.  My  statement  was  made 
in  June,  just  before  the  usual  crop-moving  time. 

Representative  Mills.  You  did  not  mean  to  make  the  statement 
that  the  Federal  Reserve  Board  was  hoarding  that  $700,000,000  ? 

Mr.  Williams,  Was  hoarding  it  ? 

Representative  Mills.  Yes. 

Mr.  Williams.  No;  I  did  not. 

Representative  Mills.  That  is  all. 

Mr.  Williams.  Shall  I  proceed,  Mr.  Chairman? 

The  Chairman.  Yes;  you  may  proceed,  Mr.  Williams. 

Mr.  Williams.  I  desire  to  read,  Mr.  Chairman,  a  letter  written  by 
me  under  date  of  February  26,  1921,  to  Gov.  Harding,  of  the  FedersJ 
Reserve  Board.     [Reading :] 

Washington,  D.  C,  Fehntxtry  j?e,    192t. 
Hon.  W.  P.  G.  Harding, 

Governor  Federal  Reserie  Board. 

Dkar  Gov.  Harding:  My  letters  to  you  of  January  17  and  Februarj*'  19,  1921,  on 
matters  which  I  r^ard  of  much  importance,  are  Ptill  unanswered. 

At  to-day's  meeting  of  the  board  you  claimed  that  there  were  certain  inac<niracie« 
in  my  letter  to  you  of  tlie  lOth  instant  and  I  informed  you  I  would  be  happy  to  have 
you  advise  me  promptly  of  any  errors  or  mistakes  that  you  might  think  you  have 
discovered  in  that  conununication,  and  that  1  should  be  most  pissed  to  correct  them 
if  your  contentions  could  be  sustained.  I  now  again  urge  that  you  point  out  to  me 
promptly  all  inaccuracies,  if  any  there  be,  which  you  may  think'exist. 

You  called  attention  to  the  following  paragraph  on  page  8  of  the  letter: 

'*In  addition  to  drawing  funds  to  New  York  City  from  other  sections  by  the  allure- 
ment of  high  interest  rates  and  otherwise,  let  me  remind  you  that  at  times  during 
the  past  year — in  fact,  almost  continuously  through  the  year— the  New  York  Federal 
reserve  bank  has  gotten  from  other  parts  of  the  country  by  rediscounting  ita  bills  and 
acceptances  considerable  sums  of  money  from  nearly  all  the  oHier  F^eral  reserve 
banks,  including  among  others  the  reserve  banks  of  Dallas,  Kansas  City,  Richmond, 
Atlanta,  and  San  Francisco,  as  well  as  the  nearby  reserve  banks." 

You  claimed  that  that  statement  was  capable  of  an  interpretation  which  would 
mean  that  the  New  York  reserve  bank  was  borrowing  '* almost  continuously**  through 
the  year  from  every  one  of  the  reserve  banks  mentioned. 
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I  infonned  you  that  that  was  not  my  meaning,  and  was  not  a  fair  interpretation  of 
the  statement.  Mv  meaning  was  that  the  New  York  reserve  bank  ''at  Umes  during 
the  past  year — in  met,  almost  continuously  through  the  year— has  gotten  from  other 
parts  of  the  country  hy  rediscounting  its  bills  and  acceptances  considerable  sums  of 
money  from  nearly  ail  the  other  Federal  reserve  banks,  iuchiding  among  others  from 
time  to  time  the  reserve  banks  of  Dallas,  Kansas  City,  Richmond,  Atlanta,  and  San 
Francisco,  as  well  as  he  nearby  reserve  banks."  Tfie  insertion  of  the  words  "from 
time  to  time"  will  make  my  obvious  meaning  clear,  I  think,  even  to  the  most  captious 
critic. 

Let  me  also  add  that  the  only  just  criticism  of  the  statement  to  which  you  called 
attention  is  that  it  was  too  moderate.  I  will  now  amend  the  paragraph  in  which  I  say 
that  the  New  York  reserve  bank  was,  during  the  year,  obtaining  funds  from  other 
reserve  banks  by  rediscounting  its  bills  and  acceptances  "almost  continuously"  and 
make  it  read  "continuously."  From  the  official  fi^es  furnished  me  by  the  reserve 
board,  and  I  understand  given  weekly  to  the  pubhc.  it  appears  that  from  January  1, 
1920,  to  January  28, 1921,  the  funds  which  the  New  York  reserve  bank  obtained  each 
week  from  othe  rreeerve  banks  by  rediscounting  bills  and  selling  "acceptances"  were 
as  follows. 

Then  follows  a  list  by  weeks,  beginning  with  January  2,  1920. 

Representative  Mills.  Does  that  table  show  the  bills  rediscounted 
by  the  New  York  bank  for  the  other  districts  ? 

Mr.  Williams.  This  table  does  not;  this  table  is  bills  rediscounted 
and  acceptances  sold  by  the  New  York  reserve  bank  to  other  reserve 
banks. 

Representative  Mills.  And  it  does  not  show  the  bills  rediscounted 
by  the  New  York  bank  for  other  banks  ? 

Mr.  Williams.  No. 

The  Chairman.  Does  that  table  include  bills  sold  to  other  reserve 
banks? 

Mr.  WiLUAMS.  I  thuik  it  does  include  bills  sold  to  other  reserve 
banks.  This  was  obtained  from  a  memorandum  furnished  me  by 
the  Federal  Reserve  Board,  and  the  captions,  I  think,  are  quoted 
verbatim  from  that  memorandum  furnished  me,  which  was  returned 
to  the  Federal  Reserve  Board.  They  can  give  you  anv  additional 
information  that  you  want.  This  is  a  statement  made  by  me  of 
facts  which  I  deduced  from  a  memorandum  which  was  furnished  me 
by  the  Federal  Reserve  Board. 

The  Chairman.  Do  you  think  that  the  sale  of  bills  from  one  bank 
to  another,  amount  to  the  same  thing  as  the  borrowing  of  the  first 
bank  from  the  second  bank  ? 

Mr.  W1LIJLA.MS.  Not  necessarily.  If  the  New  York  bank  loads  up 
with  acceptances  to  accommodate  its  customers  and  finds  that  it  has 
need  to  cash  in  on  those  acceptances  and  writes  out  to  some  other 
bank  and  asks  them  if  they  want  to  take  them  off  their  hands,  that 
is  one  thing;  if  the  Chicago  bank  writes  to  the  New  York  bank  and 
tells  them,  "We  are  looking  for  acceptances;  can  you  accommodate 
us  by  selling  us  some  of  your  acceptances?*'  that  is  another  thing. 

The  Chairman.  This  statement  makes  no  distinction,  however, 
between 

Mr.  Williams  (interposing).  This  statement  does  not.  I  asked 
them  to  furnish  me  that,  and  thev  advised  me  that  I  was  not  at  that 
time  a  member  of  the  board,  and  would  not  furnish  it. 

Representative  Mills.  They  have  not  denied  you  any  information 
that  was  available  to  any  other  member  of  the  public,  nave  they  ? 

Mr.  Williams.  A  member  of  the  public  ? 

Representative  Mills.  Yes. 
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Mr.  Williams.  They  denied  me  the  information  as  to  the  number 
of  meetings  I  had  attended.  Still,  that  is  a  small  matter,  and  I  do 
not  care  about  that. 

Representative  Mills.  But  you  do  not  mean  to  say  that  the  Federal 
Reserve  Board  has  denied  you  any  information  that  was  available 
to  the  public  ? 

Mr.  Williams.  I  think  they  have  denied  me  information  which 
should  be  furnished  me  as  a  former  member  of  the  board,  of  matters 
which  occurred  during  the  time  I  was  a  member  of  the  board. 

Representative  Mills.  They  have  not  denied  you  anv  information 
that  would  be  available  to  any  other  member  of  the  public  ? 

Mr.  Williams.  If  I  had  not  been  a  member  of  that  board  ? 

Representative  Mills.  Yes. 

Mr.  Williams.  I  am  not  discussing  that. 

The  table  is  as  follows  [reading] : 


Week  ending- 


1920. 

Jan.2 

Jan.9 

Jan. 16 

Jan. 23 

Jan. 30 

Feb.  6 

Feb.  13 

Feb.  20 

Feb.  27 

Mar.  5 

Mar.  12 

Mar.  19 

Mar.26 

Apr.  2 

Apr.  9 

Apr.  16 

Apr.  23 

Apr.  30 

May? 

May  14 


BiUs  re- 
discounted 
and  accept- 
ances sold 
by  New 
York  re- 
serve bank 
toother 
reierve 
banks. 


$32,357,000 
29,943,000 
100,317,000 
68,606,000 
75,649,000 
72,077,000 
68,389,000 
58,213,000 
55,308,000 
73,374,000 
88,826,000 
23,203,000 
34,096,000 
4,341,000 
2,371,000 
2,371,000 
2, 371, 000 
2, 371, 000 
2,371,000 
2,371,000 


Week  ending  - 


1920. 

May  21 

May  28 

June4 

June  11 

June  18 

Jiuie25 

July  2 

July  9 

July  16 

July  23 

July  30 

Aug.  6 

Aug.  13 

Aug.  20 

Aug.  27 

Sept.3 

Sept.  10 

Sept.  17 

Sept.  24 

Oct.  1 


Bills  re- 
discounted 
and  accept- 
ances sold 
by  New 
York  re- 
serve bank 
toother 
reserve 
banks. 


371,000 
371,000 
371,000 
371,000 
355,000 
394,000 
926,000 
940,000 
940,000 
451,000 
551,000 
122,000 
013,000 
459,000 
923,000 
425,000 
664,000 
354,000 
404,000 
862,000 


Week  ending- 


1920. 

Oct.  8 

Oct.  15 

Oct.  22 

Oct.  29 

Nov.  5 

Nov.  12 

Nov.  19 

Nov.  26 

Dec.  3 

Dec.  10 

Dec.  17 

Dee.  23 

Dec.  30 

1921. 

Jan. 7 

Jan. 14 

Jan. 21 

Jan.  27 


S15,7»(,000 
28,870,000 
49,305,000 
61,382,000 
59,583,000 
57,736,000 
32,(H9,0(» 
24,502,000 
16,038,000 
14.323,000 
6,917,000 
6,917,000 
6,917,000 


4,273,000 
2,265,000 
ll,747,00q 
51,828^000 


You  also  stated  at  to-day's  meeting  that  the  Richmond  bank  should  not  have  been 
included  among  the  five  banks  named  as  having;  furnished  money  to  the  New  York 
reserve  bank  by  rediscounting  its  bills  and  acceptances.  In  looking  over  the  pM^ 
ticular  period  to  whirh  1  referred,  I  think  that  apparently  the  Richmond  bank  diould 
be  omitted  from  the  list  of  those  furnishing  money  during  that  period  directly  to  the 
New  York  reserve  baak.  But  your  own  oranal  re  ords  will  show  that  the  Richmond 
bank  did  in  the  year  1920  furnish  monev  in  the  manner  stated  to  the  reserve  bank  oi 
Boston — over  $5,000  000 — and  during  ttat  same  month  the  reserve  bank  at  Boston  wd 
furnishing  funds  to  the  New  York  reserve  bank — over  $3,500,000.  Under  such  cirrumi 
stances  I  think,  you  will  see  that  the  point  you  make  as  to  Richmond  is  too  tri\'iaj 
for  further  comment. 

Then  a  few  months  after  that  I  learned  the  Richmond  bank  had 
been  ako  loaning  du^ect  to  New  York  through  the  purchase  of  bills. 

(Continuing  reading:)  Another  criticism  which  you  advanced  was  that  in  my  lettej 
of  the  19th  instant  I  should  have  mentioned  the  reserve  carried  by  the  member  bani 
in  New  York  City,  which  increased  its  bills  payable  in  June  last  by  something  ov& 
$2,000,000  about  the  same  time  that  it  made  a  loan  of  $1,000  000  to  a  customer  ol 
stock  collateral  liberally  margined,  upon  which  it  charged  an  extortionate  commis 
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sion  and  which,  taking  into  consideration  the  payment  of  the  loan  within  less  than 
six  months,  and  the  allotment  of  participations  m  it  to  correspondent  banks — at  a 
greatly  reduced  commission — figured  out  an  interest  charge  of  about  200  per  cent 
per  anniun  on  the  net  amount  of  that  loan  retained  by  the  meml)er  bank.  In  fact, 
It  was  suggested  in  the  board  meeting  that  the  member  bank  could  have  made  the 
loin  of  $1,000,000  by  drawing  down  its  reserves,  if  it  cared  to  do  so,  without  borroiv- 
in<T.  In  my  opinion  that  suggestion  is  not  even  a  palliative,  as  the  bank  by  such  ac- 
tion wjuld  have  subjected  itself  to  the  double  criticism  of  running  below  the  reserve 
it  is  required  by  law  to  maintain  and  impairing  its  ability  to  make  loans  to  other 
customers  at  decent  rates  for  legitimate  busine?^,  while  at  the  same  time  exacting  an 
unconscionable  interest  and  commission  from  the  unfortunate  borrower  upon  whom 
the  charge  was  imposed. 

At  to  day's  conference  complaint  was  made  that  I  had  not  directed  attention  to  the 
fact  that  the  New  York  bank  at  times  during  the  year  had  redit^counted  loans  for 
other  banks. 

1  am  advked  that  it  is  true  that  for  a  period  of  not  over  five-twelfths  of  the  year  1920 
the  \ew  York  reserve  bank  was  redigcounting  for  other  reserve  banks,  but  during 
the  entire  year  the  New  York  reserve  bank  was  obtaining  money  from  the  other 
reserve  banks  as  shown  above.  It  was  suggested  by  some  one  in  the  meeting  to-day 
that  perhaps  the  New  York  reserve  bank  was  buying  and  furniphing  to  other  reserve 
banks  bills  and  acceptances  as  an  accommodation  to  these  lending  banks  rather  than 
as  an  accommodation  to  the  New  York  bank;  but  with  the  knowledge  I  happen  to 
have  of  the  situation  I  am  not  inclined  to  pive  very  great  weight  to  the  theory. 

Oov. of  one  of  the  reserve  banks,  impressed  me  as  particularly  unhappy  over 

what  he  construed  as  an  implication  in  my  letters  to  you,  that  the  reserve  bank  of 

had  not  kept  itself  properly  informed  as  to  the' condition  and  operations  of 

certain  member  banks  in  the district  to  which  it  had  been  particularly  liberal, 

if  not  "prodigal"  in  granting  loans,  or  if  it  was  informed  had  perhaps  not  acted  with 
the  wisdom  and  discretion  expected  of  it.    The  senior  officer  of  this  particular  member 

bank  to  which  the reseive  bank  was  dispensing  funds  so  lavishly  had  admitted 

to  rhi$  office,  as  the  record  shows,  and  as  you  were  promptly  advised  when  this  state- 
ment was  made,  that  this  same  bank  had  itself  been  granting  loans  as  he  expressed  it 
"with  reckless  prodigality."    In  discussing  the  use  which  thi^  same  bank  made  of 

the  fund-i  which  they  had  borrowed  from  the  reserve  bank,  Gov. 's  aim  seemed 

to  be  to  evade  all  responsibility  so  far  as  the  reserve  bank  was  concerned,  apparently 
seeking  to  justify  his  evasion  with  the  assertion  that  the  chief  national  bank  examiner 
did  not  give  him  notice  of  the  conditions  which  existed  in  tha,t  bank.    The  chief 

examiner  of  the district  has  furnished  me  a  memorandum  as  to  the  extent  to 

which  the  Federal  reserve  bank  of was  placed  on  notice  as  to  conditions  in  the 

bank  referred  to  at  the  time  of  the  examination  in  October,  1919.  Supplementary 
to  my  letter  to  you  of  January  12,  1920,  on  this  same  subject  I  a^k  your  attention  to 
the  following  extracts  from  the  memorandum  furnished  by  this  examiner. 

jRepresentative  Mills.  Mr.  Williams,  do  you  think  there  is  any- 
thin?  to  be  gained  by  eoing  into  this  particular  controversy  which 
you  nad  with  the  Federal  Reserve  Board  and  with  the  governor  of  this 
particular  reserve  bank  ? 

Mr.  Williams.  It  has  a  very  direct  bearing  on  the  whole  propo- 
sition in  my  judgment. 

Representative  Mills.  Don/t  you  see  it  is  perfectly  impossible  for 
the  charges  which  you  make  and  the  facts  which  vou  seek  to  bring 
out  to  be  met  unless  names  are  given  and  the  particular  institutions  are 
dealt  with,  which  is  not  at  all  the  function  of  this  commission  ? 

Mr.  Williams.  Perhaps  when  I  get  through  you  will  get  more 
information  on  that  point. 

Representative  Mills.  What  is  there  to  be  gained  by  this  com- 
niission  going  into  the  question  of  whether  you  disclosed  all  of  the 
facts  in  your  original  examiner^s  report  to  the  governor  of  this  par- 
ticular reserve  bank,  or  whether  the  facts  were  not  disclosed  until 
seven  or  eight  months  later  by  a  further  examination  and  report  which 
it  did  not  stamp?  How  is  that  going  to  help  this  commission  in 
dealing  with  the  question  of  agricultural  credits  ? 
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Mr.  Williams.  This  matter  deals  with  other  subjects  beside 
that? 

Representative  Mills.  Well,  I  am  asking  you  as  to  that  particular 
subject  of  controversy. 

Mr.  Williams.  It  is  a  matter  of  judgment,  Congressman.  You 
have  your  opinion. 

Representative  Mills.  And  it  is  your  honest  opinion  that  vou  are 
contributing  something  of  value  to  the  subject  of  agricultural  credits 
by  asking  this  commission  to  investigate  those  particular  transactions 
oi  a  New  York  national  bank  ? 

Mr.  Williams.  May  I  answer  that  by  stating  that  at  yesterday's 
conference  I  presented  a  statement  which  showed  that  the  New 
York,  Chicago,  and  St.  Louis  national  banks  were  being  furnished 
with  accommodations  through  bills  pavable  and  rediscounts  amount- 
ing to  about  24  per  cent  of  their  total  loans  and  rediscoimts,  while  at 
the  same  time  the  country  national  banks,  whose  loans  and  redis- 
counts were  much  larger,  were  being  furnished  with  only  about  10 
Eer  cent  ?  I  think  the  matters  which  I  have  been  touching  upon  here 
ave  a  very  direct  bearing  upon  the  question  of  the  fair  and  proper 
distribution  of  the  reserves  of  the  Federal  reserve  system  among  the 
large  banks  and  the  country  banks  and  the  question  of  supplying  the 
necessary  fimds  for  agricultural  credits. 

Representative  Mills.  I  am  not  going  into  that  question.  I  am 
asking  you  as  to  the  particular  transaction,  which  you  are  about  to 
discuss — that  particular  controversy  with  reference  to  two  reports 
made  by  your  oank  examiners,  one  made  in  1919  and  one  in  August, 
1920. 

Mr.  Williams.  I  will  say  this,  that  for  the  protection  of  the  bank 
the  memorandum  embodied  in  this  letter  relative  to  the  bank's  loans 
should  be  omitted,  and  I  am  not  going  to  read  that. 

Representative  Mills.  That  is  all  1  am  questioning — if  you  omit 
that. 

Mr.  Williams.  I  do;  I  am  omitting  that  memorandum. 
[Reading:] 

These  facts,  showing  the  condition  of  the  bank  in  1919  at  the  time  of  examinatioo , 
and  the  character  of  tne  business  which  the  bank  was  then  carrying  on 

Representative  Ten  Eyck.  Wait  a  minute.  I  would  like  to  know 
whether  that  is  a  reference  that  might  be  useful  for  the  conunission 
whereby  we  could  help  the  agricultural  industry.  I  want  to  be 
assured  that  something  is*  not  being  suppressed  here  that  will  not, 
indirectly  or  inadvertently,  lessen  the  mformation  that  we  desire. 
If  we  can  be  assured  of  that,  I  am  willing  to  have  it  cut  out. 

The  Chairman.  The  Chair  has  not  seen  the  letter. 

Mr.  Williams.  I  would  state  that  that  deals  more  with  the  internal 
condition  of  a  pretty  larffe  bank  which  has  been,  it  is  true,  a  bene- 
ficiary of  loans  through  tne  reserve  system. 

Mr.  Ten  Eyck.  That  is  perfectly  satisfactory  to  me. 

Mr.  Williams  (reading) : 

These  facts,  showing  the  condition  of  the  bank  in  1919  at  the  time  of  examination, 
and  the  character  of  the  business  which  the  bank  was  then  carrying  on  were  promptly 

placed  before  the reserve  bank  in  1919  and  in  the  light  of  subsequent  events 

were  clearly  sufficient  to  put  the  Reserve  bank  on  notice  especially  when  the  borrow- 
ings, which  prior  to  October,  1919,  had  been  intermittent  became  continuous  and 
increased.    From  January  1,  1920,  the  bank  was  steadily  borrowing  large  sums,  the 
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monthly  avera^  of  which  increased  from million  during  January,  1920,  to 

million  in  May,  1920,  and  to  about million  in  September,  1920,  nearly 

every  montb  showing  an  increase  over  the  preceding  month. 

Tke  facta  of  these  increasingly  large  borrowings  were  daily  available,  not  to  this 

bureau  but  to  the Federal  reserve  bank,  and  are  i)reeumed  to  have  been  or  at 

learti  oiu^fat  to  have  been  the  subject  of  careful  consideration  and  discussion  when  the 
bank  r^erred  to  requested,  as  it  so  frequently  did,  further  advances. 

It  is  also  worthy  of  note  that  the  examiner's  report  of  October,  1919,  which  the 

reserve  bank  had.  before  it  early  in  December,  1919,  showed  that  the  loans  which  this 
bank  at  that  time  was  making  to  its  chief  executive  officer  and  his  immediate  family 

and  to amounted  to  a  sum  which  is  more  than  twice  the  aggregate  of  all  loans 

which  this  member  bank  was  making  as  of  the  date  of  the  Novem^r  15,  1920,  call  to 
all  of  its  national  bank  correspondents  throughout  the  entire  country.  These  facts 
were  furnished  to  and  are  in  possession  of  the  Federal  reserve  bank  of . 

Had  the reserve  bank,  with  its  intimate  knowledge  of  the  steady  increase 

of  this  member  bank's  borrowings  from  the  reserve  bank,  brou^t  the  matter  to  the 
attention  of  this  office  and  suggested  the  advisability  of  an  examination  to  get  at  the 
character  of  the  loans  or  investments  which  made  necessary  these  heavy  dn^  upon 
the  reserve  bank,  an  examination  would  have  been  made  promptly. 

Hie  records  show  that  the  bank  at  the  time  of  the  August,  1920,  examination,  despite 
the  warnings  and  admonitions  of  the  Federal  tleserve  Board  as  to  the  restriction  of 
credit  for  nonessentials  and  for  speculative  purposes,  greaUy  increased  their  loans  on 

higjily  speculative  securities,  such  as  the loans  and  the  loans  (including  the 

HKallea  dummy  loan)  of  over  $5,000,000  to who,  besides  being  a  director  in 

the Bank,  was  also,  at  the  time  of  the  1919  examination,  a  director  in  the  Fed- 
eral Reserve  Bant  of  New  York and  its  eligible  paper  on  hand  November  16, 

IWO 

The  Chairman.  Was  this  the  sftme  bank  that  you  referred  to  this 
mommg  and  yesterday  ? 

Mr.  Williams.  This  is  one  of  several  banks  which  have  been 
referred  to  particularly^.  This  is  not  the  State  institution  which  has 
been  referred  to  from  time  to  time. 

The  Chaibman.  I  know,  but  your  testimony  this  morning  referred 
to  some  bank  that  loaned  a  milhon  dollars  or  three  million  dollars,  or 
something  of  that  kind. 

Mr.  Williams.  This  is  not  that  bank. 

The  Chairman.  This  is  another  bank  ? 

Mr.  Williams.  Yes.    [Reading:] 

as  shown  by  this  report  of  condition,  a  copy  of  which  was  sent  to  the  reserve  bank 

of  — ; — ,  was  less  than  — — -  or  scarcely per  cent  of  its  deposits  outstanding  at 

that  time.    The  chief  examiner  has  also  recently  mentioned  to  me  the  case  of  anomer 

larae  bank  in whose  heavy  borrowings  from  the bank  had  been  criticized 

by  him,  but  the  president,  I  am  told,  proceeded  to  justify  himself  on  the  theory  that 
lu8  loans,  although  large,  appeared  to  be  satisfactory  to  the  reserve  bank,  and  indicated 
that  that  approval  was  enough  for  him. 

,  At  to-day's  conference,  as  uur  as  I  could  discover,  no  adequate  or  reasonable  explana- 
tions were  forthcoming  from  governor or  anvone  else  as  to  the  generally  unsatis- 
factory conditions  along  several  lines,  to  which  I  rolt  it  my  duty  to  direct  attention  in 
^y  recent  correspondence  witii  you.  The  time  of  the  meeting  was  largely  taken  up 
▼ith  trivialitiee  and  with  inefifectual  efforts  to  find  some  ground  for  directing  criticism 
aguost  the  administration  of  this  bureau,  especially  the  chief  examiner's  office 

ia .    Much  stress  was  laid  upon  the  omission  of  me  examining  force  to  examine 

each  (rf  the  national  banks  in  New  York  City  twice  during  the  year. 

In  answer  to  this  criticism,  let  me  call  your  attention  to  the  fact  that  while  every 
bank  in  New  York  City  did  not  receive  two  examinations  during  the  year,  the  examina- 
tions which  they  did  receive  were  particularly  thorough,  painstaking,  and  effective, 
and  involved  much  additional  time  on  the  part  of  the  examiners.  The  statements 
made  with  such  emphasis  and  feeling  at  to-day's  meeting,  by  someone,  that  none  of  the 
national  banks  in  New  York  City  were  examined  twice  m  the  year  1920  is  simply 
ontme;  the  records  ^ow  that  a  considerable  proportion  of  the  national  banking  capital 
of  that  city  was  subjected  to  two  thorough  examinations  in  the  year  named. 
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I  think  that  the  large  institution  which  was  examined  twice  repre- 
sented about  20  per  cent  of  the  banking  capital  of  that  city. 

The  Chairman.  That  large  percentage  of  banldng  capital  that  you 
say  was  represented  there — ^was  that  in  one  bank  ? 

Mr.  Williams.  Yes;  as  I  have  just  stated.     [Reading:] 

The  unusual  difficulties  attending  general  business  during  the  past  year  and  the 
large  number  of  insolvencies  among  business  houses,  especially  during  the  past  six 
months  of  the  year,  made  the  work  of  the  examiners  particularly  exacting.  In  one 
large  bank  which  was  the  subject  of  discussion  to-day  the  examination  was  begun  on 
August  27  last,  and  the  difficulties  which  were  experienced  in  tracing  down  A'arious 
important  transactions  and  operations  delayed  the  completion  of  the  inv^tigation, 
which  involved  several  special  hearings  accorded  to  five  or  six  officers  of  the  bank 
before  the  comptroller  ana  a  searching  inquiry  into  many  matters  of  vital  importance 
to  the  bank. 

The  work  upon  this  bureau  during  the  year  was  increased  by  the  nationalization 
of  several  large  State  banking  institutions,  involving  some  15  or  20  branches,  all  oper- 
ated as  separate  banks.  The  burden  was  further  increased  by  the  necessanr  absence 
for  six  months  in  South  America  of  the  chief  examiner  of  the  district  on  official  work 
in  examining  the  foreign  branches  of  one  of  the  large  New  York  national  banks.  The 
working  force  of  the  office  was  reauired  to  meet  additional  strain  by  examinations 
made  of  certain  large  foreign  banks  and  securities  companies  in  this  countr>^  not 
formerly  required  of  this  force. 

That  the  banks  in  the  New  York  district,  however,  were  not  neglected  and  did 
receive  the  attention  which  they  needed  from  this  bureau  is  indicated  by  the  fact 
that  since  the  beginning  of  my  administration  as  Comptroller  of  the  Currency,  more 
than  seven  years  ago,  there  has  not  been  a  single  failure  of  any  national  bank  in  the 
Federal  reserve  district  of  New  York  which  has  involved  one  dollar's  loss  to  any  de- 
positor. 

Representative  Mills.  Do  you  attribute  that  to  your  examinations, 
or  to  the  soundness  of  the  banking  methods  of  those  banks  ? 

Mr.  WiLUAMS.  I  think  the  examining  methods  have  contributed 
very  largely  to  the  soundness  of  the  banking  methods. 

Kepresentative  Mills.  But  is  not  that  very  creditable  to  the 
soundness  of  the  banks  in  New  York  City  ? 

Mr.  Williams.  I  think  it  is  very  creditable.  I  intended  to  make 
a  reference  here  as  to  whether  the  medicine  had  worked  or  not — to 
an  anecdote  which  is  told  of  Lincoln,  when  certain  critics  complained 
that  Gen.  Grant  was  drinking  entirely  too  much  whisky.  .  His  reply, 
as  you  all  recall,  was,  '*  You  had  better  find  out  what  kind  of  whisty 
he  uses  and  go  and  buy  some  of  it  yourself."  I  think  the  kind  of 
''liquor"  which  has  been  given  to  the  banks  in  New  York  by  our 
examiners  seems  to  have  had  curative  qualities. 

Representative  Sumners.  Mr.  Williams,  in  that  connection  then, 
so  far  as  the  general  supervisory  and  administrative  policies  of  the 
regional  bank  in  that  district  are  concerned,  I  understand  you  are 
not  criticising  them  ? 

Mr.  Williams.  Well,  yes;  I  am  frank  to  state  that  I  do  not  think 
the  New  York  Federal  reserve  bank  has  been  administered  to  the 
best  advantage  of  the  district. 

Representative  Sumners.  During  the  time  these  extraordinarily 
large  loans  you  have  referred  to  were  being  extended  to  certain  in- 
stitutions, were  other  institutions  able  to  offer  securities  of  equal 
soundness  denied  relatively  the  same  accommodations  by  the  bank? 

Mr.  Williams.  I  do  not  know  of  any  privation  among  the  banks 
in  New  York  City.  I  do  not  recall  any  complaints  of  that  sort. 
[Reading:] 

The  attention  of  the  examining  force  from  time  to  time  was  devoted  to  the  work  ol 
saving  a  number  of  banks  in  different  parts  of  the  district,  which ,  through  mismanage- 
ment of  their  officials,  had  become  involved  in  serious  troubles;  and  I  am  happy  to 
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report  that  these  efforts  were  in  everjr  case  successful.  One  particular  instance  with 
which  the  New  York  reserve  bank  oSicers  are  familiar,  necessitated  about  two  months 
of  the  almost  undivided  time  of  a  resident  New  Yotk  examiner,  who  subsequently, 
duria^  the  absence  of  the  chief  examiner  in  South  America,  was  the  acting  chief  of 
the  district  and  who  save  this  more  urgent  matter  precedence  over  the  work  of  exam- 
inio^  the  banks  in  New  York  City  to  which  he  had  been  especially  assigned,  and 
which  otherwise  he  would  have  examined. 

I  think  I  should  state  at  this  time  that  in  looking  over  Gov.  Hard- 
ing's testimony  before  the  Banking  and  Currency  Committee  on  June 
1,1  find  that  Gov.  Harding  has  strayed  into  malang  a  very  inaccurate 
statement  in  connection  with  that  particular  institution.  I  shall 
probably,  at  the  proper  time,  before  the  proper  committee,  correct 
some  of  the  statements  made  by  Gov.  Harding  at  that  time  and  give 
the  facts  in  the  case. 

In  this  connection  I  think  it  is  also  pertinent  to  say  that  the  exam- 
iners attached  to  the  comptroller's  bureau  have  sometimes  been  very 
much  embarrassed  and  annoyed  by  interference  frona  the  examiners 
attached  to  the.  reserve  system.  On  that  point  I  wish  to  read  just 
here  a  letter  which  I  addressed  to  Gov.  Harding,  under  date  of  August 
13,  1921,  before  resuming  the  reading  of  this  letter  of  February  26, 
1921,  as  this  letter  refers  to  this  particular  subject  of  cooperation 
between  national  bank  examiners  and  Federal  reserve  examiners  in 
handling  national  banks. 

The  (&AIRMAN.  I  think  we  had  better  have  one  letter  at  a  time. 

Mr.  Williams.  Very  good;  I  \^ill  read  it  after  I  get  through  with 
this.    It  refers  to  this  particular  point.     [Reading:] 

As  jrou  well  know^  the  examination  of  the  large  New  York  City  banks  with  their 
affiliations  and  ramifications  including,  as  they  do,  foreign-exchange  departments, 
viiich  are  practicall3r  separate  entities,  necessitates  skillea  examiners  ana  assistants 
vko  have  been  specially  trained  for  this  work,  and  such  examinations  can  not  be 
satisfactoriljr  made  by  untrained  men.  Examinations  such  as  those  that  have  been 
conducted  in  the  New  York  banks,  involving,  in  individual  cases,  sometimes  two, 
^ee,  or  four  months'  time  by  examiners,  are  of  infinitely  more  value  than  the  pro 
forma  examinations,  however  frequent  such  as  have  been  made  heretofore.  Although 
during  the  past  year  the  banks  in  New  York  City  did  not  all  receive  two  detailed  exam- 
inations hoDi  examiners,  all  were  recjuired  to  make  and  send  to  this  oflSce  one  more 
report  of  their  condition  and  operations  than  was  actualljr  reqidred  by  law  or  than 
^ey  were  ever  required  to  make  under  any  previous  administration. 

The  tremendously  increased  efficiency  of  national  bank  examinations  under  the 
present  comptrollei^p  is  evidenced  not  only  by  the  diminished  failurep  of  banks 
^nder  most  trying  conditions,  but  also  by  the  voluntary  action  by  clearing-house 
Associations  in  a  number  of  important  cities  which  have  given  up  their  clearing-house 
^i*nunations  because  of,  as  has  been  frankly  stated,  the  highly  efficient  character 
<^the  examinations  of  our  national  bank  examinerF. 

The  governor  of  the  reserv-e  bank  of  New  York  at  to-day's  meeting  of  the  board 
staled  that  the  information  contained  in  the  confidential  reports  of  national  banks  in 
the  New  York  district  were  withheld  from  the  New  York  reserve  bank.  I  informed 
him  in  reply  that  his  statement  was  incorrect,  and  I  told  him  that  the  officers  of  the 
f^serve  hmk  were  a  long  time  ago  specifically  informed  that  they  or  their  dulv  author- 
ised representatives  would  be  permitted  access  to  the  confidential  reports  of  the  exam- 
iners. I  now  confirm  that  statement,  for  I  have  personal  knowledge  that  such  author- 
ity was  given  them.  Chief  Examiner  Smith,  with  whom  I  have  conferred  on  the 
?^bject,  also  tells  me  that  there  is  no  foundation  to  Gov.  Strong's  statement  above 
quoted.  The  chief  examiner  likewise  informs  me  that  although  the  reports  of  exami- 
nation of  New  York  banks  are  always  sent  to  the  Federal  reserve  bank  under  sealed 
cover  and  marked  "confidential,"  he  knows  that  these  reports  are  consulted  at  their 
pleasure  bv  other  ofl^cers  of  the  bank,  and  the  chief  examiner  has  from  time  to  time 
^iscuaeed  the  contents  of  these  reports  with  the  officers  of  the  bank,  who  have  often 
^  the  reports  before  them  when  banks  were  being  discussed  with  the  chief  examiner. 

Gov.  Su-ong  also  stated  to  the  board  that  it  was  his  understanding  that  the  reports  of 
examination  were  sent  to  the  reserve  bank  upon  the  express  undertatnding  that  they 
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should  be  acceeuble  only  to  himself  and  to  Chairman  Jay.  I  asked  him  to  repeat  his 
statement,  and  upon  his  reiterating  that  such  was  the  case  I  asked  him.  in  your  pres- 
ence»  whether  he  had  been  observing  that  confidence,  to  which  he  saia  he  had  been 
pledged  and  which  he  said  had  been  made  a  condition  of  the  bank's  receiving  the 
reports.  With  some  hesitation,  he  admitted  that  he  had  not  observed  the  agreemait 
he  claimed  to  exist. 

I  will  also  add  that  the  cooperation  and  aid  which  this  bureau  and  its  examining 
force  have  extended  to  the  reserve  bank  of  New  York  is  illustrative  of  our  attitude  in 
all  other  districts,  and  of  this  there  is  abundant  evidence,  although  tiieee  other  districts 
have  been  more  appreciative  of  the  cooi)eration  given. 

A  letter  from  the  chairman  of  the  board  of  one  of  the  leading  and  most  successful 
Federal  reserve  banks,  and  himself  a  man  of  particularly  high  standing,  which  wii 
received  some  time  ago,  said: 

ii»  »  »  Permit  me  to  say,  without  any  attempt  of  praise  or  flattery,  that  on  the 
rostrum  and  in  private  conference  I  have  uniformly  maintained  that  the  present 
comptroller  has  aone  more  to  raise  the  standard  of  national  banking  in  this  country 
and  to  secure  more  efficient  examinations  of  the  banks  under  his  jurisdiction  than  any 
of  his  predecessors.  Not  every  administration  of  the  comptroller's  office  has  been  bo 
alert  as  the  present  one  to  correct  abuses  or  to  head  off  dangerous  tendencies  and 
practices." 

You  presided  at  to-day  *s  conference  to  which  I  have  referred,  and  Governor , 

of  the reserve  bank,  was  present  by  invitation,  as  I  understand  it,  to  explain,  if  he 

could,  criticisms  of  the  Federal  reserve  bank  of ,  which  it  is  claimed  are  involved 

in  mv  recent  correspondence  with  you.  I  can  not  forbear  expressing  my  amazement 
at  what  impressed  me  as  being  excessive  forbearance  on  your  part  as  chairman  in 

permitting  Governor to  assume  the  attitude  which  characterised  his  appetr- 

ance  before  us.  He  challenged  the  correctness  of  official  figures  which  are  given  (o 
the  public  by  the  board,  furmshed  me  by  the  board,  and,  relying  on  their  coirectnesB, 
usea  by  me  m  my  correspondence  with  you.  I  refer  particularly  to  the  inter-reserve 
banks'  dealixigs  in  bills  discounted  and  acceptances  as  shown  in  the  board's  weekly 
reports  from  January  2,  1920,  to  January  28,  1921.  I  also  understood  him  to  state 
to  the  board  with  much  vehemence  that  in  the  matter  of  giving  out  statements  to 

the  public  in  connection  with  the bulk's  operations  or  this  controversy  he 

would  do  as  he  pleased,  resardlees  of  any  views  or  instructions  from  the  Reserve  Board. 
His  ansT^  statement  that  he  *had  no  time  to  waste'  on  the  discussion  of  certain  sub- 
jects which  were  brought  up  in  the  conference  also  impressed  me  as  being  distinctiy 
discourteous  to  the  board  and  its  members.  However,  such  matters  are  metely  ina- 
dental  and  concern  you  more  than  they  do  me. 

My  surprise  at  what  impressed  me  as  the  meekness  with  which  the  defiance  and 

asperities  of  governor were  received  by  the  board,  to  which  he  is  supposed 

to  be  subordinate,  is  increased  by  recollection  of  the  rather  different  attitude  taken 
toward  myself,  a  member  of  the  board,  equal  in  authority  with  any  other  member 
who  is  not  an  officer.  I  have  endeavored  to  be  uniformly  courteous  and  deferential 
while  performing  what  seemed  to  me  to  be  the  high  duty  of  calling  attention  to  serious 
evils  and  dangers.  It  is  a  cause  of  deep  regret  to  me  that  my  well-meant  labors  in 
pointing  out  what  seemed  to  me  to  be  defects  and  weak  places  in  our  system  and 
policies,  and  possible  errors  of  administration,  appear  to  have  caused  resentment 
rather  than  desire  for  information  or  purpose  for  reformation. 

It  also  seems  to  me  that  more  interest  has  been  developed  and  expressed  in  the 
persons  to  whom  my  copies  of  my  letters  may  have  been  nven  than  in  the  question 
whether  the  statements  were  accurate  and  the  errors  inmcated  could  be  corrected 
if  they  existed.  What  I  have  said  was  in  plain  black  and  white  and  expressed  as 
clearly  as  my  ability  permits.  So  far  as  I  can  recall,  no  progress  has  been  made,  if 
attempted  2  toward  disproving  what  I  have  written. 

Imperative  demands  for  names  of  those  to  whom  I  have  given  facts  and  figures  have 
no  more  to  do  with  the  real  issue  than  have  the  nibblinss  at  unimportant  details  and 
efforts  to  Bu^st  that  I  have  not  performed  my  official  duties  promptly.  The  whole 
and  only  point  is  whether  the  assertions  I  have  made  are  correct,  and  if  they  are  cor- 
rect, whether  anything  is  to  be  done  to  right  existing  wrongs. 

I  see  no  excuse  for  ill  temper.  My  assumption  has  been  that  we  are  mature  men 
intrusted  with  vastly  important  duties  and  capable  of  discussing  them,  and  our  per- 
formance of  them,  and  candidly  and  calmly.  I  have  been  somewhat  disappointed  to 
find  myself  regarded,  apparently,  as  hostile  to  the  board  or  some  of  its  members,  and 
the  tarjzet  for  unjust  cntidsms  and  observations  unhappily  close  to  limits  beyond 
which  I  can  permit  no  man  to  go  anywhere  or  under  any  conditions.    Having  this  in 

mind  I  could  but  marvel  at  the  submission  of  the  boanl  to  Gov. 's  angry  and 

mutinous  attitude  and  language.  It  appeared  to  me  like  that  impatience  of  and  dis- 
regard for  constituted  authority  of  which  we  hear  samuch  as  threatening  the  peace  o' 
society. 
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TioB  aspect  of  the  matter,  however,  is  strictly  ^our  affair  as  presiding  officer.  I  feel 
that  I  am  within  my  rights  and  within  the  propnetiee  in  alluduig  to  it  and  remaridne 
on  the  difference  between  the  reception  of  my  courteous  representations  supported 
by  carefully  gathered  facts,  and  the  uncomplaining  acceptance  of  Gov. 's  de- 
cidedly, and  I  judge  intentional  discourtesy  and  declarations  of  indifference  to  the 
board's  directions  and  dignity. 
Yours,  very  truly, 

John  Skelton  Williams. 

Representative  Mills.  Well,  now,  Mr.  Williams,  the  law  requires 
two  examinations  a  year,  does  it  not  ? 

Mr.  Williams.  Yes. 

Representative  Mills.  So  that  if  two  examinations  were  not  made 
the  law  was  violated  ? 

Mr.  Williams.  The  provisions  of  the  law  were  not  strictly  com- 
plied with;  a  certain  amount  of. reason  was  exercised.  It  may  be 
that  the  water  in  a  reservoir  is  intended  to  protect  all  portions  oi  the 
city,  but  if  there  should  be  a  big  fire  in  one  district  we  would  use  more 
of  the  water  for  that  district,  although  it  might  not  be  its  pro  rata 
portion.  I  found  that  there  were  banks  in  certain  parts  of  the  country 
which  demanded  closer  attention,  and  it  was  more  important  to  give 
them  two  and  sometimes  three  or  four  examinations  than  certain 
banks  at  which  the  examining  force  had  already  spent  five  months  in 
making  one  examination  that  year. 

Representative  Mills.  You  stated  in  that  letter  that  you  found 
unsatisfactory  conditions  in  a  particular  institution  in  October,  1919, 
and  you  suggest  that  the  New  York  Federal  Reserve  Bank  should 
have  requested  you  to  make  an  examination  of  that  institution,  and 
had  it  done  so — 

Mr,  Williams.  If  they  desired  it. 

Representative  Mills.  And  had  it  done  so  you  would  have  made 
an  examination. 

Mr.  Williams.  I  think  if  I  had  been  running  the  Federal  Reserve 
Bank  of  New  York  and  I  had  before  me  a  copy  of  the  October,  1919, 
examination  of  that  bank,  furnished  me  by  the  Comptroller  of  the 
Currency,  and  that  particular  bank  should  be  increasing  its  borrow- 
ings from  ten  or  twenty  to  fifty  or  one  himdred  millions,  I  would 
make  it  nay  dutv  to  find  out  what  the  conditions  were  in  that  bank 
to  which  I  was  being  asked  to  make  these  huge  advances,  whether 
the  comptroller  made  the  report  or  not. 

Representative  Mills.  You  think  you  would  have  requested  the 
conoptroUer  to  make  another  examination  ? 

Ifr.  Williams.  Or  I  should  have  ascertained  from  the  bank  whose 
report  I  had  before  me  whether  these  matters  of  criticism  which  the 
comptroller  had  complained  of  were  being  rectified  and  corrected  or 
whether  things  were  getting  worse.  If  I  were  handing  out  blocks  of 
fifteen,  twentjr-five,  or  fifty  millions  of  dollars,  obviously  I  would. 
*  Representative  Mills.  When  did  you  next  examine  this  institution  ? 

Mr.  WnxiAMS.  The  next  examination  of  the  institution  to  which 
I  assume  you  refer  was  begim  in  August,  1920. 

Representative  Mills.  And  how  mten  was  it  examined  in  1920? 

Mr.  Williams.  In  1920  the  examination  lasted  about  five  months. 

Representative  Mills.  But  it  was  only  examined  once  ? 

Mr.  Williams.  Obvioudy,  you  could  not  examine  it  three  times  if 
every  examination  lasted  nve  months. 

Representative  Mills.  I  am  asking  you  whether  it  was  examined 
more  than  once. 
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Mr.  Williams.  It  was  examined  for  about  five  months  in  1920. 

Representative  Mills.  It  was  examined  once  in  1920? 

Mr.  WiLUAMS.  Continuously  for  five  months. 

Representative  Mills.  And  the  law  provides  it  shall  be  examined 
twice? 

Mr.  Williams.  Yes. 

Representative  Mills.  And  the  comptroller's  office  found  what  it 
considered  unsatisfactory  conditions  10  months  before? 

Mr.  Williams.  It  found  conditions  which  it  thought  were  sufficient 
to  put  the  New  York  bank  on  guard  if  that  bank  should  have  occasion 
to  call  on  them  for  excessive  amounts  of  money  or  large  loans. 

Representative  Mills.  But  you,  the  very  officer  of  the  Government 
who  IS  charged  with  the  responsibility  of  examining  national  banks, 
did  not  reexamine  that  bank  for  10  months? 

Mr.  Williams.  Perfectly  correct,  and  thoroughly  justified  in  that 
course. 

Representative  Mills.  And  you  assume  to  criticize  another  officer 
for  failing  to  request  you  to  perform  the  duty  with  which  he  is 
charged  ? 

Mr.  Williams.  No,  not  at  all.  The  reserve  bank  which  was 
dispensing  these  huge  sums  to  that  bank,  if  it  had  exercised  what  I 
regard  as  the  proper  prudence,  would  have  informed  itself  as  to 
whether  these  matters  of  criticism  were  being  corrected,  regardless 
of  any  examination  and  report  bv  the  comptroller's  office. 

Representative  Mills.  Now,  I  want  to  go  back  to  the  question 
of  that  questionable  loan,  the  25  per  cent  loan  which  we  have  talked 
so  much  about.     When  was  that  loan  first  called  to  your  attention  ? 

Mr.  Williams.  You  mean  the  loan  referred  to  sometimes  as  the 
200  per  cent  loan  ? 

Representative  Mills.  Yes,  and  which  we  finally  decided  was 
25  per  cent. 

Mr.  Williams.  How  do  you  make  the  25  per  cent? 

Representative  Mills.  Let  us  not  go  over  that  again.  We  have 
sufficiently  identified  the  loan  in  our  minds.  When  was  that  first 
called  to  your  attention  ? 

Mr.  Williams.  In  the  summer  of  1920  some  reference  was  made 
by  the  chief  national  bank  examiner  in  New  York  to  a  loan  which 
he  had  found  in  that  bank  upon  which  excessive  rates  of  interest  had 
been  charged.  I  did  not  know  what  the  details  were,  but  the  loan 
was  mentioned  to  me  as  excessive. 

Representative  Mills.  Then  it  was  first  called  to  your  attention 
iji  midsummer,  1920? 

Mr.  Williams.  Yes.  I  thereupon  sent  out,  in  August,  1920,  a 
questionnaire  to  that  bank  and  to  other  banks  in  New  York  City, 
req^uesting  them  to  give  me  information  in  regard  to  loans  upon 
which  excessive  interest  was  charged.  The  table  was  quite  a  com^ 
prehensive  one.  It  applied  both  to  call  loans  and  to  discounts  and 
time  loans.  It  called  upon  the  banks,  as  I  recall,  to  state  the  amount 
of  money  upon  which  tney  were  getting  in  excess  of  12  per  cent  for 
each  particular  month  of  the  year. 

Now,  I  am  perfectly  willing  to  go  into  this  in  open  session 

Representative  Mills.  No;  I  do  not  want  you  to  go  into  that 
whole  matter;  I  just  wanted  to  ask  you  when  you  first  called  the 
attention  of  the  governor  of  the  New  i  ork  bank  to  this  questionable 
transaction. 
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Mr.  Williams.  The  committee  is  certainly  entitled  to  the  informa- 
tion. I  hesitate  a  little  about  giving  facts  which  may  reflect  upon 
individuals  who  claim  that  certain  things  were  done  without  their 
full  knowledge.  I  am  perfectly  willing  to  tell  the  conmiittee  the 
whole  facts,  if  you  want  them. 

Representative  Mills.  I  am  asking  you  a  very  simple  question. 
When  did  you  first  call  this  particular  transaction  to  the  attention 
of  the  governor  of  the  New  York  reserve  bank  ? 

Mr.  Williams.  May  I  speak  to  the  chairman  a  moment  on  this 
question  ? 

(Mr.  Williams  thereupon  conferred  privately  with  the  chairman 
and  Representative  Mills.) 

Representative  Mills.  I  will  withdraw  the  question. 

Sir.  Williams.  I  stated,  Mr.  Chairman,  I  was  perfectly  willing  to 
go  into  this  in  executive  session.  I  think  the  committee  is  entitled 
to  know  everything  I  know.  I  hesitate  to  proceed  further,  unless  it 
is  the  desire  of  the  committee,  on  that  particular  point. 

The  Chairman.  The  question  is  withdrawn. 

Representative  Mills.  Mr.  Chairman,  I  offer  in  evidence  a  report 
prepared  by  a  subcommittee  of  the  Federal  Reserve  Board,  and 
adopted  by  the  board,  in  answer  to  Mr.  Williams^s  letters  of  February 
21  and  28,  which  I  would  like  to  have  inserted  in  the  record  at  this 
point. 

The  Chairman.  Without  objection,  it  will  be  inserted  in  the  record. 

(The  report  submitted  by  Representative  Mills  is  here  printed  in 
full,  as  follows:) 

February  28,  1921. 
To  the  Federal  Reserve  Board: 

The  executive  committee  has  carefully  reviewed  the  various  letters  which  have 
been  addressed  by  the  Comptroller  of  the  Currency  during  the  past  12  months  to  the 
Governor  of  the  Federal  Reserve  Board,  all  of  which  letters  were  brought  promptly 
upon  receipt  to  the  attention  of  the  board  and  were  given  such  consideration  as  they 
seemed  to  merit.  The  errors  of  statement  and  the  erroneous  inferences  and  con- 
clusions have  already  been  pointed  out  in  replies  made  to  these  letters  and  in  dis- 
cuaaions  with  the  comptroller  at  board  meetings  and  need  not  be  reverted  to  in  this 
report. 

An  analysis  of  the  comptroller's  letters  and  of  the  facts  brought  out  at  recent  meet- 
ings of  the  board  at  which  the  comptroller  was  present  reveals,  however,  a  very 
serious  situation  which  the  Federal  Reser\'^e  Board  can  not  ignore.  The  Comptroller 
of  the  Currency  admits  that  he  has  violated  the  laws  of  the  United  States  in  not 
examining  a  considerable  number  of  national  banks,  including  banks  in  New  York 
City,  at  least  twice  in  each  calendar  year,  as  required  by  section  5240,  Revised 
Statutes,  United  States.  In  one  case  cited  by  the  comptroller  in  his  letters  of  Decem- 
W  28, 1920,  January  12,  1921,  and  February  19,  1921,  had  he  obeyed  the  law  condi- 
tions which  he  states  are  very  serious  might  have  been  in  a  large  measure  avoided. 
The  comptroller  has  attempted  to  shift  the  responsibility  for  these  conditions  party 
upon  the  Federal  Reserve  Board  and  more  particularly  upon  the  Federal  reserve 
tiank  of  New  York,  and  his  claim  that  the  Federal  reserve  bank  of  New  York  should 
have  corrected  the  conditions  complained  of  through  its  power  to  refuse  discount 
a^^conunodationfl  falls  to  the  ground  when  the  facts,  even  as  stated  by  him,  are 
examined. 

In  the  case  of  bank  in  question  the  comptroller's  own  examiner  reported  to  him  in 
October,  1919,  certain  conditions  and  transactions  which,  while  perhaps  not  in  direct 
noiation  of  law,  yet  were  not  consistent  with  good  banking  practice  and  clearly 
required  careful  scrutiny  from  time  to  time  of  the  bank's  metliods  of  doing  business. 
These  criticisms  were  not  contained  in  the  regular  report  of  the  examiner,  copy  of 
which  was  furnished  the  Federal  reserve  bank  of  New  York,  but  were  inserted  in 
the  so-called  "yellow  sheet,"  a  supplementary  and  confidential  report.  This  "yellow 
sheet"  was  never  sent  to  the  Federal  reserve  bank  of  New  York,  nor  did  the  rei)ort 
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which  was  sent  point  out  the  conditions  of  which  the  comptroller  now  complains. 
This  examination  was  made  on  October  3,  1919. 

It  is  pertinent  to  inauire  in  what  manner  did  the  comptroller  dischaiige  his  plain 
duty  with  respect  to  this  bank.  Did  he  place  it  upon  the  special  list  of  frequ^t 
examinations?  No.  Did  he  follow  up  the  criticisms  of  his  examiner  by  maldng  an 
early  examination  during  the  following  year,  1920?  No.  Did  he  call  Uie  attention 
of  tne  Federal  Res^^e  Board  or  of  the  Federal  reserve  bank  of  New  York  to  the 
conditions  existing  in  this  particular  institution?  No.  On  the  contrary,  he  failed 
to  make  another  examination  until  August  27,  1920,  an  interval  of  more  than  10 
months,  and  in  the  report  of  this  second  examination  his  examiner  stated  to  him  that 
the  conditions  previously  complained  of  had  grown  steadily  worse  during  the  interval. 
Did  the  comptroller  at  once  call  this  serious  condition  of  affairs  to  the  attention  of  the 
Federal  Reserve  Board  or  to  the  Federal  reserve  bank  of  New  York?  No.  He  said 
nothing  about  it  to  members  of  the  Federal  Reserve  Board  until  December,  1920,  and 
the  records  show  that  the  report  of  August  27, 1920,  was  not  sent  to  the  Federal  reser\'e 
bank  of  New  York  until  January  7,  1921,  after  a  lapse  of  more  than  four  months. 

The  comptroller  now  claims  that  the  Federal  reserve  bank  of  Vmw  York  should 
itself  have  corrected  these  serious  conditions,  of  which  it  had  never  been  informed 
and  of  which  it  had  never  been  put  on  notice,  by  an  arbitrary  exercise  of  its  power  to 
refuse  discounts  to  the  bank  in  question.  Such  a  plea  of  confession  and  avoidance 
scarcely  deserves  being  dignified  oy  a  reply.  But  this  is  not  all — under  the  laws  of 
the  United  States,  as  al>ove  pointed  out  the  Comptroller  of  the  Currency  is  required 
to  have  every  national  bank  examined  at  least  twice  in  each  calendar  year  (and 
oftener  if  considered  necessary).  In  the  case  of  the  bank  in  question  the  coniptroller 
violated  this  law  and  in  fact  examined  this  bank  but  once  during  the  year  1920.  An 
examination  made  early  in  the  year  1920  would  quickly  have  revi^ded  that  the 
conditions  complained  of  in  October,  1919,  were  becoming  w(»8e,  and  presumably 
they  could  have  been  instantly  corrected. 

In  his  letter  addressed  to  the  board  under  date  of  February  19, 1921,  the  comptroller 
calls  attention  to  a  loan  which  was  made  by  another  national  bank  in  New  York  City 
during  the  month  of  Jime  last,  and  points  out  that  this  buik,  which  was  borrowing  a 
moderate  amount  from  the  Federal  reserve  bank  of  New  York,  made  the  loan  at  a 
very  exorbitant  rate  of  interest,  if  the  commission  charged  be  included  as  an  interest 
chaige.  The  comptroller  did  not,  however,  bring  this  matter  to  the  attention  of  the 
Federal  Reserve  Board  until  after  the  loan  had  been  repaid  and,  in  ^t,  not  until  his 
letter  of  February  19, 1921,  was  written.  It  develops  that  the  F^eraJ  reserve  bank  of 
New  York  was  not  advised  of  this  circumstance  by  the  Comptroller  of  the  Currency 
until  the  governor  of  that  bank  heard  the  comptroller  refer  to  it  in  a  discussion  which 
was  had  in  the  board  room  on  Saturday,  February  26, 1921,  yet  the  comptroller  takes 
the  position  that  the  Federal  reserve  bank  of  New  York  was  negligent  in  not  knowing 
of  this  transaction  and  that  it  should  have  prevented  it  without  any  knowledge  what 
ever  of  it  by  the  exercise  of  its  power  to  refuse  discount  acconmiodations  to  the  bank. 

The  responsibility  for  these  conditions,  therefore,  is  directly  upon  the  Comptroller 
of  the  Currency  and  has  never  for  a  moment  been  shifted  from  his  shoulders.  He  has 
largely  contributed  to  these  serious  conditions  by  his  ^tilure  to  perform  properly  the 
duties  of  his  office  and  by  his  direct  violation  of  the  laws  of  the  United  States.  In  his 
greed  for  statistical  information  he  has  exercised  his  powers  to  the  limit,  if,  indeed,  he 
has  not  transcended  them,  but  he  has  deliberately  failed  to  obtain  and  to  report  fiacta 
of  the  highest  importance  regarding  the  credits  and  operating  methods  of  certain 
national  banks.  The  only  excuse  for  his  ^tilure  to  carry  out  the  law  which  has  been 
offered  by  him  is  that  his  chief  examiner  at  New  York  City  had  to  be  sent  to  South 
America  and  that  Ws  examining  force  was  overworked  ana  that  he  could  not  make  | 
two  examinations  of  the  bank  in  question. 

Your  committee  is  of  the  opinion  that  the  comptroller  should  have  at  once  increased 
his  examining  force,  and  it  is  certain  that  the  board,  which  has  never  ^tiled  to  cooperate 
with  him,  would  undoubtedly  have  given  prompt  approval  to  any  sudi  reouest  in 
order  that  these  serious  conditions  might  have  been  promptly  remedied.  Further 
investi^tion  has,  moreover,  revealed  the  astounding  fact  that  of  all  the  national 
banks  in  New  York  City  only  17  were  examined  twice  during  the  year  1919,  and  that 
apparently  not  more  than  one  national  bank  in  New  York  City  has  been  examined 
twice  dunng  the  year  1920,  as  required  by  law,  and  that  bank  is  not  the  one  whoee 
condition  is  made  the  subject  of  complaint  by  the  comptroller  in  his  letters  to  the 
board.  The  Federal  Reserve  Board  has  always  acted  promptly  and  faivorably  upon 
reauests  made  by  the  Comptroller  of  the  Currency  for  additional  examiners. 

As  bearing  upon  the  question  of  the  examination  of  other  banks  than  those  in  Xe^ ' 
York  City,  a  letter  recently  received  from  the  Federal  reserve  agent  at  Chicago  con- 
tains animadversions  upon  the  value  of  the  reports  of  examination  of  national  banks 
i  n  the  Chicago  Federal  reserve  district,  and  your  committee  recommends  that  an 
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immediate  investigation  be  undertaken  in  all  Federal  reserve  districts  as  to  the 
thoroughness  and  efficiency  of  national  bank  examinations. 

Whatever  may  be  the  duty  or  responsibility  of  Federal  reserve  banks  as  to  regulating 
the  internal  affairs  and  banking  practices  of  the  national  banks  through  the  power  to 
refuse  discounts,  as  claimed  by  the  comptroller — and  as  to  this  your  committee  may 
later  file  a  report  based  upon  its  consideration  of  this  subject — it  is  evidence  that  sucn 
a  power  can  not  be  exercised  effectively  without  the  most  thorough  cooperation  of 
the  comptroller  in  order  that  the  Federal  reserve  banks  may  know  sSl  that  he  knows. 
This  is  a  condition  which  roost  certainly  does  not  exist  at  the  present  time.  The 
abstracts  of  reports  sent  by  the  comptroller  to  Federal  reserve  banks  most  certainly 
do  not  reveal  all  the  comptroller  knows  as  to  the  condition  of  the  banks  examined,  and 
the  Peileral  reserve  banks  could  certainly  not  be  charged  with  responsibility  for  the 
internal  conditions  of  the  national  banks  unless  and  until  the  so-called  **  yellow  sheet " 
is  transmitted  promptly  and  regularly  to  the  Federal  reserve  banks,  and  until  examina- 
tions are  made  as  frequently  as  the  law  requires. 

Your  committee  has  already  cited  one  conspicuous  case  where  important  information 
has  been  withheld  from  the  Federal  reserve  bank  of  New  York  by  the  Comptroller  of 
the  Currency.  It  has  cited  other  cases  involving  practically  all  of  the  national  banks 
in  New  York  City  when  the  comptroller  deliberately  put  it  out  of  the  power  of  the 
Federal  reserve  banks  of  New  York  with  its  present  examining  force  to  secure  much 
needed  information  as  to  banking  conditions  and  practices  by  failing  to  observe  the 
laws  of  the  United  States  which  require  not  less  than  two  examinations  in  each  calen- 
dar year.  Only  recently,  as  above  stated,  the  Federal  Reserve  Board  has  received  a 
lettCT  from  the  Federal  reserve  agent  at  Chicago  seriously  impugning  the  efficiency  of 
exazninadons  made  by  the  national  bank  examiners  in  tiiat  district.  If  thorough  in- 
vestigation as  above  recommended  be  made  of  the  methods  and  efficiency  of  national 
bank  examinations  and  of  the  value  of  the  reports  of  these  examinations,  and  it  be 
found  that  the  chazgee  preferred  are  well  founded,  it  is  the  opinion  of  your  conmiittee 
that  it  will  be  necessary  to  institute  regular  examinations  by  the  Federal  reserve  banks 
themselves,  thus  duplicating  the  examinations  now  made  by  national  bank  examine|pB 
under  the  direction  of  the  Comptroller  of  the  Currency.  Such  a  duplication  of  exami- 
nations would  be  very  expensive  and  would  seriously  interfere  in  many  cases  with 
the  routiiie  operations  of  the  national  banks  and  inconvenience  their  customers  and 
the  public,  and  it  is  believed  that  Congress  would  quickly  intervene  and  wipe  out  all 
examinations  made  by  direction  of  the  Comptroller  of  the  Currency  or  that  it  would 
at  least  place  the  whole  matter  of  examinations  exclusively  under  the  control  and 
jurisdiction  of  the  Federal  Reserve  Board  and  the  Federal  reserve  banks.  In  such 
circumstances  the  Federal  reserve,  banks  being  both  lenders  and  examiners,  would 
always  know  what  the  comptroller  now  knows  but  what  he  does  not  always  reveal — 
the  conditions  and  practices  of  the  national  banks — and  could  govern  themselves 
accordingly. 

The  foregoing  report  was  submitted  by  your  committee  to  the  Federal  Reserve 
Board  at  the  meeting  held  on  the  afternoon  of  February  28,  and  was  read  by  its  chair- 
man to  the  board  at  that  meeting.  In  view  of  the  statement  of  the  Comptroller  of  the 
Ourrency  that  his  letter  of  February  26, 1921,  which  was  delivered  by  the  comptroller 
to  the  secretary  of  the  board  at  the  same  meeting,  answered  in  detail  every  criticism 
contained  in  the  foregoing  report  of  the  committee,  the  report  was  referred  back  to  the 
committee  for  such  revision  as  might  be  deemed  nece38ary  in  view  of  the  statements 
contained  in  the  comptroller's  letter  above  referred  to. 

Your  committee  by  unanimous  vote  now  resubmits  its  report  to  the  board,  with 
the  statement  that  it  has  examined  carefully  the  letter  of  the  comptroller,  dated  Feb- 
^ry  26,  1921,  and  that  it  finds  nothing  in  the  comptroller's  letter  to  justify  any 
change  therein.  On  the  contrary,  it  feels  that  this  letter  confirms  the  statements 
made  in  the  report. 

In  the  comptroller's  letter  of  February-  26  he  called  attention  to  eome  of  the  remarks 
made  by  the  national-bank  examiner  m  his  report  of  the  examination  made  of  the 
--- —  National  Bank  of  New  York,  as  of  October,  3,  1919,  which  statements  he 
claims  wrere  clearly  sufficient  to  put  the  Federal  reserve  bank  on  notice,  and  then 
proceeds,  on  page  5,  to  set  up  the  extraordinary  defense  that  if  the  Federal  reserve 
t>ank  had  asked  him  to  have  another  examination  made  during  the  early  part  of  the 
year  1920  that  the  examination  would  have  been  made  promptly.  Ims  is  a  clear 
admission  (1)  that  his  examining  force  was  adequate  to  mate  any  necessary  examina- 
^(HM,  and  (2J  that  he  did  not  consider  that  the  report  of  the  examination  of  October 
3, 1919,  which  he  claimed  should  have  been  a  danger  si^al  for  the  Federal  Reserve 
l>ank  of  New  York,  disclosed  conditions  that  required  him  to  have  another  examina- 
tion made  at  a  time  when  it  should  have  been  made  if  the  law  was  to  be  complied 
witL 
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It  appears  to  the  committee  that  the  comptroller  is  also  evasive  in  his  statement 
on  page  6  that  ''a  considerable  proportion  of  the  national  banking  capital  of  New  York 
City  was  subjected  to  two  examinations  during  the  year  1920.  '  He  says  that  "the 
statements  made  by  some  one"  that  none  were  examined  twice  in  1920  "is  simply 
untme,"  and  defends  his  charge  of  untruth  by  stating  that  *  a  considerable  proportion  " 
of  the  national  banking  capital  was  examined  twice.  The  facts  as  ascertaired  by  your 
committee  are  as  follows:  The  chairman  of  the  board  of  directors  of  the  Federal  Reserve 
Bank  of  New  York  states,  in  a  letter  dated  February  16, 1921,  that  the  Federal  Resene 
Bank  of  New  York  receh^ed  reports  of  two  examinations  of  only  17  of  the  29  national 
banks  in  the  Borough  of  Manhattan  during  the  year  1919,  and  that  during  the  year 
1920  it  did  not  receive  a  second  report  of  any  of  these  banks.  He  states,  further,  that 
he  understands  that  a  second  examination  of  one  of  the  larger  national  banks  in  tlip 
Borough  of  Manhattan  was  undertaken  in  the  late  autumn,  but  that  the  report  of  this 
examination  has  not  yet  been  filed  with  the  Federal  Reserve  Bank  of  New  York. 

As  has  already  been  stated,  the  only  excuse  wliich  has  been  offered  by  the  comptroller 
for  his  failure  to  have  t^*o  examinations  made  of  the  particular  national  bank  in  New 
York  (!^ty  whose  condition  is  the  basis  of  his  criticism  of  the  Federal  Reserve  Bank  of 
New  York  is  that  his  chief  national-bank  examiner  in  New  York  City  had  to  be  sent  to 
South  America  and  that  his  examining  force  was  so  over*srorked  that  two  examinations 
of  the  bank  in  question  could  not  be  made. 

In  his  letter  of  February  26,  on  page  6,  the  comptroller  again  refers  "to  the  nec- 
essary absence  for  six  months  in  South  America  of  the  chief  examiner* '  of  the  New 

York  Federal  reserve  district.    Let  us  examine  further  into  the  facts.    The 

National  Bank  was  examined  as  of  October  3, 1919.  Certain  conditions  and  tendencies 
were  revealed  as  a  result  of  this  examination  which  the  comptroller  now  thinks  should 
have  put  the  Federal  reserve  bank  on  notice.  The  chief  national-bank  examiner 
of  the  New  York  district  did  not  sail  for  South  America  until  June  26,  1920.  (See 
letter  of  Comptroller  of  the  ('urrency  to  the  board,  dated  June  22,  asking  for  an 
increase  of  salary  for  Messrs.  Smith  and  Mulloney  to  cover  increased  expenses  while 
in  South  America.)  Yoiu*  committee  is  at  a  loss  to  understand  why  the  examina- 
tion of  this  particular  bank  was  not  made  in  March  or  April,  1920,  which  would  have 
given  the  cnief  national-bank  examiner  an  opportunity  of  completing  the  exami- 
nation before  sailing  for  South  America  on  June  26. 

It  also  develops  that'the  only  examination  of  the National  Bank  which 

was  made  during  the  year  1920  was  of  August  27,  1920.  The  chief  national-bank 
examiner  of  the  New  York  district  did  not  return  to  New  York  from  his  South 
American  trip  until  after  the  1st  of  January,  1921.  It  is  evident,  therefore,  that 
the  absence  of  the  chief  national-bank  examiner  did  not  interfere  with  the  examina- 
tion of  this  bank  beginning  August  27.  Thus  it  appears  that  no  examination  of  this 
bank  was  made  during  the  first  half  of  the  vear  1920,  while  the  chief  examiner  was 
in  New  York,  that  an  examination  was  maae  during  the  absence  of  the  chief  exam- 
iner, and  yet  the  claim  is  set  up  that  it  was  impossible  to  make  two  examinations  | 
because  of  the  examiner's  absence  during  the  last  half  of  the  year  and  that  an  ex- 1 
amination  would  have  been  made  promptly  at  any  time  had  the  Federal  Reser\"e 
Bank  of  New  York  requested  it. 

Your  committee  desires  to  point  out,  further,  that  no  limitations  are  placed  by  law 
upon  the  power  of  the  Comptroller  of  the  Currency  to  employ  an  ade<|uate  examining 
force.  National-bank  examiners  are  not  paid  out  of  specific  appropriations  made  by 
Congress.  They  are  appointed  by  the  comptroller  upon  the  approval  of  the  Secretar}' ! 
of  the  Treasury  and  their  salaries  are  approved  by  the  Federal  Reserve  Board.  The  I 
board  has  never  failed  to  approve  the  recommendations  which  have  been  made  b> 
the  comptroller  for  the  compensation  of  his  national-bank  examiners,  and  the  respon- 
sibility for  neglect  or  failure  to  secure  an  adequate  number  of  examiners  in  onler  thai 
the  plain  requirements  of  the  law  as  to  frequency  of  examinations  may  be  com])lied 
with  rests  solely  upon  the  Comptroller  of  the  Currency. 

In  conclusion,  your  committee  desires  to  express  its  regret  at  the  necessity  of  filing 
this  report,  but  when  an  ex  officio  member  of  the  board  criticizes  the  board  and  one 
of  the  Federal  reserve  banks  under  its  supervision  for  the  existence  of  serious  con- 
ditions in  a  member  bank  under  his  own  supervision  and  seeks  to  hold  the  Federal 
Reserve  Board  and  the  Federal  reserve  bank  solely  responsible  therefor,  it  appears 
to  the  committee  that  it  is  the  solemn  duty  of  the  board  to  point  out  clearly  that  the 
sole  responsibility  did  and  does  rest  upon  the  Comptroller  of  the  Currency  for  his 
failure  to  obev  the  law. 

W.  P.  G.  Harding. 
Edmund  Platt. 
D.  C.  Wills. 
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I  hereby  certify  that  the  foregoing  report  was  brought  up  for  action  at  a  regular 
meeting  of  the  Federal  Keeerve  Board,  held  on  Wednesday,  March  2,  1921,  at  which 
all  members  of  the  board  were  present  except  the  Secretary'  of  the  Treasur>'. 

The  report  was  adopted  and  order  filed  by  vote  of  all  members  present,  except  the 
romptroller  of  the  Currency,  who  refrained  from  voting. 

W.  W.  HOXTON, 

Secretary  of  Federal  Reserve  Board. 

The  Chairman.  Proceed,  Mr.  Williams. 

Mr.  WiLLLAMS.  While  reading  the  letter  which  I  read  last,  there 
was  some  reference  to  the  aid  which  was  given  by  certain  Federal 
reserve  examiners  in  straightening  out  the  aflfairs  of  a  certain  small 
member  bank  in  New  York  State,  in  which  the  credit  for  the  work 
done  was  apparently  given  to  the  Federal  reserve  bank  and  its 
examiner  in  jSfew  York.  I  shall  give  the  facts  in  that  case  at  some 
other  time,  if  the  committee  will  permit  me,  but  in  that  connection 
I  will  read  this  letter  which  I  wrote  to  Gov.  Harding  on  January  13, 
1921,  relating  to  the  interference  of  the  reserve  banks  in  the  North- 
west with  two  country  national  banks  in  that  section  [reading]: 

Washington,  January  13, 1921. 

My  Dear  Governor:  I  inclose  with  this  a  letter  received  from  Chief  National  P.ank 
Exuniner  Brown  of  the  Minneapolis  district,  dated  December  10,  which  explains 
itself. 

It  appears  that  Oscar  A.  Carlson,  apparently  an  examiner  for  the  Federal  reserve 
bink  ^^Minneapolis,  has  taken  upon  himself  the  responsibility  of  closing  two  national 
banks  in  that  district,  wholly  witnout  authority  so  far  as  my  information  goes.  Chief 
N&tional  Bank  Examiner  Brown,  whose  letter  I  inclose,  is  one  of  the  ablest,  most 
experienced,  and  most  reliable  men  in  our  service.  (  hief  Examiner  Brown  advises 
that  in  a  letter  from  National  Bank  Examiner  Buckles,  the  latter  writes  as  follows: 

"I  am  told  by  the  officers  cf  the  bank  that  Carlson  su^i^gested  closing  the  bank  and 
one  of  the  officers  suggested  that  they  should  communicate  with  me  first,  to  which 
Carlson  is  reported  to  nave  responded,  *To  hell  with  Buckles;  I  will  look  after  that.'  " 

I  respectnilly  ask  tnat  this  matter  be  investigated  immediately  by  the  board. 
Perb^  it  may  be  well  to  have  Mr.  Carlson  report  to  Washington.  Chief  Examiner 
Brown  will  be  here  next  week. 

This  office  has  been  doing  everything  humanly  possible  to  maintain  the  solvency 
offtll  national  banks,  to  aid  them  in  everyway,  and  to  prevent  unnecessary  suspensions. 
If  this  employee  of  the  reserve  bank  of  Minneapolis  has  assumed  to  usurp  the  authority 
of  the  directors  of  the  bank  and  of  this  office — and  it  seems  from  his  own  written  state- 
ment to  the  chief  examiner  that  he  has  done  so,  for  in  his  letter  to  Chief  examiner 
Brown  he  says,  **I  found  it  necessary  to  close  up  the  banks  at  Opheim  and  Cut 
Bank," — I  am  sure  you  will  agree  with  me  that  prompt  and  vigorous  action  on  the 
pat  of  the  board  is  called  for. 
Sincerely,  yours, 

John  Skelton  Williams. 

Hon.  W.  P.  G.  Harding, 

Goremar  Federal  Reserve  Board. 

I  retired  from  the  office  of  Comptroller  of  the  Currency  before  I 
received  a  complete  report  on  that  incident,  but  I  think  that  is  per- 
tinent in  connection  with  the  other  incident  to  which  I  referred. 

I  shall  now  read,  with  your  permission,  Mr.  Chairman,  a  letter 
which  I  addressed  under  date  of  March  26,  1921,  to  Gov.  Harding 

[reading]:  

Richmond,  \hj^MQrch2^.^-^:^Tl. 
Hon.  W.  P.  G.  Harding,  ^-.— --^ 

Gotemor  Federal  Reserve  Board,  Washington.  f 

Dear  Governor  Harding:  In  my  letters  to  you  fof  October  18,  December  2ft, 
January  17,  Februar>'  19,  and  Februar\'  20,  1921^^;;^;-^ en  in  mv  then  official  rapacity 
^Comptroller  of  the  Currency,  I  directed  v^lSur  attention  and  that  of  the  Federal 
J«erve  Board  to  the  dangers  of  certainth^ig^xigting  policies  and  regulations  of  the 
rederal  R€3er\'e  Board  and  of  the  ^-edeial  reserve  banks,  and  I  urged  that  prompt 
8t^  be  taken  to  re\dfle  policies  t>  ^j^  ^^^  f^^^ce  and  to  remedv  ills  and  mitigate  and  curb 
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suffering  which,  influeaced  more  or  less  hf  the  actions  and  rulings  of  the  boards  had 
become  extensive  and  was  spreading. 

My  several  letters  referred  to  were  clear,  plain,  and  unequivocal,  and  demanded 
action.  The  statement  and  arguments  in  my  lengthy  letter  of  January  17,  1921,  and 
subsequent  letters,  as  well  as  in  a  number  of  previous  letters,  are  still  unanswered,  and 
I  do  not  believe  you  can  truthfully  refute  or  explain  away  the  important  statements  and 
complaints  which  I  have  thus  laid  before  you.  You  and  your  other  colleagues  on  the 
board,  instead  of  addressing  yourselves  to  a  correction  of  the  trouble  which  had  become 
an  active  cause  of  intense  suffering  among  the  masses  of  the  people,  now  proceed,  as 
I  stated  in  my  letter  of  March  2  to  evade  the  main  issue  and  try  to  cover  yoiur  retreat 
by  attacking  my  administration  of  the  comptroller's  bureau. 

Even  there  your  main  or  only  basis  of  attack  appears  to  be  the  charge,  from  my 
standpoint  flimsy  and  fallacious,  that  the  examining  force  under  my  supervision  did 
not  make  as  manv  examinations  of  national  banks  in  the  year  1920  as  the  law  directed. 
Your  charge  has  oeen,  I  believe,  completely  answered  in  my  letter  to  you  of  February 
26  and  in  my  oral  statements  before  the  board,  in  which  I  had  the  satisfo^rtion  of  show- 
ing you  that,  although  for  good  reasons,  during  the  year  to  which  you  referred  the 
number  of  bank  examinations  made  was  a  smsill  fraction — perhaps  10  per  cent — ^le« 
than  called  fof  by  a  strict  interpretation  of  the  law,  yet  the  comptroller's  bureau 
actually  obtained  from  the  banks  under  its  supervision — examinea  and  abstracted 
about  8,000  more  reports  of  their  condition — about  20  per  cent  more  than  the  law 
required,  or  than  were  ever  gotten  under  any  previous  administration. 

Despite  your  carping  criticism,  the  official  figures  show  that  in  safety  and  immunity 
from  bank  failure,  in  growth  and  in  net  earnings,  the  record  of  die  banks  for  the  seven 
years  they  have  been  under  my  supervision  has  been  by  far  the  best  since  the  beginning 
of  the  national  banking  system  57  years  ago. 

I  can  not  feel  that  retirement  from  office  relieves  me  of  duty,  incumbent  on  every 
citizen,  of  exposing  evils  and  dangers  in  the  administration  of  our  Government  of  which 
I  happen  to  know  and  entering  my  protest  against  continuance  of  them.  Nor  does  it 
relieve  me  from  the  duty  or  estop  me  from  the  right  of  defending  my  record  as  an 
official,  of  which  I  am  proud  and  believe  I  am  entitled  to  be. 

I  can  only  regret,  on  their  own  account,  that  members  of  the  board  whom  I  had 
held  in  sincere  regard  should  join  in  approving  a  report  which  is  not  only  patently 
unjust  but  is  built  upon  flimsy  pretexts,  the  shallowness  of  which  were,  as  I  have 
stated,  fully  exposed  and  explained  bv  me  in  letters  and  oral  statements  before  that 
report  was  voted  on  by  the  board.  This  is  proved  by  the  record  of  the  committee's 
meetings,  which  minuter,  I  am  informed,  the  board  has  ordered  to  be  kept  secret. 

The  report  I  referred  to  here  is,  I  assume,  the  report  which  Con- 

fressman  Mills  has  placed  in  the  record,  and  which  J  am  pleased  to 
ave  in  the  record,  as  it  is  answered.  I  would  state  also  that  that 
report  was  also  answered  by  me  orally  before  the  board  at  the  meet- 
ing, I  believe,  at  which  it  was  adopted,  a  stenographer  being  present 
and  supposed  to  have  taken  down  a  verbatim  report  of  the  proceed- 
ings. Gov.  Harding,  before  the  stenographer  was  first  brought  in, 
assured  the  committee  that  copies  of  that  report  would  be  furnished 
to  the  two  retiring  members  oi  the  board — Mr.  Wills  and  myself.  I 
understand  that  Gov.  Harding  has  since  then  claimed  that  he  did  not 
give  that  assurance,  and  at  any  rate  he  has  failed  to  respond  to  my 
request  that  a  cop}^  of  that  report  be  furnished. 

The  Chairman.  In  that  connection,  let  me  ask  you  if  the  board 
did  not  subsequently  take  action  which,  in  effect  at  least,  prohib- 
ited giving  copies  of  this  report  to  members  of  the  board  or  anybody 
else. 

Mr.  Williams.  When  I  raised  the  question  at  a  subseauent  meet- 
ing that  the  report  had  been  promised  one  or  more  members  of  the 
board,  it  did  raise  the  point  which  you  refer  to,  that  the  board  could 
control  it  despite  the  governor's  promise,  or  whatever  promise  he 
might  have  made. 

Representative  Ten  Eyck.  t^jg^uld  like  to  know  what  report  Mr. 
Williams  says  was  denied.  ^. 
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Mr.  Williams.  That  was  a  stenographic  report  of  the  meeting  of 
the  Federal  Reserve  Board  on  February  28,  1921,  a  copy  of  which  I 
several  times  requested  and  should  still  like  to  have. 

Representative  Ten  Eyck.  Mr.  Mills,  when  did  you  file  that  1 

Representative  Mills.  I  have  not  filed  any  such  report. 

Mr.  Williams.  That  is  not  the  report.  I  referred  to  the  commit- 
tee's report  as  the  one  which  you  nled.  I  would  like  to  have  the 
stenographic  report  of  the  reserve  board's  meeting  on  February  28. 

Representative  Ten  Eyck.  What  I  am  getting  at,  Mr.  Williams, 
is  this:  I  may  not  have  been  present,  but  I  do  not  now  recall  that 
Mr.  Mills  made  a  request  to  file  a  report. 

Mr.  Williams.  Just  a  moment  ago  he  put  in  a  report. 

The  Chairman.  Mr.  Mills  asked  to  have  inserted  in  the  record  a 
report  of  a  committee  of  the  Federal  Reserve  Board  with  reference 
to  difficulties  which  arose  with  respect  to  examinations  and  the  fur- 
nishing of  the  reports  of  those  examinations  to  the  Federal  Reserve 
Board. 

Representative  Ten  Eyck.  I  thought  that  was  the  report  you 
referred  to  this  morning  that  was  withneld  for  a  while. 

Mr.  Williams.  Contmuing  the  letter  of  March  26,  1921: 

The  far  more  serious  complaints  touching  board  policies  and  reserve-bank  supervision 
and  management  which  it  became  my  duty  to  lay  before  the  board  in  writing  never 
haye  been  refuted  or  explained  awav  by  you  or  by  the  board,  either  orally  or  in 
vritifig,  and  stand  essentially  unchallenged. 

In  my  letter  to  you  of  February  26,  1921,  which  was  read  before  the  board  in  my 
presence,  I  said: 

"At  to-day's  meeting  of  the  board  you  claimed  that  there  were  certain  inaccuracies 
in  my  lett^  to  you  of  the  19th  instant,  and  I  informed  you  I  would  be  hanpy  to  have 
you  advise  me  promptly  of  any  errors  or  mistakes  that  you  might  thinic  you  have 
discovered  in  that  communication,  and  that  I  should  be  most  pleased  to  correct 
them  if  your  contentions  could  be  sustained.  I  now  again  urge  that  you  point  out 
to  me  ]>romptly  all  inaccuracies,  if  any  there  be,  which  you  mav  think  exist. " 

I  a^ain  ciul  upon  you  to  indicate  to  me  any  inaccuracies  which  you  may  suppose  to 
exist  m  any  communication  which  )rou  have  received  from  me.  The  official  records, 
»8  a  matter  of  fact,  will  prove  that  in  registering  my  dissent  as  to  unwise  policies  I 
have,  fron  consideration  for  my  former  colleagues,  been  perhaps  too  conservative 
and  have  understated  rather  than  overstated  the  matters  complained  of. 

It  was  with  genuine  re^pret  that  I  found  it  necessary  to  differ  on  important  matters 
with  my  colleagues  on  the  board,  but  I  have  never  been  able  to  indorse  or  accept 
the  doctrine  quoted,  seemingly  with  a  large  degree  of  approval,  durine  a  debate  on 
^»ard  policies  several  montM  ago  by  a  certain  eminent  member  of  the  ooard  at  that 
time,  mat  it  was  "more  important  to  be  imanimous  than  right." 

In  my  letter  to  you  of  March  2  I  asked  that  you  fiu*nish  me  with  a  transcript  of  the 
{teayraphic  report  of  our  meeting  of  March  2  containing  my  statement  before  the 
hoard,  in  which  I  pointed  out  elanng  errors  contained  in  the  report  of  your  commit- 
tee, which  report,  I  understand,  was  submitted  and  approved  at  the  board  meeting 
of  March  2,  tiie  vote  approving  same  having  been  passea  after  I  left  the  meeting. 

You  replied  under  date  of  March  3,  saying  that  I  **will  be  accorded  exactly  the 
ame  privileges  with  respect  to  the  stenographic  minutes  of  yesterday's  proceeding 
utttwill  be  given  to  any  other  member  of  the  board."  You  also  stated  the  board, 
however,  adhered  to  the  position  it  took  yesterday,  that  no  copies  or  transcripts  of 
the  proceedings  or  any  part  of  them  should  be  given  out."  I  ask  that  you  inform 
Die  precisely  what  tiie  '^privileges"  are  to  which  you  refer,  which  you  say  will  be 
acccrded  to  me  to  the  same  extent  they  are  accorded  to  other  members. 
.  At  the  board  meeting  in  February  at  which  the  official  stenographer  was  first  brought 
Mi— I  think  it  was  tie  meeting  of  February  26 — 

I  now  think  it  was  the  28th,  however  [reading] — 

^e  dear  and  definite  understanding  upon  which  the  meeting  proceeded  was  that 
^  member  of  the  board,  including  tne  two  members  whose  membership  on  the 
heard  woiild  soon  cease — ^Mr.  Wills  and  myself — ^would  be  furnished  with  a  verbatim 
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copy  of  the  stenographic  report  of  the  meeting.  As  soon  as  it  was  agreed  by  resolution, 
passed  unanimously,  that  the  minutes  shoulabe  stenographically  reported,  and  before 
we  proceeded  to  the  subject  for  which  the  meeting  had  been  called,  you  definitely 
stated  to  the  board  that  the  two  retiring  members  should  be  furnished  with  a  copy  of 
the  transcript,  and  upon  that  assurance  we  went  ahead.  All  members  of  the  board 
except  the  Secretary  of  the  Treasury  were  present  and  by  their  silence  accjuieeced  in 
your  statement.  Your  promise  having  thus  been  accepted  without  objection  by  any- 
one, I  can  not  imagine  that  you  or  these  gentlemen  wno  accepted  and  united  in  that 
promise  would  delu)erately  disregard  and  annul  it.  It  woula  have  been  competent 
for  you  at  any  time  during  the  meeting  to  move  that  the  meeting  adjourn  or  that  a 
further  stenographic  report  of  the  meeting  be  suspended,  but  I  respectfully  submit 
that  your  promise,  accepted  in  ^ood  faith,  that  you  would  furnish  the  report  to  the 
retiring  members,  is  essentially  binding  in  honor  and  in  morals,  and  I  would  dislike  to 
suppose  that  you  would  disregard  your  obligation  as  a  mere  ''scrap  of  paper." 

I  note  your  statement  that  it  probably  will  be  two  or  three  weeks  from  the  date  of 
your  letter,  March  3,  before  the  work  of  transcribing  the  stenoCTapher's  notes  will  be 
completed.  The  delay  is  rather  unusual,  and  it  is  now  more  than  three  weeks  since 
March  3,  but  I  can  not  believe  that  you  would  finally  fail  or  refuse  to  see  to  the  fulfill- 
ment of  the  promise. 

At  one  of  the  last  board  meetings  which  I  attended  you  declared  that  you  reirardc*! 
my  recent  letters  remonstrating^  against  boarrl  policies  and  urging  changes,  as  '*  attacks  ' 
upon  the  board,  and  you  angrily  threatened,  to  quote  the  lancruage  employed,  to  re- 
sort to  the  use  of  "poison  gas"  in  the  event  I  should  continue  what  you  construed  as 
my  "attacks." 

The  Chairman.  Mr.  Williams,  I  hardly  think  that  is  material  or  of 
any  particular  interest.  I  am  perfectly  willing  that  you  should  read  I 
any  part  of  the  letter  that  does  not  have  some  bearing 

Uov.  Harding.  Mr.  Chairman,  if  personalities  are  to  enter  into  this 
thing  I  demand  that  my  reply  be  filed.  I  am  imwilling  that  these 
things  should  come  up  before  this  audience  and  be  disseminated  over 
the  country,  because  there  are  distinctly  two  sides  to  it.  I  deny  that 
I  ever  made  any  such  promise.  It  has  been  denied  before.  It  these 
personalities  are  going  into  this  record  I  want  my  reply  to  go  into 
the  record. 

Mr.  Williams.  Mr.  Chairman,  I  am  going  to  ask  permission  to 
read  Gov.  Harding's  reply  of  April  4,  1921.  1  have  it  before  me  and 
intend  to  read  it  in. 

The  Chairman.  I  suggest  that  the  commission  is  not  particularly 
interested  in  that  phase  of  the  proposition. 

Mr.  Williams.  Mr.  Chairman,  I  was  reading  there  a  statement! 
where  I  stated  that  Gov.  Harding  had  threatened,  in  the  event  Ij 
should  continue  my  attacks,  to  use  poison  gas.  He  denies,  as  I 
xmderstand  it,  something  else 

Gov.  Harding.  I  deny  that,  too,  Mr.  Chairman.  What  I  said,  and 
it  will  be  substantiated,  by  every  member  of  the  Federal  Reserve 
Board,  was  that  I  was  not  after  trouble  or  warfare.  I  wanted  to 
fight  these  things  out  jind  work  out  the  problem  before  us.  I  told 
ifi*.  WilUams  that  I  was  not  afraid  of  him,  that  if  he  wanted  to  fight 
I  would  fight  him;  that  I  would  fight  fair  if  he  wanted  to  himself, 
but  if  he  wanted  to  use  poison  gas  I  would  fight  him  that  way.  That 
can  be  substantiated  by  six  members  of  the  Federal  Reserve  Board. 

The  Chairman.  Proceed,  Mr.  WilUams. 

Mr.  Williams  (reading) : 

At  one  of  the  last  board  meetings  which  I  attended  you  declared  that  you  regarded 
my  recent  letters  remonstrating  against  board  policies  and  urging  changes,  as  ''attacks" 
upon  the  board,  and  you  angrily  threatened,  to  quote  the  language  you  employed,  to 
resort  to  the  use  of  "poison  ^"  in  the  event  I  should  continue  ^^t  you  construed  as 
my  "attacks.*'  I  promptly  mformed  you  that  as  far  as  I  and  my  administration  of  the 
comptroller's  office  were  concerned  or  my  relationship  with  the  board  I  had  nothing 
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whatsoever  to  conceal,  and  that  you  were  quite  at  liberty  to  go  ahead  and  publish 
anything  you  pleased  so  long  as  you  confined  yourself  to  the  truth.  In  fact,  I  rather 
urged  publicity  for  our  correspondence.  I  also  informed  ypu,  in  the  presence  of  the 
board,  that  whatever  methods  of  attack  you  might  adopt  I  should  certainlv  not  use 
"poison  gas"  or  any  other  plan  or  method  not  consistent  with  honor  and  lair  play, 
and  I  should  not  expect  you  to  adopt  unworthy  methods  of  attack.  However,  I  am  of 
course  abundantly  ready  for  any  attacks  from  you  or  anyone  else,  whatever  form  they 
may  take;  and  your  threat  of  "poison  gas,'*  etc.,  impresses  me  merely  as  an  evidence 
of  desperation  on  your  part,  which  I  b^  to  assure  you  gives  me  not  the  leatt  annoy- 
ance CHT  concern.    My  only  regret  will  be  the  damaging  reaction  on  you. 

During  the  discussion  in  the  board  you  insinuated  with  some  gusto  that  you  might 
desire  to  call  the  attention  of  the  public  to  the  dreadful  fact  tliat  the  national  banks  in 
Washington,  including  a  particular  bank  in  that  city  which,  in  the  past,  had  been 
conspicuous  for  its  disregajd  of  the  provisions  of  the  national  bank  act  and  the  re^n- 
lations  of  the  comptroller's  oflBce,  practically  all  received  two  examinations  dunng 
the  past  year,  while  a  number  of  New  York  City  national  banTcs  were  examined  only 
once,  and  you  also  stated,  in  a  significant  tone,  that  the  national  bank  in  Washington, 
above  referred  to,  had  been  requested  by  the  bank  examiner  to  furnish  a  list  of  its 
loans  to '  'public  officials."  I  do  not  know  why  yoa  should  assume  to  assail  the  action 
of  the  examiner  in  requesting  such  a  list  as  he  did  during  the  progress  of  his  examina- 
tion, openly,  of  the  vice  president  of  the  bank  with  whom,  it  has  been  suggested, 
you  have  been,  directly  or  indirectly,  conniving  in  your  eager  but  futile  efforts  to 
find  something  for  which  to  criticize  ttis  bureau.  You  know  very  well,  or  are  supposed 
to  know,  that  the  Federal  reserve  act  expressly  prohibits  national  banks  from  making 
loans  to  national-bank-  examiners.  You  also  know,  or  had  the  means  of  knowing, 
that  the  national  bank  in  question  prior  to  the  passage  of  the  reserve  act  had  not  only 
made  numerous  loans  to  national-bank  examiners,  but  had  also  made  many  loans  to 
various  other  *  'public  officials"  connected  with  the  Treasury  Department  and  others, 
which,  to  express  it  most  mildly,  were  of  doubtful  propriety,  if  not  positively  wrong, 
including  loans  to  Assistant  Secretaries  of  the  Treasury  and  to  one  or  more  former 
Comptrollers  of  the  Currency,  under  whose  supervision  the  bank  operated.  Under 
these  circumstances  it  was  not  only  proper  but  the  duty  of  the  bank  examiner,  in 
in  the  course  of  his  examination,  to  determine  whether  or  not  improper  loans,  now 
expressly  forbidden  by  statute,  had  ceased. 

It  is  worthy  of  note  in  this  connection  that  the  particular  bank  in  Washington  which 
seems  to  be  the  subject  of  such  solicitude  on  your  part  was  during  many  months  in 
1920  borrowing  millions  of  dollars  of  money  from  the  Federal  reserve  system  at  6  per 
cent  or  leas,  at  the  same  time  that  it  was  lending  millions  in  Wall  Street  at  the  high 
interest  rates  which  prevailed  there.  The  excuse  that  the  money  borrowed  from  tno 
reserve  bank  was  needed  to  buy  United  States  certificates  is  too  palpable  to  need 
comment  in  view  of  the  amount  of  demand  Wall  Street  loans  held  by  the  bank,  at  that 
very  time,  on  which  it  was  collecting  fancy  rates  of  interest. 

Your  criticism  that  my  examinations  of  New  York  banks  were  too  infrequent  and 
lax  is  sufficiently  answered  by  the  record,  which  shows  that  among  the  millions  of 
depoeitois  in  the  national  banra  in  the  New  York  district  not  one  of  Qiem  lost  a  dollar 
by  the  failure  of  any  national  bank  in  that  entire  district  during  the  seven  years  that 
I  held  the  office  of  Comptroller  of  the  Currency. 

In  connection  with  the  discussion,  or  threat,  or  announcement,  from  you,  referred 
to  earlier  in  this  letter,  I  can  not  but  observe  a  statement  in  a  New  York  newspaper  a 
few  days  ago,  since  my  resignation  from  the  Federal  Reserve  Board,  to  the  effect  that 
a  plan  is  on  foot  to  bring  about  the  disestablishment  or  removal  of  the  Federal  Reserve 
Bank  of  Richmond. 
I  do  not  know  what  support  such  a  movement  may  receive  from  the  Reserve  Board. 
As  a  member  of  the  original  organization  committee,  and  as  a  member  of  the  Federal 
Reserve  Board  for  more  than  seven  years.  I  take  the  liberty  of  stating  at  this  time 
that  in  my  judgment  the  experience  of  the  past  seven  years  abundantly  vindicates 
the  action  ot  that  committee  in  establishing  the  bank  in  Richmond,  furthermore, 
the  record  will  show  that  the  administration  of  the  Federal  reserve  bank  of  Richmond 
has  been  one  of  the  most  creditable  of  any  of  the  reserve  banks;  and  in  the  judgment 
of  the  best  informed  men  in  the  section  which  the  bank  is  serving  so  efficiently,  its 
removal  would  be  indefensible. 

Allow  me  lUso  here  to  confirm  the  views  which  I  expressed  at  the  meeting  of  our 
board  several  weeks  ago  in  opposition  to  the  suggestion  that  you  offered  informally 
on  that  occasion,  with  your  apparent  approval,  looking  to  the  dii establishment  of 
the  Federal  reserve  banks  of  Atlanta  and  of  Dallas.  1  am  conxinced  that  the  propo- 
eition  to  close  those  banks  and  to  attach  the  sixth  and  eleventh  districts  to  other 
districts  would  work  a  grievous  and  unpardonable  injury  to  a  vast  section  of  our  coun- 
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try,  and  furthermore  that  the  agitation  of  such  a  plan  at  this  time  will  result  only  in 
harm. 

The  12  Federal  reserve  banks  as  at  present  establifhed  have,  I  believe,  vindicated 
fully  their  right  to  exist,  and  if  properly  supervised  and  administered  they  can  be 
of  untold  value  to  our  country  and  to  the  world,  both  now  and  in  the  years  to  come. 
I  earnestly  hope  that  they  may  never  become  the  footballs  of  politics  or  the  instru- 
mentalities of  unscrupulous  or  designing  interests  of  any  kind. 

I  trust  any  effort  to  close  up  reserve  banks  and  centralize  further  the  money  of  the 
country  may  be  as  abortive  now  as  were  the  efforts  to  this  end  in  1915,  in  whidi  1  | 
vividly  recall  you  joined,  and  which  attempt  was  frustrated  finally  by  action  of  the  I 
"White  House  and  of  the  Attorney  General.  It  is  far  more  important  at  this  time  to 
provide  the  reserve  banks  which  we  have  with  wipe  supervision  and  management 
and  to  have  them  function  eflSciently  and  adequately  than  it  is  to  agitate  for  their 
disestablishment,  removal,  or  increase. 

In  view  of  the  accumulated  reserves  in  the  12  Federal  reeerve  banks,  whoee  unueed 
lending  power  at  this  time.  I  understand,  is  about  $1,500  000  000.  or  ten  times  as  much 
as  the  national  banks  of  the  United  States  ever  borrowed  on  bills  payable  or  redis- 
counts at  any  time  prior  to  1914.  and  the  pressing  need  for  funds  for  legitimate  busi- 
ness  from  so  many  sections  of  the  country,  I  hope  the  board  may,  without  further 
delay,  relax  its  credit  restrictions  and  make  it  easier  for  the  farmers,  merchants, 
miners,  manufacturers,  and  other  business  men  to  obtain  their  legitimate  require- 
ments, the  bank  accommodations  upon  which  our  progress  and  prosperity  so  largely 
depend.  As  the  records  will  show,  I  have  been  urging  upon  the  board  for  many 
months  past  the  necessity  for  some  relaxation. 

It  is  pertinent  here  to  remind  you  of  my  letter  to  you  of  January  17, 1921,  in  which, 
replying  to  your  blunt  suggestion  that  what  had  happened  was  simply  "a  balloon"* 
had  been  "punctured  "  and  that  the  gas  or  hot  air  had  thereby  escaped,  I  paid : 

"Instead  of  driving  a  hole  into  the  bag  and  craphing  to  earth  in  wreck  and  ruin, 
we  should  handle  the  valve  rope  and  ballast  with  anxious  and  ever  alert  care  to 
effect  a  safe  landing  on  good  and  solid  ground.  Our  solemn  duty,  as  of  course  you 
realize,  is  to  conduct  the  operation  regardless  of  political,  sectional,  or  individual 
feelings,  of  pride,  of  opinion,  prejudices,  preferences,  and  even  of  precedent  and 
hitherto  accepted  rules  and  forms." 

These  remonstrances  were  apparently  unheeded  by  the  board. 

A  month  later,  in  a  letter  in  which  T  protested  against  practices  and  policies  which  I 
believed  were  not  only  iniurious  to  the  public  but  were  bringing  discredit  uix>n  the 
board  itself,  I  said,  inter  alia: 

"I  have  shown  you,  Gov.  Harding,  in  this  letter  and  other  recent  letters,  that  the 
reserve  bank  of  New  York  has  been  lending  funds  at  5  per  cent  to  7  per  cent  per  annum 
to  member  banks  which  have  then  passed  them  on  to  customers,  at  times  at  such  out- 
rageous rates  as  50  per  cent  to  75  per  cent  per  annum  or  more,  while  the  reserve  system 
in  other  parts  of  the  counry  has  actually  charged  member  banks,  in  exceptional  cases, 
for  the  use  of  money,  sorely  needed  bv  farmers  and  business  men,  as  high  as  50  per 
cent  and  75  per  cent  per  annum,  while  the  member  banks  paying  these  exorbitant 
rates  to  the  reserve  bank  are  prohibited  by  law  from  charging  their  customers  over 
8  per  cent." 

The  gross  inequalities  in  the  charges  made  by  the  Federal  reserve  banks  under  the 
regulations  approved  by  the  Federal  Reserve  Board  are  well  illustrated  in  comparing 
the  loans  made  to  a  small  member  bank  in  the  Philadelphia  district  with  a  capital  oi 
$25,000,  which  was  allowed  to  borrow  more  than  eight  times  its  "normal"  or  *' basic 
line"  at  6  per  cent  per  annum.  With  the  case  of  a  small  member  bank  in  Alabama, 
also  with  $25,000  capital,  which  was  "accommodated"  during  the  last  two  weeks  in 
September,  1920,  with  loans  aggregating  about  $112,000,  sorely  needed  in  connection 
with  the  movement  of  the  cotton  crop,  and  was  charged  for  a  portion  of  the  money 
more  than  80  per  cent  per  annum,  or  an  average  interest  rate  for  the  two  weeks'  perioi 
of  about  45  per  cent  per  annum  for  the  $112,0(X). 

The  interest  paid  out  to  its  reserve  bank  in  excess  of  6  per  cent  per  annum,  by  this 
little  member  oank  for  funds  borrowed  to  help  its  customers  for  those  two  weeks, 
amounted  to  more  than  a  whole  year*s  dividend  at  7  per  cent  on  the  bank's  entire 
capital  stock. 

In  my  opinion,  under  all  the  circumstances,  the  Federal  reserve  banks  should  be 
required  to  refund  to  their  member  banks  all  interest  which  they  have  collected  from 
them  in  excess  of  7  per  cent  per  annum — ^if  in  fact  they  should  not  refund  all  interest 
charged  in  excess  of  6  per  cent  per  annum.  It  is  my  understanding  that  the  Federal 
reserve  banks  of  Richmond,  Philadelphia,  and  San  Francisco  have  never  charged 
their  member  banks  for  interest  more  than  6  per  cent  per  annum.  This  I  conside^i 
distinctly  creditable  to  the  management  of  these  three  reserve  banks. 
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Seven  per  cent,  I  believe,  is  about  as  hi^h  as  has  been  charged  during  the  past  year 
by  the  central  banks  of  issue  in  any  civilized  country;  I  can  see  no  justification  for 
our  exceeding  that  rate  here,  where  money  is  supposed  to  be  more  plentiful  than 
anywhere  else  on  earth,  especially  in  view  of  the  huge  earnings  reported  by  all  of  the 
reserve  banks,  whose  profits  for  the  past  year  were  far  in  excess  of  100  per  cent  on  their 
paid  in  capital. 

And  I  can  see  no  justification  for  the  action  of  the  board  in  voting  down  the  resolu- 
tion offered  by  me  some  weeks  ago  to  prevent  the  imposition  by  reserve  banks  upon 
member  banks  of  interest  in  any  case  in  excess  of  10  per  cent,  or  for  the  board's  rejec- 
tion of  my  further  proposition  to  limit,  for  the  time  being,  the  rates  charged  by  all 
reserve  bsmks  to  6  per  cent — the  maximum  rates  ever  chw^ed  by  Philadelphia,  Rich- 
mond, and  San  Francisco.  The  record  of  the  three  banks  referred  to  prove  that  infla- 
tion, so  far  as  the  reserve  system  is  concerned,  can  be  curbed  by  sound  and  proper 
management  without  resort  to  the  absurd  interest  rates  imposed  bj^  reserve  banks 
under  auth<»ity  of  the  board,  in  certain  other  districts,  in  one  exceptional  case  going 
u  high  as  87^  per  cent  per  annum. 

I  regard  as  unfortunate  the  omission  or  neglect  of  the  board  or  of  the  reserve  bank 
of  New  York  to  keep  properly  informed — after  repeated  warnings  from  me — as  to 
the  use  which  was  bemg  inade  during  the  past  >^ear  or  so  of  the  hundreds  of  millions 
of  dollars  which  were  being  dispensed  with  laxish  hand  to  certain  member  institu- 
tions which  had  already  acquired  an  unenviable  reputation  because  of  the  specula- 
tive character  of  their  operations,*  and  the  speculations  of  their  principal  officers, 
who  were  using  for  their  numerous  deals  funds  gotten  from  the  New  York  reserve 
bank  by  their  own  institutions,  as  well  as  funds  borrowed  by  other  member  banks 
from  the  reserve  bank. 

I  assume  that  if  the  New  York  reserve  bank  had  known,  as  it  ahould  and  could  have 
bwwn.  at  the  time  it  was  lending  these  speculative  institutions  huge  sums — sometimes 
to  one  borrower  an  amount  equal  to  several  times  the  capital  of  the  New  York  reserve 
bank  itself-— of  the  use  made  of  the  money  so  advanced,  it  would  have  exercised  a 
more  restraining  hand.  At  least  I  hope  it  would  have  done  so — for  you  now  have 
unimpeachable  evidence  and  admissions  that  funds  of  certain  institutions  in  New 
York  City  which  had  been  the  principal  recipients  of  these  big  loans  from  the  New 
York  reserve  bank  were  dispensed  witn  '* reckless  prodigality." 

Not  only  were  the  funds  of  the  New  York  reserve  bank  being  thus  employed  by 
certain  members  of  the  system  in  feed^g  the  fires  of  speculation,  at  a  time  when 
retrenchment  was  a  duty,  but  the  record  shows  that  the  resources  of  other  reserve 
banks  were  being  at  times  heavily  drawn  upon  in  enabling  the  New  York  reserve 
bank  to  provide  the  member  banks  referred  to  with  these  vast  sums  for  speculative 
run 

My  letter  to  you  of  February  26, 1921,  shows  in  detail  from  week  to  week  for  the  year 
1920,  the  extent  to  which  the  New  York  reserve  bank  was  obtaining  funds  from  other 
reserve  banks  by  "bills  rediscounted "  and  "acceptances  sold"  to  these  other  banks, 
»e  aggregate  on  January  16,  1920,  being  over  $100,000,000  and  as  late  as  October  29, 
1920,  over  $60,000,000.  The  official  record  also  shows  that  although  the  New  York 
reserve  bank  was  obtainine  funds  continuously  through  1920  from  other  reserve  banks, 
it^was  rediscounting  for  otner  reserve  banks  for  less  than  five-twelfths  of  the  time  in 
tbat  year.  Has  Gov.  Strong  ever  sent  to  the  board  the  information  I  luged  him  at  the 
meeting  of  Februaiy  26  to  produce,  as  to  what  proportion  of  the  acceptances  trans- 
ferred by  the  New  York  reserve  bank  to  other  reserve  banks  in  1920  were  primarily  for 
the  acconunodation  of  the  New  York  bank?  I  should  like  to  see  it.  There  is  no 
reason  why  this  information  should  be  kept  secret. 

As  Comptroller  of  the  Currency  I  repeat^ly  ureed  upon  the  Congress  the  importance 
of  legislation  which  should  prevent  national  bamcs  from  lendfng  to  their  own  officers- 
butuiese  recommendations  have  not  yet  been  acted  upon.  The  reserve  board  ana 
the  teB&rve  bank  of  New  York,  on  the  other  hand,  had  the  power  to  exercise  a  restrain- 
ing influence  in  r^;ard  to  excessive  loans  from  member  banks  to  their  own  officers,  or 
ot^  loans  for  other  speculative  purposes,  by  keeping  informed  as  to  the  extent  of 
wdi  abuses  and  by  putting  on  the  brakes  when  applications  for  new  loans  were  made 
to  the  reserve  bank. 

I  have  brought  to  your  attention,  as  an  example,  one  instance  where  the  president 
of  one  member  institution  in  New  York  was  borrowing  for  himself  and  for  enterprises 
in  which  he  was  immediately  interested — some  of  his  loans  carefully  camouflaged — 
i»any  millions  of  dollars  from  three  member  bonking  institutions  in  New  York  City,  to 
jch  of  which  the  Federal  reserve  bank  of  New  York  was  lending  more  than 

»ioo,ooo,opo. 

1  also  dkected  your  attention  to  the  case  of  a  certain  member  bank — ^to  which  the 
redetal  reserve  bank  was  lending  more  than millions — which  was  lending  to  ita 
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own  chief  executive  oflScer  and  his  immediate  family  more  than  the  bank  over  which 
he  presided  was  lending  to  all  of  its  national  bank  correspondents  throughout  the  entire 
coimtry .  The  Comptroller  of  the  Currency  has  no  power  tmder  the  law  as  it  now  stands 
to  prevent  such  loans;  the  Federal  reserve  bank  in  extending  credit  to  the  bank  re- 
ferred to,  could  have  limited  the  amount  of  money  which  the  borrowing  banks  could 
lend  to  their  own  officers  for  speculative  or  other  purposes. 

Officers  of  the  Federal  reserve  bank  are  supposed  to  have  some  cognizance  of  such 
matters,  especially  when  the  speculative  operations  of  the  officers  of  their  member 
banks  has  become  common  talk,  as  in  this  case,  and  they  are  expected  to  be  governed 
accordingly  in  granting  acconunodations.  Furthermore,  the  officers  of  the  reserve 
bank  of  New  York  should  have  brought  such  situations  as  these  to  the  attention  of  the 
directors  of  the  Federal  reserve  bank  of  New  York,  who,  I  do  not  believe  approve  of 
such  methods  and  operations,  and  who,  presumably,  would  have  taken  prompt  steps 
to  effect  remedies  if  they  had  known  of  tnem. 

In  calling  your  attention  14  months  ago— January  28, 1920 — to  the  fact  that  the  New 
York  reserve  bank  was  lending  an  amount  equal  to  more  than  five  times  the  capital 
of  the  Federal  reserve  bank  of  New  York  to  one  particular  institution  in  that  aty  I 
urged  upon  you  the  board's  "serious  and  very  real"  responsibility,  and  said: 

This  is  a  concentration  of  the  funds  of  the  reserve  system  with  one  debtor  bank 
conspicuous  for  its  speculative  operations  and  promotions,  which,  in  my  judgment,  \s 
not  only  not  justified,  but  distinctly  dangerous,  and  I  feel  it  my  duty  to  register  my 
strong  dissent  from  a  continuance  of  such  conditioiis  as  these,  by  writing  you,  a«  1  am 
doing,  as  an  ex  officio  member  of  the  board.  I  trust  you  will  find  time  to  make  a 
careiul  analysis  of  this  situation. 

'*With  such  facts  before  us  concerning  the  company's  condition  as  I  have  hereto- 
fore imdertaken  to  bring  to  your  attention,  our  responsibility  becomes  serious  and 
very  real.    I  think  it  would  be  well  to  apprize  the  board  of  this  situation. " 

Despite  this  warning,  followed  up  by  repeated  recommendations  from  me  that  the 
board  or  the  reserve  bank  of  New  York  make  an  independent  examination  of  that 
large  debtor  of  the  reserve  system,  no  independent  examination  has  ever  been  made 
up  to  this  time,  as  far  as  I  am  advi^^ed,  although  I  understand  that  one  or  two  repre- 
sentatives of  the  reserve  bank  of  New  York  accompanied  the  State  examiners  on 
their  examinations  for  part  of  the  time. 

Why  the  board  and  the  New  York  reserve  bank  should  be  ready  to  make  inde- 
pendent examinations  from  time  to  time  of  smaller  banks,  but  should  shirk  or  stand 
aloof  from  examination  of  this  particular  debtor  institution,  the  speculative  char- 
acter of  whose  operations  stands  out  so  clearly  in  the  record — see  my  letters  to  you 
January  28,  1920,  and  February  28, 1921—1,  of  course,  am  unable  to  say. 

Resuming  the  general  subject  of  our  correspondence,  I  think  it  proper  at  this  time 
to  refer  to  a  statement  made  in  my  letter  to  you  of  February  14,  1921,  in  which  I 
said: 

"As  far  as  I  am  concerned  I  have  not  the  slightest  objection  to  the  board  acting 
favorably  upon  the  proposal  which  was  made  by  one  of  our  members  a  few  days  ago 
when  the  question  came  up  that  the  board  publish  my  letter  to  you  and  also  the 
board's  reply  of  the  13th  ultimo.  I  will  now  go  further  and  state  that  it  is  my  per- 
.«onal  belief  that  my  letter  of  the  28th  of  December  contains  some  information  of  an 
important  character,  to  which  I  think  the  public  entitled  and  should  have  before 
it.  In  fact,  to  make  public  this  information  I  believe  would  be  distinctly  salutary 
and  beneficial. " 

I  also  quote  the  following  extract  from  my  letter  to  you  of  March  1,  1921: 

"I  hope  I  have  made  my  position  clear.  I  will  be  glad  to  have  the  whole  of  my 
correspondence  with  tlie  board  made  public,  deleting  such  names  or  references  as 
may  cause  individual  hardships  or  injury." 

At  several  board  meetings  when  the  question  of  giving  publicity  to  this  correepond- 
eaoe  was  discussed  the  board  was  informed  clearly  by  me  tnat  while  the  letters  referred 
to  were  not  written  with  the  intention  of  giving  them  publicity,  and  that  while  it  was 
n  )t,  at  the  time  they  were  discussed,  my  intention  to  make  them  public,  I  yet  re- 
served complete  freedom  of  action  in  regard  to  them  and  should  use  my  discretion  as 
to  wliether  or  not  I  should  at  any  time  give  publicity  to  the  letters  or  any  of  them, 
deleting  such  names  or  references  as  in  my  judgment  it  might  be  proper  to  omit  for 
the  protection  of  others. 

I  shall  be  pleased  to  have  you  present  this  letter  at  the  next  meeting  of  the  Federal 
Reserve  Board  and  have  it  made  a  part  of  the  record,  but  in  view  of  the  intention 
I  understand  you  recently  expressed — while  I  was  a  member  of  the  board — of  assuming 
responsibility  of  withholding  from  the  board  any  letters,  however  important,  wliich  I 
might  have  occasion  to  address  to  you  officially  as  the  governor  of  tne  board,  which 
for  any  reason  might  not  be  presented  directly  to  the  board  by  me,  in  person,  I  shall 
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take  the  precaution  to  forward  to  each  board  member,  including  the  Secretary  of  the 
Treasury  and  the  Comptroller  of  the  Currency,  copies  of  this  communication.  More- 
over, please  be  advised  that  I  shall  give  this  letter  such  fiu-ther  circulation  and  pub- 
licity as  may,  in  my  discretion,  at  any  time  seem  desirable  or  for  the  public  good. 
Yours,  very  truly, 

John  Skelton  Williams. 

Mr.  Chairmaii,  I  ask  that  there  be  inserted  in  the  record  the  letter 
from  Gov.  Harding  to  me  of  April  4,  1921. 

Gov.  Habding.  a  word  there,  Mr.  Chairman,  on  a  matter  of  per- 
sonal privil^e.  That  letter  that  Mr.  Williams  has  just  read  does^  not 
contam  any  new  matter  for  the  information  of  this  conmiission.  He 
merely  quotes  from  previous  letters  that  he  has  written.     But  he  also 

E'ves  that  letter  a  aecided  personal  tinge  that  none  of  the  previous 
tters  had.  He  has  read  that  letter  here  in  a  public  meeting.  That 
may  go  to  the  press.  All  right.  He  has  made  public  most  of  the 
statements  in  tnere  already.  Now,  my  reply  to  that  letter,  dated 
April  4,  which  he  now  wishes  to  introduce,  is  a  carefully  studied  reply 
and  answer  tb  a  great  many  of  these  charges  which  have  been  made 
in  the  course  of  tne  cross-examination  that  has  been  going  on  by  the 
members  of  this  conmiission,  and  I  respectfully  ask,  lust  as  a  mere 
matter  of  fair  play,  that  I  be  given  the  privilege  of  reading  that  reply 
myself.  I  will  promise  not  to  interject  a  single  word  or  make  any 
explanatory  statement — ^just  to  read  the  reply. 

Representative  Sumnebs.  I  think  there  should  be  no  objection  to 
that,  Mr.  Chairman.     It  will  go  in  the  record,  anyhow. 

Mr.  Williams.  I  think  it  is  entirely  fair,  Mr.  Chairman,  as  far  as  I 
am  concerned.    I  wanted  the  letter  in  the  record. 

The  Chairman.  Without  objection,  Mr.  Harding  will  proceed  and 
read  the  letter. 

Mr.  Williams.  Mr.  Chairman,  I  would  like  to  state  that  I  did  not 
make  a  formal  reply  to  Gov.  Harding — to  his  letter  of  April  4,  1921. 
I  consider,  thougn,  that  it  was  practically  replied  to  in  an  address 
which  I  made  in  Washington  10  or  11  days  later,  on  April  15,  1921, 
before  the  People's  Reconstruction  League,  in  which  I  dealt  with  mat- 
t«^  which  were  brought  out  in  his  letter.  Copies  of  that  address 
were  sent  to  each  member  of  the  board.  I  should  also  like  to  have 
the  opportunity  before  I  close  of  commenting  upon  certain  portions 
of  Gov.  Hardii]^'s  letter  which  is  about  to  be  read. 

STATEMEKT  OF  HOK.  W.  P.  G.  HAEDING,  GOVEENOR  FEDEEAL 

EESEEVE  BOAEB. 

Gov.  Harding  (reading) : 

Federal  Reserve  Board, 

Washington^  April  4,  1921. 
Mr.  John  Skelton  Williams, 

CoTt  of  Richmond  Trust  Co.,  Richmond ,  Va. 
Sir:  I  acknowledge  receipt  of  your  letter  of  March  26,  1921 .  I  note  that  you  have 
taken  *'the  precaution  to  forward  to  each  board  member,  including  the  Secretary  of 
the  Treasury  and  the  Comptroller  of  the  Currency,  copies  of  this  communication." 
Because  of  the  inference,  which  is  clear,  and  because  of  the  terms  in  which  your  letter 
ia couched,  the  other  members  of  the  board  have  requested  me  to  advise  you  that  they 
wurt  decline  even  to  acknowledge  the  communication  which  you  have  addressed  to 
them  individually. 

As  the  chief  active  executive  officer  of  the  Federal  Reserve  Board,  I  acknowledge 
your  letter  addressed  to  me  as  governor  onlv  because  of  the  necessity  of  placing  a  ftat 
coDtradiction  of  its  misstatements  and  half  truths  upon  a  record  composed  largely  of 
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letters  with  respect  to  which  you  have  "reserved  complete  freedom  of  action**  and 
about  which  you  mi^ht  use  your  "  discretion  as  to  whether  or  not  I  (you)  should  at 
any  time  give  publicity." 

You  charge  uiat  the  "  statements  and  ar^ments'*  in  your  letter  of  January  17, 1921, 
are  "still  unanswered"  and  that  the  senous  "complainta  (in  your  various  letters) 
touching  board  policies  and  reserve  bank  supervision  and  management  *  *  * 
never  have  been  refuted  or  explained  away  ♦  ♦  ♦  by  the  board  either  orally  or  in 
writing  and  stand  essentially  unchallenged." 

It  seems  from  a  review  of  the  real  facts  that  the  gravity  of  your  * 'complaint,"  if  it 
may  be  dignified  as  a  complaint,  is  not,  as  you  state,  that  the  Federal  Reserve  Board 
has  in  the  past  willfully  failed  to  answer  your  '^statements  and  arguments,"  or  thtt 
it  has  failed  in  its  public  duty  to  give  due  weight  to  matters  of  public  interest  whether 
proposed  by  you  or  any  other  person,  whether  in  public  or  private  life,  but  rather  that 
the  other  members  of  the  board,  in  the  exercise  of  their  best  judgment,  have  not 
agreed  with  your  arguments  or  opinions  not  voted  their  approval  of  motions  made  by 
you  embodying  those  opinions. 

In  other  words,  your  letters  of  October  18,  1920,  December  23,  1920,  January  17, 
1921,  February  19, 1921,  and  February  26,  1921,  were  long  and  confused  expressioiw 
of  your  views  on  various  subjects.  Tney  contained  no  definite  program  and,  while 
charging  the  board  with  certain  reeponsibilitiee,  made  no  specific  recommendations 
except  as  noted  herein.  Apparently,  those  letters  were  intended  not  as  a  serious 
attempt  to  persuade  the  Federal  Reserve  Board  of  the  merit  of  the  views  they  ex- 
pressed, or  to  procure  any  formal  action,  but  as  a  means  of  making  a  record  during  the 
waning  days  o(  your  tenure  of  office  of  ignorant,  inaccurate,  and  misleading  statements 
which  you  might,  in  your  "discretion,**  at  some  time  hand  to  the  public  with  a  purely 
sentimental  and  fictitious  appeal  to  their  sympathies  and  false  hopes — not  to  their 
reason  and  better  judgment.  Your  present  letter  of  March  26  tends  to  corrpoorate 
these  conclusions  since  it  is  ingeniously  drafted,  not  as  a  fair  unprejudiced  expo8iti<Hi 
even  of  the  record,  as  both  you  and  the  Federal  Reserve  Board  know  it.  but  as  a  biased 
presentation  of  facts  and  fancies  which  fully  ignore  the  actual  disxMDsition  which  has 
Deen  made  of  tJie  issues  under  consideration. 

It  is  solely  to  anticipate  any  misunderstanding  that  might  result  from  your  efforts 
diat  the  Federal  Reserve  Board  has  instructed  me  to  dignify  your  letter  by  a  reply. 
Certainly  you  yourself  must  be  fully  aware  that  it  is  not  true  that  the  "complaints" 
you  have  made  still  "stand  essentially  unchallenged  **  or  "unanswered." 

What  are  the  facts?  In  your  letter  of  October  18,  1920,  you  offer  but  one  remedv 
for  the  conditions  which  it  sets  forth,  namely,  a  ruling  that  cotton  factors*  paper  is 
eligible  for  rediscount.  At  that  time,  however,  under  advice  of  counsel  that  cotton 
factors  *  paper  is  ineligible  for  rediscount  under  the  terms  of  the  law  and  that  it  did 
not  have,  and  has  not  now,  the  power  to  rule  otherwise. 

In  your  letter  of  December  28,  1920,  you  reviewed  at  length  the  reasons  that 
prompted  your  belief  that  a  lower  discount  rate  was  at  that  time  desirable  and  took 
occasion  also  to  refer  to  certain  irrelevant  circumstances  (reviewed  at  greater  length 
in  your  later  letters)  with  respect  to  which  you  offered  no  remedies  and  made  no 
recommendations  whatsoever.  Up  to  that  time  you  had  never  offered  a  resolution 
looking  to  a  reduction  in  the  rediscount  rates  and  even  then  had  your  real  intention 
been  to  procure  such  action  rather  than  merely  to  "make  a  record**  you  might  have 
done  so  at  any  time  in  the  usual  method,  available  to  every  member  of  the  boards 
including  yourself — a  formal  motion  at  a  board  meeting.  There  never  has  been  a  time 
when  the  Federal  Reserve  Board  evidenced  any  disposition  not  to  give  careful  and 
courteous  consideration  to  suggestions  and  recommendations  made  to  it  by  any  of  its 
members  in  the  usual  course.  It  was  only  when  the  Federal  Reserve  Board  insisted 
that  you  crystallize,  in  a  definite  recommendation,  the  many  various  views  expressed 
in  your  letters  that  you  made  the  motions  quoted  below  at  a  meeting  of  the  board  on 
February  25,  1921.  That  was,  of  course,  after  you  had  written  and  sent  each  one  of 
the  letters  above  referred  to,  except  that  of  February  26,  1921. 

As  you  may  remember,  however,  it  was  unanimously  agreed  at  the  meeting  of  Feb- 
ruary* 25,  1921,  to  postpone  discussion  of  action  upon  your  motions  until  10  o  clock  on 
the  morning  of  February  26. 

The  first  motion  was  as  follows: 

"Moved  that  in  view  of  all  conditions,  including  the  success  of  the  6  per  cent  rate 
in  the  Richmond,  Cleveland,  Philadelphia,  and  San  Francisco  districts,  the  Federal 
Reserve  Board  request  all  the  Federal  reserve  banks,  effective  March  1, 1921,  to  adopt 
a  maximum  discount  rate  of  6  per  cent." 

It  was  the  sense  of  the  meeting  that  the  action  contemplated  by  this  motion  should 
not  be  taken  at  that  time  and  that  it  should  not  be  taken  without  reference  to  the 
judgment  of  the  boards  of  directors  of  the  several  Federal  reserve  banks.    It  was 
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accordingly  moved  and  voted  that  this  motion  offered  by  you  should  be  laid  upon  the 
table. 

The  second  motion  which  you  made  was  as  follows: 

"Moved  that  the  Federal  Reserve  Board  requests  the  abolition  as  of  March  1  of  the 
progressive  rate  in  all  those  districts  where  the  progressive  rate  is  now  applied.' ' 

It  was  the  sense  of  the  meeting  that  the  action  contemplated  by  this  motion  should 
not  be  taken  at  that  time  and  that  it  should  not  be  taken  without  reference  to  the 
judgment  of  the  boards  of  directors  of  the  Federal  reserve  banks  concerned.  It  was 
accordingly  moved  and  voted  that  this  second  motion  offered  by  you  shotdd  be  laid 
upon  the  table. 

The  third  motion  which  you  presented  was  as  follows: 

"Moved  that  effective  March  1,  1921,  the  Federal  reserve  banks  be  requested  to 
establish  a  rate  of  4i  per  cent  upon  member  banks'  loans  secured  by  Liberty  bonds 
in  cases  where  the  Liberty  bonds  were  purchased  originally  by  the  member  banks  at 
par,  such  loans  to  be  made  on  condition  that  the  borrowers  shall  make  reasonable 
reduction  every  60  days,  it  being  understood  that  the  Federal  reserve  banks  shall  not 
grant  such  loans  at  said  4^  per  cent  rate  when  they  are  appUed  for  to  obtain  new  money 
not  needed  for  essential  purposes,  or  nqt  needed  to  prevent  the  borrower  from  being 
driven  to  the  necessity  of  selling  bonds  costing  him  100.  The  above  4J  per  cent  rate 
shall  also  apply  to  discount  by  reserve  banks  of  notes  made  by  the  customers  of  member 
banks  when  secured  by  Liberty  bonds  which  were  paid  for  at  par  and  which  belong 
to  the  borrowers  as  original  suDscribers." 

In  view  of  the  fact  that  this  third  motion  was  clear-cut,  it  was  acted  upon  at  once, 
and  defeated  by  the  vote  of  every  member  present  other  than  yourself. 

The  votes  taken  by  the  Federal  Reserve  Board  with  respect  to  the  motions  which 
you  made  were  unfavorable  to  those  motions  at  that  time  not  because  they  originated 
with  you  but  because  each  member  of  the  board  present,  in  the  exercise  of  his  free 
and  honest  judgnrient,  believed  that  the  action  proposed  by  you  would  not  then  have 
remedied  the  serious  conditions  to  which  you  referred  and  might  then  have  resulted 
in  conditions  even  more  serious  and  more  pitiable  than  those  which  you  described. 
That  action  by  the  board  with  respect  to  your  motions  was  a  complete  and  definite 
disposition  of  the  concrete  questions  presented  in  the  letters  under  consideration. 

Since  your  attendance  at  the  board  meetings  was  irr^ular  after  October  1,  1920 
{ihe  minutes  show  that  of  the  80  meetings  held  between  October  1,  1920,  and  February 
2o,  1921,  you  were  present  during  the  entire  time  at  18  meetings,  durin?  a  part  of  the 
time  at  18  meetings,  and  absent  at  44  meetings),  it  may  be  mentioned  lor  voiir  infor^ 
mation  that  the  rate  policy  of  the  Federal  reserve  svstem  was  a  matter  of  frequent, 
careful,  and  fairly  continuous  consideration  by  the  fcoard  during  that  period,  as,  in 
fcict,  it  always  has  been.  Yoiir  motions  when  presented,  thereiore,  did  not  raise  a 
new  (question  as  far  as  the  other  members  of  the  Ibostrd  were  concerned. 

While  it  is  difficult  to  pick  out  of  the  disordered  mass  of  statements  and  details  in 
your  various  letters  any  concrete  or  constructive  suggestions  other  than  those  just 
referred  to,  so  much  of  your  space  was  devoted  to  a  recital  of  the  practices  of  certain 
of  the  larger  banks  in  New  York  City  that  the  natural  presumption  was  that  you 
intended  to  place  before  the  board  an  issue  with  respect  to  tne  management  and  opera- 
tion of  those  banks.  But  even  this  issue  was  so  beclouded  that  it  would  have  oeen 
(hfficult  for  the  board  or  for  the  Federal  reserve  bank  of  New  York,  even  if  they  ad- 
mitted the  accuracy  of  all  of  your  statements  (which  they  positively  do  not\  to  de- 
tOTnine  very  clearly  what  course  of  action  you  would  have  nad  them  pursue  in  the 
circumstances. 

You  have  referred,  among  other  things,  in  several  of  your  letters  to  the  fact  that 
certain  member  banks  which  were  borrowing  large  sums  of  money  from  the  Federal 
resmc  bank  of  New  York  were  making  large  loans  to  their  officers  or  directors,  or  to 
institutions  in  which  those  officers  or  directors  were  interested,  or  which  were  lending 
money  with  "reckless  prodigality  "  or  at '  *  excessive  rates  "  of  interest  to  their  customers. 

In  the  case  of  the  one  particular  member  bank  which  is  made  the  basis  of  most  of 
your  charges,  the  report  of  the  examination  evidencing  the  facts  upon  which  you 
base  those  charges  was  not  delivered  by  you  to  the  Federal  reserve  bank  of  New  York 
jwitil  January  7,  1921,  some  months  after  the  examination  was  begun  and  after  you 
W  written  your  letter  of  December  28,  1920,  addressed  to  me.  The  pre\nou8  exami- 
^'^tion  of  that  bank  was,  as  you  know,  made  in  1919,  more  than  10  months  previous 
to  the  examination  begun  in  the  fall  of  1920,  and  did  not  present  any  information 
^culated  to  put  either  the  Federal  Reserve  Board  or  the  Federal  reserve  bank  of 
«ew  York  upon  notice  of  the  conditions  which  you  now  charge  existed  throughout  the 
year  1920.  If  the  1919  examination  had  evidenced  such  conditions,  there  can  seem 
to  he  no  justification  for  your  having  failed  for  10  months  to  institute  a  second  exami- 
nation (a  delay  which  you  are  aware  resulted  in  your  violating  the  laws  of  the  United 
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States,  sec.  5240,  U.  S.  B.  S.)  or  to  take  any  of  the  corrective  steps  which  you  actually 
did  take  after  the  examination  made  in  the  fall  of  1920.  You  state  in  your  letter  of 
March  26,  1921,  in  referring  to  the  large  loans  of  this  bank  to  its  officers,  that  "the 
Comptroller  of  the  Currency  has  no  power  under  the  law  as  it  now  stands  to  prevent 
such  loans"  and  that  tlie  "Federal  reserve  bank  in  extending  credit  to  the  bank 
referred  to  could  have  limited  the  amount  of  money  which  the  borrowing  banks  could 
lend  to  their  own  officers  for  speculative  or  other  purpose?.*' 

The  Federal  Reserv^e  Board  has  maintained  and  the  Federal  reserve  bank  of  New 
York  has  maintained  that  it  is  not  the  duty  of  either  the  Federal  Reserve  Board  or 
the  Federal  reserve  bank  of  New  York  to  control  the  internal  management  or  policies 
of  banks  coming  within  the  jurisdiction  of  the  office  of  the  Comptroller  of  the  CiurencY 
by  means  of  arbitrary  restrictions  of  credit.  The  only  t)088ible  corrective  step  which 
the  Federal  reserve  bank  of  New  York  could  have  taken,  even  had  it  been  aware 
of  the  facts  subsequently  reported  in  the  1920  examination,  is  that  which  vou  ha^'e 
now  afHrmatively  stated  in  your  letter  of  March  26,  1921,  that  is  to  withhold  credit, 
but  it  is  believed  that  you  yourself  did  not  seriously  think  that  that  would  have 
been  the  proper  procedure  for  the  Federal  reserve  bank  to  take.  In  fact,  you  wrote 
a  letter  to  me  suggesting  the  importance  of  "prompt  consideration  *  *  *  to  the 
matt er  of  amending  the  Federal  reserv e  act  so  as  to  make  it  possible  for  the  reserve 
banks  in  an  emergency  to  render  aid  to  and  perhaps  prevent  the  suspension  of  banks 
whose  eligible  paper  represents  but  a  small  proportion  of  their  deposit  liabilities." 

On  January  6,  1921,  at  a  personal  conference  in  your  office  you  showed  a  copy  of 
your  letter  of  December  28,  1920,  addressed  to  me,  to  an  officer  of  the  Federal  reserve 
bank  of  New  York  and  in  referring  to  the  particular  national  bank  under  consideration 
you  stated  to  him  that  you  intended  to  recommend  to  Congress  an  amendment  making 
possible  the  rediscount  of  paper  now  held  to  be  ineligible  in  order  to  permit  of  even 
lurther  extensions  of  credit  that  might  be  necessary  to  protect  innocent  depoaitors 
and  creditors  of  such  banks  as  this  particular  one  which  you  cited  as  an  illustration 
of  the  necessity  of  the  amendment. 

It  is  clear  from  your  letter  of  January  5,  quoted  above,  and  from  your  discussion 
subsequent  thereto  that  you  realized  the  dangers  which  would  result  from  the  suspen- 
sion of  any  large  bank  in  New  York  City  and  that  you  were  anxious  to  pro\ade  means 
lor  the  further  extensions  of  credit  to  such  a  bank.  The  inference  in  your  subsequent 
letters  and  finally  your  statement  in  your  later  letter  of  March  26,  1921,  that  the 
Federal  reserve  bank  of  New  York  should  or  could  have  corrected  details  of  the 
management  of  this  bank  or  any  other  bank  which  might  be  making  excessive  loans 
to  its  officers  or  which  might  be  charging  excessive  rates  of  interest,  by  refusing  to 
extend  further  credit,  were  entirely  inconsistent  with  your  own  expressed  ideas  and 
with  the  ideas  and  conxictions  of  all  of  those  most  familiar  with  the  scope  and  purpoeea 
of  the  Federal  reserve  act. 

Furthermore,  the  Comptroller  of  the  Currency  is  charged  with  the  responsibility 
of  the  examination  and  supervision  over  national  banks.  That  responsibility  rests 
upon  him  and  him  alone.  It  is  not  believed  that  if  the  management  of  an^  national 
bank  is  guilty  of  any  abuses  or  indiscretions  that  there  is  any  reason  in  lawor  policy 
that  the  Federal  reserve  bank  should  undertake  to  correct  that  mismanagement  in 
the  manner  which  you  have  suggested.  You  know,  or  should  know,  that  if  a  Federal 
reserv  e  bank  were  to  attempt  to  direct  or  control  the  affairs  of  any  mismanaged  mem- 
ber bank  by  declining  arbitrarily  to  make  further  loans  the  result  would  be  an  aggra%'a- 
tion  rather  than  a  lessening  of  the  dangers  caused  by  the  mismanagement  and  might 
readily  precipitate  the  conditions  which  you  and  all  of  us  would  deplore,  conditions 
that  might  cause  the  greatest  suffering  and  hardship  on  an  innocent  public.  These 
are  matters  which  were  fully  discussed  at  length  in  the  board  meetings  of  February 
26  and  28,  when  all  of  those  present  expressed  their  views  to  be  contrary  to  your  own. 
A  failure  on  the  part  of  the  board  to  agree  with  you  or  a  failure  to  alter  its  conAdctions 
can  not  now  properly  be  charged  as  a  failure  to  "answer"  or  a  failure  to  "challenge" 
your  "complaints. " 

It  is  interesting  to  note  in  this  connection  that  although  you  deny  the  power  of  the 
Comptroller  of  the  Currency  under  the  law  to  prevent  such  loans  as  those  under  dis- 
cussion, nevertheless,  you  Sid  take  steps,  subsequent  to  the  last  examination  of  the 
bank  in  question,  which  it  has  been  understood  were  most  effective  in  eliminating 
from  the  assets  otthat  bank  most  of  the  loans  that  were  criticized  and  which  have  been 
responsible  for  a  rather  drastic  change  in  the  policies  of  the  bank.  For  that  action 
you  are  to  be  commended,  but  your  failure  to  act  sooner  can  not  now  be  made  the 
basis  of  an  argument  that  the  Federal  reserve  bank  should  have  done  so  by  the  extra- 
ordinary method  you  have  since  suggested,  unless,  indeed,  it  is  assumed  that  the 
Federal  reserve  bank  was  upon  notice  of  a  gross  neglect  of  your  conduct  of  the  duties 
of  the  office  of  the  Comptroller  of  the  Currency. 
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You  inquire  in  your  letter  of  March  26,  1921,  whether  the  Federal  reserve  bank  of 
Xew  York  has  ever  sent  to  the  board  the  information  you  urged  Gov.  Strong  at  the 
meeting  of  February  26  or  28  to  produce,  that  is,  what  proportion  of  the  acceptances 
transferred  by  the  Federal  reserve  bank  of  New  York  to  other  reserve  banks  in  1920 
were  primarily  for  the  accommodation  of  those  other  banks  and  what  for  the  accommo- 
dation of  the  New  York  bank.  You  say,  *'  I  should  like  to  see  it.  There  is  no  reason 
why  Uiis  information  should  be  kept  secret."  You  are  advised  that  the  letter  of  the 
Federal  reserve  bank  of  New  York,  prepared  upon  my  request  made  at  a  meeting 
which  you  attended,  relative  to  the  question  of  acceptances  and  to  various  other 
questions  presented  in  your  letters  and  considered  at  that  meeting,  has  been  duly 
received  by  the  Federal  Reserve  Board  and  a  copy  transmitted  to  the  Comptroller  of 
the  Currency  for  his  information  and  in  order  to  complete  the  official  records  of  his 
office. 

You  can  not  be  unmindful  of  the  fact  that  you  no  longer  have  a  right  to  ask  for  or 
expect  information  contained  in  official  correspondence  between  the  Federal  Reserve 
Board  and  one  of  the  Federal  reserve  banks.  I  will,  however,  inform  you,  with 
reference  to  the  one  question  which  you  now  raise,  that  is,  with  reference  to  the  pro- 
portion of  acceptances  transferred  by  the  Federal  reserve  bank  of  New  York  to  other 
Federal  reserve  banks  for  its  own  accommodation,  that  less  than  one-seventh  of  the 
transfers  which  you  stated  in  one  of  your  letters  represented  continued  borrowings 
by  the  Federal  reserve  bank  of  New  York  were  sold  by  it  for  its  own  accommodations. 
All  of  the  rest  of  those  transfers  were  made  upon  the  specific  reauest  or  order  of  other 
Federal  reserve  banks  and  were  not  to  accommodate  the  Federal  reserve  bank  of  New 
York,  as  you  stated.  This  is  further  evidence  of  only  one  of  the  many  ignorant  and 
misleading  statements  contained  in  your  correspondence  on  this  whole  subject. 

It  appears,  therefore,  that  contrary'  to  your  expressed  belief  that  the  Federal  Reserve 
Board  has  positively  not  let  your  "serious  complaints  touching  1  card  policies  and 
reserve  bank  supervision  and  management  *  *  *  stand  essentially  unchal- 
lenged," every  recommendation  which  you  have  made  to  the  board  was  formally 
acted  upon  by  it  in  authorized  session.  The  rest  of  your  correspondence  is  either 
trivial,  irrelevant,  or  susceptible  of  no  definite  constructive  interpretation  unlcFP  it 
be  an  interpretation  which  challenges  the  conduct  of  your  own  office  as  Comptroller 
of  the  Currency  and  not  the  administration  of  either  the  Federal  Reserve  Board  or  the 
Federal  reserve  l>ank  of  New  York. 

Before  concluding,  the  Federal  Reserve  Board  desires  to  refer  to  a  few  other  state- 
ments in  your  letter  of  March  26, 1921,  which  are  not  of  very  great  moment  but  which 
can  not  pass  unnoticed.  It  is  denied  that  any  of  the  members  of  the  Federal  Re^^erve 
Board  have  ever  stated  with  reference  to  Federal  Reserve  Board  policies  that  it  was 
"more  important  to  be  unanimous  than  right"  and  you  must  know  no  member  of 
the  Federal  Reserve  Board  ever  made  such  a  statement.  It  is  denied  also  that  I 
ever  stated  to  the  board  "that  the  two  retiring  members  should  be  furnished  with  a 
copy  of  the  transcript"  of  the  meeting  of  February  28,  to  which  I  assume  you  refer, 
or  of  the  subsequent  meeting  of  March  2,  1921.  (No  stenographer  was  present  at 
the  meeting  of  February  26,  1921,  as  you  will  remember.)  An  examination  of  the 
records  of  the  meetings  of  February  28  and  March  2,  1921,  shows  conclusively  and 
beyond  any  question  that  each  other  member  of  the  Federal  Reserve  Board  present 
rtiled  that  no  transcript  of  the  stenographer's  report  of  the  hearing  should  be  made 
for  any  board  member,  former  board  member,  or  for  any  other  purpose,  and  that 
while  I  personally  stated  that  you  would  be  accorded  the  courtesy  of  an  inspection 
of  the  record  in  my  office,  another  member  of  the  board  stated  that  it  should  not  be 
obligated  even  to  that  extent,  that  it  should  reserve  the  privilege  of  determining 
the  ri^ts  of  former  members  with  regjurd  to  the  report  whenever  the  question  should 
we.  Any  proper  motive  that  you  may  have  with  respect  to  the  stenographer's 
jninutes  of  those  meetings  may  be  satisfied  by  the  privilege  of  inspecting  the  records 
in  my  office,  the  same  and  only  privilege  that  the  present  members  of  the  board  have 
with  respect  to  such  records.  That  is  the  privilege  that  I  advised  you  in  my  letter 
of  March  3,  1921,  would  be  accorded  you. 

In  conclusion,  the  Federal  Reserve  Board  feels  constrained  to  eay  that  your  action  in 
distributing  privately  copies  of  certain  of  your  official  letters  addressed  to  me  as  gov- 
ernor of  the  Federal  Reserve  Board  involved  in  this  correspondence  and  in  subse- 
quently refusing  to  give  to  the  board  the  names  of  the  persons  to  whom  you  pent 
such  letters  concerning  credit  matters  of  the  most  confidential  nature,  convinces  it 
of  the  futility  of  discussing  with  you  questions  of  "honor  and  fair  play,"  a  subject 
referred  to  in  your  letter  of  March  26,  1921. 
Respectfully, 

W.  P.  G.  Harding,  Governor, 
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Mr.  Williams.  Mr.  Chairman,  I  should  like  to  have  the  privilege 
of  making  a  few  comments  upon  the  letter  which  has  just  been  read 
by  Gov.  Harding. 

Representative  Mills.  Mr.  Qiairman,  I  understand  that  Gov. 
Strong  desires  the  same  privilege  that  was  panted  to  Gov.  Harding 
to  read  a  communication  in  answer  to  specific  charges  made  against 
the  present  management  of  the  Federal  reserve  bank. 

Tne  Chairman.  At  this  time  ? 

Mr.  Strong.  I  beg  your  pardon  ? 

The  Chairman.  Do  you  want  to  read  a  letter  at  this  time  ? 

Mr.  Strong.  Mr.  Chairman,  I  think  in  view  of  the  character  of 
the  correspondence  which  Mr.  Williams  has  read  that  it  is  desirable 
that  replies  to  some  of  those  letters  should  be  read.  Only  one  letter 
has  been  written  by  me  on  the  subject  of  this  correspondence,  and  I 
think  it  covers  all  of  it.  I  would  ask  the  privilege  of  reading  it,  if 
the  committee  could  spare  the  time. 

The  Chairman.  Without  objection  Mr.  Strong  may  read  the  letter, 
so  we  may  have  the  correspondence  all  in  one  place. 

Mr.  Wn-LiAMS.  Mr.  Chauman,  may  I  state  that  I  know  nothing 
about  the  letter  that  is  to  be  read  myself.  I  don't  know  to  whom  it 
is  addressed  or  to  whom  it  refers. 

The  Chairman.  May  I  ask.  Gov.  Strong,  whether  you  know  if  this 
letter  was  brought  to  the  attention  of  Mr.  Williams  in  any  way  ? 

Mr.  Strong.  I  don't  know  whether  it  has  been  brought  to  the 
attention  of  Mr.  Williams,  Mr.  Chairman. 

Gov.  Harding.  Isn't  that  the  letter  that  was  sent  to  the  Comp- 
troller of  the  Currency  ? 

Mr.  Strong.  Yes. 

Representative  Ten  Eyck.  May  I  ask  whether  there  was  any 
letter  written  before  the  letter  that  this  one  is  a  reply  to? 

The  Chairman.  This,  I  understand  it,  is  a  reply  written  by  Gov. 
Strong  to  an  incmiry  made  by  Gov.  Harding. 

Mr.  Strong.  That  is  right,  sir. 

The  Chairman.  Regaraing  some  of  the  letters  which  Mr.  Williams 
has  presented,  the  reason  for  reading  it  now,  as  I  understand  it,  is 
that  it  is  contemporaneous  with  the  time  of  these  other  letters. 

Representative  Ten  Eyck.  I  am  not  questioning  the  reading  of 
the  letter.  The  only  question  I  have  to  raise  is  whether  we  are 
bringing  out  information  from  an  outside  source  now  that  has  not 
been  brought  up  by  the  testimony  that  we  have  already  heard. 

Mr.  Strong.  It  relates  entirely  to  that,  Congressman. 

Representative  Sumners.  Is  your  letter  with  reference  to  the  same 
subject  matter  which  has  been  presented  to  the  commission  ? 

Mr.  Strong.  Entirely;  yes. 

Mr.  Williams.  Gentlemen,  as  I  have  stated  just  now,  I  know 
nothing  about  the  letter  that  is  to  be  introduced.  I  don't  know 
whether  it  has  ever  been  mentioned  to  me  directly  or  indirectly. 

Gov.  Harding.  Mr.  Chairman,  I  will  state  that  it  is  the  very  letter 
that  he  expressed  a  desire  to  have  a  copy  of. 

Mr.  Williams.  When  did  I  express  a  desire  to  have  a  copy  of  it  ? 

Gov.  Harding.  In  your  letter  of  March  26  you  said  you  should 
like  to  see  it.     You  say  in  your  letter: 

Has  Gov.  Strong  ever  sent  to  the  board  the  information  I  urged  him  at  the  meeting  of 
February  26  to  produce,  as  to  what  proportion  of  the  acceptances  transferred  by  the 
New  York  reserve  bank  to  other  reserve  banks  in  1920  were  primarily  for  the  accommo- 
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dation  of  the  New  York  bank?    I  should  like  to  see  it.    There  is  no  reason  why  this 
ioformation  should  be  kept  secret. 

Mr.  Williams.  That  is  the  letter  which  contains  information 
which  you  declined  to  give  me  details  of  ? 

Gov.  Harding.  That  is  the  very  letter  that  you  expressed  a  desire 
to  see. 

Representative  Ten  Eyok.  I  think  if  this  letter  in  question  was 
referred  to  by  the  witness  who  is  on  the  stand  now,  it  is  pertinent  to 
go  in  the  record. 

The  Chairman.  It  has  been  referred  to,  and  as  I  understand  the 
correspondence,  Mr.  Williams  expressed  a  desire  to  see  this  particular 
letter. 

Mr.  Williams.  Mr.  Chairman,  I  think  we  had  better  have  this 
record  straight  on  that  point.  I  think  it  would  be  well  to  read  my 
letter.  Gov.  Harding  has  stated  that  I  made  some  reference  to  some 
letter  from  Gov.  Strong.  I  should  like  to  read  my  letter  in  which  I 
made  the  inquiry,  if  it  is  the  one  to  which  he  refers. 

Gov.  Harding.  Mr.  Chairman,  Mr.  Williams  in  his  letter  of  March 
26, 1921,  inquired  whether  Gov.  Strong  has  ever  sent  to  the  board  ^*  the 
information  I  urged  him  at  the  meetmg  of  February  26  to  produce, 
as  to  what  proportion  of  the  acceptances  transferred  by  the  New 
York  reserve  bank  to  other  reserve  tanks  in  1920,  were  primarily  for 
the  accommodation  of  the  New  York  bank.  I  should  like  to  see  it. 
There  is  no  reason  why  this  information  should  be  kept  secret." 

Mr.  Williams.  I  should  be  very  glad  to  see  the  letter,  Mr.  Chair- 
man, and  as  far  as  I  am  concerned  I  nave  no  objection  to  it. 

Representative  Ten  Eyck.  The  only  reason  I  brought  the  matter 
up,  Mr.  Chairman,  was  that  I  did  not  want  to  have  new  subjects 
brought  into  the  discussion. 

The  Chairman.  I  imderstand  this  has  relation  entirelv  to  the 
matters  which  have  been  discussed  by  Mr.  Williams  in  the  letters 
which  he  has  read. 

Mr.  Strong.  Entirely,  yes. 

The  Chairman.  Without  objection  Mr.  Strong's  letter  may  be  read 
into  the  record  at  this  place.  The  Chair  hears  no  objection.  You 
may  proceed.  Gov.  Strong. 

STATEMEKT    OF    HOK.    BENJAMIN    STBONG,    GOVEBNOE    OF 
FEDEEAL  EESEBVE  BANK  OF  NEW  TOEE. 

Mr.  Strong.  The  letter  is  dated  March  16, 1921,  addressed  to  Gov. 
Harding  of  the  Federal  Reserve  Board.    [Reading:] 

Dear  Gov.  Harding:  The  Federal  reserve  bank  of  New  York  begs  to  submit  here- 
with, io  accordance  with  the  verbal  request  of  the  governor  of  the  Federal  Reserve 
Board  to  Gov.  Strong,  certain  facts  and  comments  with  reference  to  the  matters  dis- 
ctHsed  by  the  Comptroller  of  the  Currency  in  his  various  letters  to  the  Federal  Reserve 
Board  under  dates  of  December  28,  1920,  January  17,  1921^  February  19,  1921,  Feb- 
niary  26,  1921,  and  February  28,  1921,  but  particularly  with  reference  to  his  letter 
dated  February  26,  1921. 

These  various  letters  aggregate  51  closely  typewritten  pages,  and  contain,  in  almost 
confusing  detail,  what  seems  to  be  the  views  of  the  Comptroller  of  the  Currency  upon 
many  unrelated  dissociated  matters.  In  the  earlier  letters  of  the  comptroller  there 
&re  long  discussions  of  his  own  views  u^n  general  economic  and  social  conditions 
in  the  United  States,  which,  in  his  opinion,  seem  to  prove  **that  the  welfare  of  the 
country  calls  for  the  adoption  of  more  liberal  policies  on  the  iMirt  of  Federal  reserve 
Board  and  the  Federal  reserve  banks."    He  tnen  argues  from  the  many  complaints 
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which  he  has  received  of  the  "restrictions  on  credit, "  that  the  Federal  Reserve  Board 
should  "reduce  the  rate  of  interest  which  is  being  charged  by  Federal  reserve 
banks  on  the  loans  of  member  banks  secured  by  Liberty  bonds  from  the  present  rates 
of  6  per  cent  and  7  per  cent  to  a  uniform  rate  of,  say,  4^  per  cent."  "The  present 
emergency,"  he  says,  "is  so  acute  that  I  can  not  avoid  the  conclusion  that  a  more 
liberai  policy  than  is  now  being  pursued  would  be  justified.  While  there  is  a  very 
great  scarcity  of  credit  in  various  parts  of  the  country,  we  find  that  the  reserves  of  tiie 
Federal  reserve  banks  are  now  actually  higher  than  they  were  a  year  ago." 

To  support  his  contention  that  a  more  liberal  policy  is  justified,  he  states  thai 
"these  banks  (Federal  reserve  banks)  have  an  unused  lending  power  at  this  time 
(Dec.  28,  11)20)  without  reducing  the  reserve  requirements  of  about  1700,000,000," 
and  that  by  reducing;  reserve  reciuirements  by  only  10  per  cent  "their  lending  power 
could  be  increased  to  about  $2,500,000,000."  The  "pitiful  tales"  which  come  to 
him  from  national- bank  examiners  in  different  parts  of  the  country  are  among  the 
reasons  which  prompted  his  recommendation  of  a  more  liberal  policy  on  the  part  oi 
the  Federal  Reserve  Board  and  the  Federal  reserve  banks. 

In  his  letter  of  December  28,  1920,  he  refers  to  the  fact  that  he  had  given  instnn  - 
tions  "that  so  far  as  the  authority  of  this  office  ^vill  permit,  the  banks  under  my  super- 
vision shall  be  urged  to  use  in  these  critical  times  every  proper  means  to  prevent 
the  selling  out  of  honest  debtors  at  sheriff's  sales  and  the  ruin  of  their  families  by 
extending  them  time  and  by  givin;^  them,  wherever  practicable,  the  opportunity 
to  hold  on  to  their  farms  and  their  farming  implements,  to  the  tools  of  their  trade,  oi  to 
the  equipment  of  their  business,  whatever  it  is,  and  that  these  debtors  be  given  a 
chance  to  recoup  and  to  redeem  their  indebtedness  and  get  again  on  their  feet."  He 
continues  that  "the  member  banks,  called  on  to  give  time  and  to  show  consideration 
to  debtors,  will,  naturally,  demand  and  expect  from  the  reserve  banks  consideration 
and  forbearance,  and,  in  the  language  of  the  poet,  can  properly  say  to  their  reser^-e 
banks  *The  mercy  I  to  others  show,  that  mercy  show  to  me.' "  He  adds  that  "such 
facts  and  conditions  ♦  *  *  demand  definite  and  energetic  action  even  if  prece- 
dents must  be  disregarded,  accepted  rules  suspended  or  waived,  and  new  plans  and 
methods  demised." 

These  matters  are  referred  to  in  some  detail  in  order  to  illustrate  the  general  frame 
of  mind  in  which  the  Comptroller  of  the  Currency  began  his  correspondence  with  th( 
Federal  Reserve  Board — a  plea  to  that  board  foi  a  liberalization  of  its  discount  policies 
which,  in  his  opinion,  was  demanded  in  order  further  to  remove  the  restrictions  on 
credit,  and  thereby  to  save  the  people  of  the  country  from  disaster  and  ruin  which 
would  result  from  the  allied  "restriction  on  credit." 

Subsequent  to  this  original  issue  and  throughout  his  various  letters  to  the  board,  he 
compares  the  discovmt  policy  of  the  Federal  reserve  bank  of  New  York  with  that  of 
the  Federal  reserve  banks  in  other  sections  of  the  country,  not  by  any  comparison  of 
the  respective  needs  and  resources  of  those  different  parts  of  the  country,  but  by  a 
comparison  of  absolute  figures  entirely  imrelated  to  the  respective  lending  powers  of 
the  Federal  reserve  banks  which  he  undertakes  to  compare.  He  calls  attention,  for 
instance,  to  the  fact  that  about  the  middle  of  November,  1920,  one  bank  in  New  York 
had  borrowed  over  $134,000,000  from  the  Federal  reser\'e  bank  of  New  York,  while, 
at  the  same  time,  the  Federal  reserve  bank  of  Kansas  City  was  advancing  to  1,091 
member  banks  in  its  district  about  $20,000,000  less  than  this  one  bank  in  New  York 
was  obtaining  from  the  Federal  reserve  bank  of  New  York.  He  also  refers  to  the  fact 
that  another  banking  institution  in  New  York  was  borrowing  at  the  same  time  about 
$40,000,000  more  than  the  aggregate  which  the  Federal  reserve  bank  of  Minneapolis 
was  lending  to  its  1,000  members  in  the  great  States  of  Minnesota.  North  and  South 
Dakota    Montana  and  part  of  Wisconsin. 

He  continues  to  cite  several  instanc  es  in  which  single  institutions  in  New  York 
were  obtaining  sums  larger  than  groups  of  member  banks  in  other  sections  of  the 
country  were  receiving  from  their  respective  Federal  reserve  banks,  and  then  states, 
by  way  of  re.^apitulation,  that "  the  official  figures  tell  us  that  four  banking  institutions 
in  New  York  City  at  the  time  of  the  last  call  were  borrowing  from  the  reserve  system 
an  average  of  over  $118  000  000  each,  or  practically  as  much  money  as  the  Federal 
r^erve  Imnks  of  St.  Louis,  Kansas  City,  ^linneapolis,  Dallas  and  Richmond,  all  com> 
bined,  were  lending  to  the  more  than  4,000  member  banks  in  21  States  of  the  Unicn, 
comprising  more  than  one-half  of  the  entire  area  of  tiie  United  States." 

I  apologize  for  calling  upon  the  committee  to  hear  this  once  more. 
(Contmuing  reading:) 

In  making  all  of  these  comparisons,  however,  the  comptroller  refers  to  absolute 
figures  and  refrains  from  stating  what  proportion  of  its  own  assets  were  being  loaned 
by  the  Federal  reserve  bank  of  New  York  as  compared  with  the  proportion  being 
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loaned  by  the  Federal  reserve  banks  in  the  interior  of  the  country.  Those  are  ques- 
tions which  are  fully  covered  in  convincing  force  by  the  Federal  Reserve  Board  in 
its  letter  of  January  13,  1921,  addressed  to  the  comptroller,  in  reply  to  his  letter  of 
December  28,  1920. 

In  that  letter  the  board  states,  among  other  things,  that  while  the  five  largest  bor- 
rowers in  New  York  City,  so  frequently  referred  to  by  the  Comptroller  of  the  Cur- 
rency as  borrowing  huge  sums  from  the  Federal  reserve  bank  of  New  York,  had 
borrowed  actually  only  142  per  cent  of  their  basic  line  on  November  15,  1920,  the 
period  referred  to  by  the  Comptroller  of  the  Currency,  nevertheless,  all  member 
banks  (^not  merely  the  five  largest  borrowers  as  in  the  case  of  the  New  York  district) 
in  the  Richmond  district  had  borrowed  121  per  cent  of  their  baaic  line,  in  the  Atlanta 
district  211  per  cent,  in  the  St.  Louis  district  117  per  cent,  in  the  Minneapolis  dis- 
trict 126  per  cent,  in  the  Kansas  City  district  115  per  cent,  in  the  Dallas  district  110 
per  cent.  At  the  same  time  the  five  largest  borrowers  in  the  Richmond  district  were 
rediscounting  271  per  cent  of  their  basic  line,  the  five  largest  borrowers  in  the  Atlanta 
district  were  rediscounting  327  per  cent,  in  the  St.  Louis  district  152  per  cent,  in  the 
Minneapolis  district  263  per  cent,  in  the  Kansas  City  district  196  per  cent,  and  in 
the  Dallas  district  167  per  cent.  In  other  words,  the  five  largest  borrowers  in  each 
of  those  districts  located  in  jhat  part  of  the  country  in  which  the  Comptroller  of  the 
Currency  states  conditions  to  be  so  alarming  were  borrowing  relatively  much  more 
Uian  the  five  largest  borrowers  of  the  New  York  federal  reserve  bank,  which  the 
Comptroller  of  the  Currency  cites  as  being  profligate  in  the  granting  of  credits.  The 
comptroller  has  consciously  endeavored  to  create  the  impression  that  the  large  city 
banks  in  New  York  w^ere  being  granted  credit  by  the  Federal  reserve  bank  of  New 
York  in  amounts  out  of  all  proportion  to  credits  granted  in  the  interior  of  the  coun- 
try, while  he  should  have,  and  must  have  known,  that  these  sums,  though  larger  in 
aliolute  figures  were  relati\  ely  much  smaller  than  the  amounts  being  borrowed  by 
the  larger  banks  in  these  interior  districts.  The  impression  which  he  has  tried  to 
convey  is  one  tbat  he,  because  of  his  official  position  and  because  of  his  familiarity 
wiUi  tiie  statistics  concerned,  must  know  to  be  absolutely  false  and  misleading. 

Mr.  Williams.  That  statement  of  yours  is  false,  Gov.  Strong.  If 
you  make  that  deliberately  it  is  a  falsehood,  sir. 

Mr.  Strong.  Mr.  Chairman 

Mr.  Williams.  Mr.  Chairman,  I  ask  you  to  require  the  witness  to 
keep  within  the  bounds  6f  courtesy  and  decency. 

The  Chairman.  I  suggest  that  if  there  is  any  objection  to  anything 
that  is  being  read  it  is  proper  to  address  the  chair  and  object  to  it.  In 
view  of  several  things  that  have  already  appeared  in  the  record,  I 
doubt  if  there  is  anything  to  criticize  in  what  nas  just  been  read. 

Mr.  Williams.  Well,  I  denounce  it  as  a  deliberate  falsehood  on  the 
part  of  Gov.  Strong. 

Mr.  Strong.  Mr.  Chairman,  this  interruption  suggests  the  oppor- 
tunitj  that  I  might  make  a  request  of  the  committee,  and  that  is, 
if  it  IS  proper  for  me  to  ask  it,  tnat  the  Comptroller  of  the  Currency 
be  required  to  make  oath  as  to  the  correctness  and  accuracy  of  the 
statements  which  he  has  made^  whether  he  has  stated  the  truth,  the 
whole  truth,  and  nothing  but  the  truth,  and  that  shall  include  the 
statements  made  in  the  various  public  statements  and  correspondence 
and  public  addresses  that  he  has  submitted  for  this  record.  I  shall 
be  very  glad  to  do  the  same. 

TheCSAiRMAN.  Well,  the  Chair  thinks  that  it  is  not  feasible  to 
follow  that  policy  at  this  stage  of  the  game.  The  question  arose  once 
with  the  commission,  and  it  was  determined  that  the  witnesses  would 
not  be  put  under  oath,  and  that  unless  the  commission  itself  deter- 
nunes  otherwise,  the  policy  then  determined  upon  will  be  the  policy 
of  the  commission. 

Mr.  Strong  (continuing  reading) : 

The  comptroller  asks,  "If  our  reserve  system  has  the  fimds  to  lend  in  such  hu?e 
WDM  to  the  banks  in  New  York  for  such  uses,  is  it  not  difficult  to  understand  why 
money  should  be  so  scarce  in  the  interior,  where  the  real  wealth  of  the  country  is 
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being  so  largely  provided,  and  where  money  is  so  distressingly  needed?  "  In  answer 
to  his  own  inquiry,  he  says  that  the  money  scarcity  in  the  interior  of  the  country  has 
been  greatly  aggravated,  as  I  have  already  explained  publicly,  by  the  artificially  fixed 
interest  rates  in  New  York  City,  which  have  had  tne  effect  of  withdrawing  money 
from  legitimate  business  in  various  parts  of  the  coimtry  to  be  loaned  at  fancy  rates  in 
Wall  Street.  This  allegation  will  be. discussed  later  on  in  this  letter,  but  it  should 
be  stated  now  that  the  challenge  that  artificially  high  interest  rates  in  New  York  City 
have  the  effect  of  withdrawing  money  from  Intimate  business  in  various  parts  of  the 
country  to  be  loaned  at  fancy  rates  in  Wall  Street,  even  if  true,  is  one  which  mi^ht  be 
corrected  by  a  Federal  reserve  bank  only  by  granting  further  credit,  not  by  restncting 
existing  credit,  as  the  comptroller  seems  to  imply  that  the  Federal  reserve  bank  of 
New  York  should  have  done. 

Even  the  comptroller  must  realize  that  this  is  not  only  inconsistent  with  the  general 
recommendations  which  he  made  to  the  Federal  Reserve  Board  to  reduce  discount 
rates  and  to  liberalize  credits,  but  also  that  it  would  tend  to  do  the  very  thing^he  de- 

S lores— increase  interest  rates  in  New  York — City,  for  if  the  Federal  Reserve  Bank  of 
lew  York  should  refuse  to  extend  credits  to  those  of  its  member  banks  which  have  the 
largest  resources  and  which  are  the  heaviest  borrowers  from  it,  the  scarcity  of  credit 
available  to  the  customers  of  those  banks  would  of  itself  do  more  than  anything  else 
to  create  a  wild  and  possibly  disastrous  increase  in  interest  rates. 

In  his  letter  of  January  17,  1921,  addressed  to  the  board,  the  comptroller  refers 
again  to  the  fact  that  interest  rates  of  20  per  cent,  25  per  cent,  and  30  per  cent  charged 
by  member  banks  in  New  Y'ork  City,  to  which  the  Federal  reserve  bank  was  lendSg, 
*'were  wholly  indefensible."  But  even  if  it  could  be  admitted  that  the  rare  in- 
stances which  the  Comptroller  of  the  Currencv  has  quoted  indicate  that  the  g[eneral 
level  of  interest  rates  in  New  York  has  ever  been  at  such  figures  as  those  which  he 
quotes,  nevertheless,  the  only  possible  action  which  could  be  taken  by  the  Federal 
reserve  bank  of  New  York,  and  the  only  action  which  the  comptroller  has  rather 
vaguely  suggested  that  it  should  have  taken,  is  a  restriction  of  credit  to  those  very 
banks  whose  shortage  of  lending  power  has  made  such  rates  pnossible. 

All  of  these  allegations  of  excessive  interest  charges,  excessive  loans  to  officers,  and 
other  evidences  of  mismanagement  on  the  part  of  certain  New  York  City  banks  to  which 
the  Federal  reserve  bank  of  New  York  Ls  lending  credit  are  obviously  intended  by  the 
<jomptroller  to  indicate  that  the  Federal  reserve  bank  of  New  York,  contrary  to  the 
very  liberal  policy  upon  which  the  comptroller  himself  has  predicated  his  whole 
correspondence  with  the  Federal  Reserve  Board,  should  have  restricted  its  loans. 
But  the  comptroller  knows,  or  should  know,  that  such  abuses  on  the  part  of  national 
banks,  if  existing,  come  solely  within  his  jurisdiction  as  Comptroller  of  the  Currency, 
as  chief  of  that  bureau  of  the  Grovemment  which  is  charged  with  the  execution  of  the 
Bupervisory  laws  governing  the  operations  of  national  banks.  It  hardly  seems  possible 
that  any  governmental  official  who  has  been  connected  with  the  Federal  Kes^^^e 
Board  for  the  period  that  Mr.  Williams  has  should  suggest,  not  directly,  for  he  has 
never  made  a  direct  suffiestion  to  that  effect,  but  imerentLally,  that  the  Federal 
reserve  bank  of  New  York  should  correct  the  details  of  the  management  or  misman- 
agement of  its  member  banks  by  a  drastic  policy  of  shutting  off  credit  when,  as  be 
well  knows,  that  action  might  precipitate  the  very  "crash*'  which  he,  in  his  letter  of 
February  19,  alleges  that  the  member  banks,  charging  excessive  rates  of  interest, 
^*did  so  much  to  precipitate." 

Furthermore,  it  can  not  be  believed  that  one  so  jealous  of  his  prerogatives  as  Comp- 
troller of  the  Currency  and  of  the  exercise  of  the  powers  in  that  field  over  whidi  he 
has  had  jurisdiction,  can  seriously  mean  that  abuses  over  which  he  alone  has  had 
jurisdiction  should  be  controlled  or  directed  by  means  of  an  arbitrary  shutting  off  of 
credit  by  the  Federal  reserve  bank.  Such  a  policy  could  only  endanger  the  depositors 
of  the  institution  to  which  credit  was  refused  as  well  as  the  entire  financial  community 
without  necessarily  having  the  corrective  influence  which  it  intended. 

Reverting  now  in  particular  to  the  comptroller's  letter  to  Gov.  Harding,  dated 
February  26,  1921,  it  appears,  as  we  hope  to  show,  that  the  criticisms  alleged  in  that 
letter  are  due  to  his  ignorance  of  the  operations  of  the  Federal  reserve  banks  and  of 
banks  generally,  and  that  his  inaccuracies  and  inaccurate  conclusions  likewise  arise 
from  such  ignorance,  all  of  which  could  have  been  readily  corrected  had  the  comptrol- 
ler informed  himself  by  inquiry  either  of  the  Federal  Reserve  Board  or  of  the  omcers 
of  this  bank. 

Without  attempting  to  deal  with  inaccuracies  which  are  manifestly  unimportant, 
the  board's  attention  is  respectfully  directed  to  the  following  specific  points: 

The  comptroller  states: 

"You  called  attention  to  the  following  paragraph  on  page  8  of  the  letter: 

** '  In  addition  to  drawing  funds  to  New  York  City  from  other  sections  by  the  allure- 
ment of  high  interest  rates  and  otherwise,  let  me  remind  you  that  at  times  during  the 
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past  year,  in  fact  almost  continuously  through  the  year^  the  New  York  Federal  reserve 
tank  has  gotten  from  other  parts  of  the  country  bv  rediscounting  its  bills  and  accept- 
ances considerable  sums  of  money  from  nearly  all  the  other  Federal  reserve  banks, 
including  among  others,  the  reserve  banks  of  Dallas,  Kansas  City,  Richmond,  Atlanta, 
and  San  Francisco,  as  well  as  the  nearby  reserve  banks.*" 

You  are  aware  that  the  Federal  reserve  bank  of  New  York  occupies  no  different 
position  to  the  other  Federal  reserve  banks  than  does  a  conmiercial  bank  to  other 
members  of  a  clearing  house  association.  The  Federal  reserve  bank  of  New  York, 
throu^  the  gold  settlement  fimd,  is  every  day  effecting  settlements  of  balances  with 
all  of  the  other  reserve  banks  arising  from  transfers  of  Government  balances,  h-om  the 
^es  or  repayments  of  certificates  of  indebtedness,  collection  of  income,  and  other 
taxes,  payment  of  Government  disbursements,  including  interest  on  the  public  debt, 
likewise  those  arising  from  the  collection  system  operated  for  the  member  bankp,  and 
from  the  constant  flow  of  deposits  back  and  forth  between  the  different  sections  of  the 
comitry. 

Had  the  comptroller  understood  the  operations  of  the  Federal  reserve  system,  he 
would  have  realized  that  the  sales  of  acceptances  to  which  this  paragraph  of  his  letter 
referred  were  not  *' luring  funds  to  New  York  by  high  interest  rates,'*  (which  rates  in 
one  place  he  criticizes  as  '^artificial ")  but  these  transactions  in  fact  were  necessitated 
by  the  almost  constant  withdrawal  of  funds  from  New  York  to  other  sections  of  the 
counUy,  which  movement  has  characterized  the  banking  situation  for  the  past  year 
or  more.  These  withdrawals  of  funds  from  New  York  result  in  heavy  withdrawals  of 
the  gold  reserves  of  the  Federal  reserve  bank  of  New  York  through  the  gold  settlement 
fund  to  other  reserve  banks,  and  sales  of  acceptances  to  other  reserve  banks  when 
made  at  the  instance  of  this  bank  are  for  the  purpose  of  offsetting  these  withdrawals 
of  its  gold  reserve.  The  deposit  withdrawals  are  exhibited  particularly  in  the  deposits 
of  the  New  York  cleraing-house  banks  which,  in  January,  1920^  were  $6,372,000,000, 
and  at  the  present  time  are  $4,297,000,000.  Our  investigations  indicate  that  not  only 
are  deposits  being  withdrawn  from  New  York  for  use  in  the  interior  of  the  country, 
but  that  the  New  York  banks  are  being  called  upon  to  make  large  loans  through  the 
United  States  to  industrial  and  commercial  concerns,  as  well  as  to  the  railroads  and 
the  interior  banks,  the  last  mentioned  we  are  told  are  frequently  made  in  order  to 
«nahle  those  interior  banks  to  repay  what  they  owe  to  tlieir  local  reserve  banks. 

The  comptroller's  letter  includes  a  tabulation  of  bills  rediscounted  and  acceptances 
«Id  by  the  New  York  reserve  bank  to  other  reserve  banks,  by  weeks,  for  the  period 
fnnn  January  2,  1920,  to  January  21,  1921,  inclusive,  this  being  cited  as  evidence  that 
this  bank  has  been  a  continuous  borrower  from  the  other  reserve  banks  during  that 
period.  The  comptroller  was  obviously  ignorant  of  the  facts  which  could  readily 
nave  been  ascertained  by  him  had  he  made  inquiry  either  of  the  Federal  Reserve 
Board  or  this  bank.  As  you  know,  it  has  been  the  practice  of  the  Federal  reserve 
bank  of  New  York  to  purchase  acceptances  for  other  reserve  banks  which  had  funds 
to  invest  practicallv  ever  since  the  Federal  reserve  system  was  established.  The 
greater  part  of  all  bills  sold  to  other  reserve  banks  comprises,  in  fact,  purchases  of  that 
character,  rather  than  sales  of  bills  made  on  our  own  initiative  in  oraer  to  improve  our 
reserve  position.  The  official  figures  of  the  bank  disclose  that  between  the  period 
January  2,  1920,  and  February  11,  1921,  this  bank  purchased  and  allotted  to  other 
Federal  reserve  banks,  at  their  request,  a  total  sum  of  $883,678,000  of  bankers*  accept- 
ances, such  purchases  occurring  practically  every  week  throughout  the  entire  period 
Within  that  same  period  of  50  weeks,  there  were  only  12  weeks  when  this  bank  had 
occasion  to  sell  bills  to  other  reserve  banks  for  the  purpose  of  improving  its  own  reserve 
position,  the  total  of  such  sales  aggregating  $137,664,000.  In  other  words,  less  than 
one-seventh  of  the  bills  listed  in  the  comptroller's  letter  were  sold  for  the  purpose  of 
correcting  our  reserve  position,  all  of  the  balance  being  sold  uf)on  orders  from  other 
reserve  Imnks  at  their  request.  . 

But  the  comptroller's  statements  are  misleading,  inacctirate,  and  evidence  ignorance 
not  only  in  what  they  include  but  in  whit  they  omit  to  include.  During  this  same 
period  the  Federal  reaerve  bank  of  New  York  had  occasion  to  rediscount  commercial 
paper  or  notea  secured  by  Grovernment  obligations  with  other  raserve  banks  for  the 
purpose  of  improving  its  reserve  position  to  an  aggregrate  amount  of  $375,000,000, 
whereas  the  other  reserve  banks  rediscounted  such  paper  with  us  during  this  period 
for  the  purpose  of  improving  their  reserve  position  for  an  aggregate  amount  of 
1478.630,000. 

The  comptroller  emphasizes  in  his  letter  that  during  this  period  the  Federal  reserve 
hank  of  New  York  was  continuously  borrowing  from  other  reserve  banks.  There  is 
inclosed  with  this  a  chart  showing  the  periods  diwing  which  this  bank  was  indebted 
<o  oth®"  reserve  banks  for  money  borrowed  and  acceptances  discounted  (as  distin- 
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guished  from  purchased  on  order)  and  the  periods  during  which  the  other  reserv^e  banks 
were  indebted  to  us  for  money  borrowed  here.  In  this  connection  it  should  be  pointed 
out  that  very  much  of  the  credit  pre3sure  that  has  been  exerted  upon  the  commercial 
banks  and  trust  companies  in  this  city,  and  in  turn  upon  this  bank,  during  the  past  year 
or  more,  has  resulted  because  of  movements  deliberately  undertaken  and  promoted 
in  various  parts  of  the  co^mtry  to  withhold  produce  from  the  markets,  and  later,  when 
the  inevitable  period  of  liquidation  arrived,  as  in  the  latter  part  of  last  year,  because 
of  the  fact  that  borrowers  in  all  sections  of  the  country,  including  even  the  commercial 
banks  themselves,  have  been  forced  to  withdraw  funds  from  New  York  and  to  borrow 
money  in  New  York  in  order  to  carry  commoditiei  which  then  became  unmarketable 
without  serious  loss  to  the  owner. 

Representative  Funk.  What  do  you  mean  by  that  ?  Who  de- 
liberately withheld  produce  from  the  market  ? 

Mr.  Strong.  That  is  a  large  subject,  sir.  Do  you  wish  me  to  go 
into  it  now  ? 

Representative  Funk,  Well,  I  would  like  to  have  your  views  on 
that.     You  have  made  a  very  emphatic  statement. 

Mr.  Stbong.  I  would  be  very  glad  to  go  into  it.  Do  you  wish  me 
to  do  so  now  ?  I  would  like  to  continue  to  read  the  letter,  if  I  might, 
sir. 

Representative  Funk.  Very  well,  if  you  will  mark  the  passage  and 
take  it  up  later. 

Mr.  Strong  I  will  do  so.     [Continuing  reading:] 

When  I  appeared  before  the  Federal  Reserve  Board  on  February  26  to  discuss  the 
allegations  contained  in  the  various  letters  of  the  comptroller,  I  stated,  and  the  mem- 
bers of  the  board  confirmed,  that  the  principal  amount  of  bankers*  acceptances  in- 
cluded in  the  comptroller's  figures  were  those  purchased  upon  orders  received  from 
member  banks.  The  comptroller's  subsequent  statement  that  "with  the  knowledge 
I  happen  to  have  of  the  situation  I  am  not  inclined  to  give  very  great  weight  to  that 
theory  "  is  merely  another  e\ddence  of  his  desire  to  make  the  fat^ts  conform  to  precon- 
ceived conclusions  without  a  proper  cortnderation  of  the  facts  themselves. 

Referring  to  the  reports  of  examination  of  a  certain  national  bank  in  New  York 
City,  the  comptroller  makes  the  foUowing  statement: 

Gov.  Strong  impressed  me  as  particularly  unhappy  over  what  he  construed,  per- 
haps very  properly,  as  an  implication  in  my  letters  to  you,  that  the  reserve  bank  of 
New  York  had  not  kept  itself  properly  informed  as  to  the  condition  and  operation  of 
certain  member  banks  in  the  New  York  district  to  which  it  had  been  particularly 
liberal,  if  not  prodigal,  in  granting  loans,  or  if  it  was  informed,  had  perhaps  not  acted 
with  the  wisdon  and  discretion  expected  of  it.  The  senior  officer  of  this  particular 
member  bank  to  which  the  New  York  reserve  bank  was  dispensing  funds  so  la\ishly. 
has  admitted  to  this  office,  as  the  record  shows,  and  as  you  were  promptly  ad\'ised 
when  this  statement  was  made,  that  this  same  bank  had  itself  been  granting  loans, 
as  he  expressed  it  'with  reckless  prodigality.'  In  discussing  the  use  which  this  same 
bank  made  of  the  funds  which  they  had  borrowed  from  the  reserve  bank,  Gov.  Strong's 
aim  seemed  to  be  to  evade  all  responsibility  so  far  as  the  re.=?erve  bank  was  concerned, 
apparently  seeking  to  justify  his  evasion  with  the  a'^ertion  that  the  chief  national 
bank  examiner  did  not  give  him  notice  of  the  conditions  which  existed  in  that  bank. 
The  chief  examiner  of  tne  New  York  district  has  fumL^hed  me  a  memorandum  as  to 
the  extent  to  which  the  Federal  reserve  bank  of  New  York  was  placed  on  notice  as 
to  conditions  in  the  bank  referred  to  at  the  time  of  the  examination  in  October,  1919. 
Supplementary  to  my  letter  to  you  of  January  12,  1921,  on  this  same  subject,  I  ask 
your  attention  to  the  memorandum  furnished  by  this  examiner. 

The  facts  in  respect  to  the  examination  referred  to  are  as  follows: 

An  examination  of  the  bank  in  question  was  made  by  the  department  as  of  October 
3,  1919.  The  report  of  that  examination  was  filed  with  this  bank  several  weeks  later. 
The  next  report  of  examination  was  made  as  of  August  27,  1920,  or  nearly  11  months 
later.  The  facts  disclosed  hy  the  last  examination  were  brought  to  the  attention  of 
the  Federal  Reserve  Board  in  a  letter  written  by  the  comptroller  on  December  28, 
1920,  and  the  report  of  that  examination  was  filed  with  the  Federal  reserve  bank  on 
January  7,  1921,  or  foiu*  months  after  it  was  started. 

The  report  of  October  3,  1919,  was  examined  by  Mr.  Jay  and  Mr.  Case,  when  it  was 
filed.    At  the  end  of  that  report  was  included  a  schedule  under  which  the  examiner 
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is  required  to  **list  all  items  of  criticiflm."    Under  this  heading  the  following  are 

"1.  Exceu  loans. — ^Unintentioned  and  promptly  reduced.  ^ 

"2.  Deficient  reserve. — ^Temporary  and  promptly  made  good. 

"3.  Estimated  loss. — ^Promptly  charged  off. 

"4.  Bonds  borrowed. — Exceed  limit  section  5207;  used  as  collateral.  Officers  claim 
to  cany  Liberty  loans. 

"5.  Loans  on  own  stock. — Loans  to  clerks  to  buy  stock  which  is  held  by 

Securities  Co. 

"6.  Real  estate  loans. — Including  $100,000  acceptances. 

•'7.  Excessive  xTUerest  charged.— Some  loans  at  8  and  9  per  cent." 

The  report  likewise  contains  a  recapitulation  of  estimated  losses,  which  includes 
$1,884,000  of  loans  as  slow,  $1,037,000  of  loans  as  doubtful,  with  a  probable  loss,  but 
the  amount  not  estimated,  and  a  total  of  estimated  losses  or  bad  debts  of  $1,000,000, 
vhich  it  is  noted  was  charged  off  at  the  close  of  the  examination. 

I  am  referring  to  the  report  of  1919.     [Continuing  reading:] 

The  examiner  credits  the  bank  with  a  capital  of  $10,000,000,  surplus  of  $10,000^,000, 
undivided  profits  of  $10,363,000,  reserve  tor  depreciation  of  $1,000,000,  reserve  for 
taxes  $2,818,000,  and  states  that  the  securities  owned  by  the  bank  have  a  market  value 
which  is  $3,690,000  in  excess  of  the  book  value.  On  page  3  of  the  report,  under  the 
caption ' 'State  general  character  of  loans,"  the  examiner  replies  "Good — exceptions 
noted."  As  to  whether  loans  appear  to  be  well  distributed,  the  examiner  says, 
"Generally  well  distributed;  two  excessive;  larger  lines  listed."  In  reply  to  the 
qaestion  "State  reason,  if  any,  why  bank  should  not  declare  a  dividend  at  end  of 
current  di^idend  period,  and  whether  last  dividend  was  legal,"  he  replied,  '*No 
reaaon  why  dividends  may  not  be  declared ;  last  dividend  legal . '  *  The  facts  as  to  this 
report  were  fully  reported  to  you  by  Mr.  Jay  in  his  letter  of  February  16, 1921 ,  at  which 
time  he  did  not  have  access  to  the  so-called '  *yellow  sheets,"  containing  the  confiden- 
tial report  made  by  the  examiner  to  the  comptroller,  which  is  not  filed  with  this  bank 
unless  reasons  arise  to  call  for  it.  Since  then  the  -writer  has  seen  that  confidential 
reports  and  finds  in  the  copy  furnished  him  that  it  discloses  no  reason  for  questioning 
the  condition  of  the  bank,  but  indeed  confirms  the  conclusion  in  the  general  report 
that  the  bank's  condition  was  not  unsound.  In  reply  to  inquiry  as  to  whether  the 
bank  is  solvent,  it  says  that  it  is.  Replying  to  the  inquiry  as  to  the  character  of  the 
management,  the  report  says  "safe." 

It  now  appears  that  when  the  comptroller's  exandners  made  the  August,  1920, 
examination  of  the  bank,  conditions  were  disclosed  which  were  not  regarded  as  satis- 
iactory. 

I  will  now  take  the  liberty  of  omitting  three  lines  which  I  beUeve 
it  would  be  unwise  to  read.  And  I  thimc  the  comptroller  will  agree 
with  me.    I  will  show  it  to  him.     [Continuing  reading:] 

This  is  the  report  which  was  filed  with  us  Januarv  7, 1921. 

It  also  appears  that  the  comptroller  now  contends  that  what  was  contained  in  the 
report  ol  October  3  constituted  a  suflScient  notice  to  the  Federal  reserve  bank  of  con- 
ditions in  the  bank  in  question  to  justify  us,  or  require  us,  to  discontinue  extending 
credit  to  that  bank.  Another  examination  of  the  report  of  October  3  confirms  the 
bdief  of  the  oflScers,  entertained  at  the  time  when  it  was  filed,  that  it  gave  no  notice 
o{any  miusual  conditions  in  the  bank  justifying  such  an  extraordinary  policy  as  that 
roggorted  by  the  comptroller.  .But  even  if  the  condition  of  the  bank  bad  teen  dis- 
do^  to  be  unsatisfactory  by  the  report  of  October  3,  we  reiterate  that  the  evils  of 
juananagement  which  nught  have  caused  those  conditions  should  be  corrected,  not 
by  the  Federal  reserve  bank,  nor  by  the  Federal  Reserve  Board,  but  by  the  Comp- 
troller of  the  Currency.  In  fact,  if  a  Federal  reserve  bank  were  to  attempt  to  correct 
^  internal  management  of  any  mismanaged  member  bank  bjr  declimng  to  make 
nnther  loans,  the  result  would  be  an  aggravation,  rather  than  a  mitigation,  of  the  dan- 
?en  caused  by  that  mismanagement,  with  possible  disaster  to  innocent  depositors 
and  creditors. 

TLe  comptroller  seems  to  feel  that  in  some  way  he  may  avoid  some  part  of  the  re- 
sponaibility  imposed  upon  him  by  law  bv  sharing  it  with  this  bank.  The  facts  are 
that  we  have  never  assumed  any  part  of  tne  responsibility  that  rests  by  law  upon  the 
comptroller.  He  is  charged  with  the  examination  of  national  banks  and  supervision 
oC banking.  For  a  long  time,  when  the  reserve  banks  were  first  organized,  he  declined 
to  furnish  us  with  the  reports  of  examination,  and  it  was  only  after  considerable  delay 
*Dd  the  most  urgent  representations  by  the  governors  of  the  reserve  banks  that  he 
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finally  consented  to  furnish  them,  and  even  then  under  conditions  which  withheld  j 
certain  confidential  information  which  was  only  made  available  to  us  upon  request, 
and  by  calling  at  the  office  of  the  examiner. 

The  comptroller  here  a^in  displays  ignorance  of  the  operations  of  the  Federal  re- 
serve syste^  and  its  relations  with  its  members.  His  complaints  are  based  upon  the 
assumption  that  when  a  Federal  reserve  bank  makes  a  loan  to  a  member  bank,  the 
proceeds  of  that  particular  loan  may  be  traced  to  some  particular  application  by  the 
borrowing  member  bank,  which  is,  of  course,  not  the  fact.  Member  banks,  par- 
ticularly the  large  ones  in  New  York  City,  every  day  have  a  great  variety  of  trans- 
actions, making  loans  and  having  loans  repaid,  purchasing  and  selling  foreign  ex- 
change, and  possibly  securities,  receiving  and  paying  deposits.  The  net  result  of  a 
great  variety  of  transactions  is  either  a  surplus  reserve  on  deposit  with  us,  or  a  de- 
ficiency in  that  reserve.  In  the  former  case  they  reduce  their  loans  with  us.  In  tie 
latter  case  they  increase  them. 

In  order  to  ascertain  the  particular  application  made  of  funds  borrowed  from  the 
reserve  bank  by  member  banks,  it  would  be  necessary  for  us  to  have  representatives 
continuously  in  every  borrowing  bank — a  wholly  impracticable  suggestion,  implying, 
as  it  does,  tnat  the  daily  business  of  a  member  bank  should  be  conducted  either  by 
a  Federal  reserve  bank  or,  possibly,  according  to  the  comptroller's  view,  by  the 
Comptroller  of  the  Currency.  We  believe  that  the  responsibilitv  for  the  conduct  of 
the  business  of  the  member  banks  rests  with  the  directors  and  officers  of  those  banks; 
that  the  responsibility  for  the  supervision  of  those  banks,  for  seeing  that  their  businefls 
is  in  a  safe  condition  and  that  it  is  conducted  according  to  law,  rests  with  the 
Comptroller  of  the  Currency:  that  the  function  of  the  reserve  bank  is  to  supply  these 
banks  with  credit;  that  we  should  do  so  in  the  form  of  loans  which  are  authorized  by 
the  Federal  reserve  act  and  which  will  be  repaid  because  they  are  good;  and  that  the 
extension  of  credit  to  member  banks  shall  be  conducted  fairly  with  due  r^;ard  to 
the  necessities  of  all  member  banks  in  the  district.  ' 

In  general  the  volume  of  credit  extended,  in  our  view,  is  regulated  principally  by 
the  rate  charged .  The  situation  .developed  by  the  war,  as  well  as  the  particular  cir- 
cumstances as  to  certain  banks,  have,  and  possibly  always  will  necessitate,  the 
officers  of  this  bank  making  inguiry  of  banks  which  appear  to  be  borrowine  undue 
amounts,  and,  where  justified,  in  restraining  them  from  calling  upon  us  too  heavily. 
This  we  have  always  done  since  the  borrowings  of  member  banks  have  become  so 
large.  For  the  last  two  years  or  more  regular  meetings  have  been  held  at  the  bank, 
to  which  officers  of  member  banks  from  all  over  the  district  are  invited,  when  these 
matters  are  discussed  and  the  views  of  the  officers  of  the  bank  carefully  explained. 

In  addition  to  these  regular  meetings,  the  Federal  reserve  bank  has  a  staff  of  em- 
ployees whose  sole  duty  it  is  to  visit  different  member  banks  throughout  the  district 
in  an  effort  to  discuss  and  explain  the  scope  and  purpose  of  the  various  functions  of 
the  Federal  reserve  system.  In  the  case  of  the  banks  in  New  York  City,  they  are 
questioned  personally,  and  it  has  frequently  been  thought  advisable  for  reasons  of 
general  policy  to  ast  them  to  reduce  their  aggregate  borrowings.  Action  of  that 
character  by  the  officers  of  this  bank,  however,  has  never  been  redded  as  bank 
supervision  such  as  would  relieve  the  Comptroller  of  the  Currency  of  his  responsibility 
for  the  condition  of  member  banks,  and  has  never  been  intended  as  a  corrective 
influence  over  the  management  of  the  detailed  operations  of  these  banks.  As  the 
comptroller  well  knows,  when  it  has  been  discovered  either  by  us  or  by  his  exam- 
iners that  banks  have  gotten  into  a  dangerous  condition,  we  have  trieid  by  every 
means  in  our  power  to  correct  the  conditions,  not  by.  restricting  credit  that  might 
force  a  bank  failure,  but  by  such  loans  as  we  believe  necessary  to  save  the  bank  from 
failure.    In  no  case  have  we  failed  of  doing  so. 

I  also  wish  to  call  the  board's  attention  to  the  fact  that  exercise  of  the  supervision 
which  the  comptroller  apparently  regards  as  a  part  of  our  duty  would  be  a  moet  un- 
wholesome ana  unjustified  method  of  administering  the  affairs  of  this  bank.  At 
the  present  time  all  national  banks  are  examined  by  national  bank  examiners,  all 
State  banks  are  examined  by  State  examiners,  and  all  of  these  institutions  in  New 
York  Citv  of  both  classes,  which  are  members  of  the  New  York  Clearing  House  Asso- 
ciation— being  practically  all  of  tJie  important  banks  and  trust  companies — are  like- 
wise examined  by  the  examiners  of  the  New  York  Clearing  House  Association.  To 
exercise  the  detailed  supervision  of  these  banks  which  the  comptroller  considers 
to  be  our  function,  would  involve  still  a  third  examination,  which,  in  the  case  oi 
the  larger  institutions,  would  mean  that  for  a  very  large  part  of  the  time  their  busi- 
ness would  be  subiected  to  the  expense  and  inconvenience  of  almost  continuous 
examination.  Furtnermore,  we  would  have  no  occasion  to  deal  with  those  banks 
which  were  not  borrowers,  or  not  borrowing  enough  to  justify  inquiry,  but  vrhicli 
might  happen,  by  bad  management  or  otherwise,  to  get  into  a  dangerous  condition. 
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Referring  a^in  to  the  case  of  the  particular  national  bank  in  question,  the  board's 
attention  is  directed  to  the  fact  that  the  law  requires  the  Comptroller  of  the  Currency 
to  make  two  examinations  every  year  of  every  national  banic.  He  claims  that  the 
report  of  October  3  informed  us  of  conditions  in  that  bank  which  reauired  us  at  least 
to  inquire  as  to  whether  further  credit  couKl  properly  be  extendea.  If  the  condi- 
tions discloeed  by  the  report  of  October  3  were  of  such  a  character,  then,  indeed,  the 
duty  rested  upon  the  Comptroller  of  the  Currency  to  make  another  examination  in 
the  spring  of  1920,  as  required  by  law,  and  he  did  not  do  so  until  the  end  of  Auguet, 
1920.  Indeed,  were  the  conditions  so  serious  as  he  implies,  it  would  seem  to  have 
been  his  duty  to  put  tha  bank  on  the  special  list  for  special  examinations  in  addi- 
tion to  those  regularly  required  by  law,  whereas  he  did  not  even  make  those  which 
the  law  required  him  to  make. 

The  facts  are  that  nothing  in  the  report  of  October  3  justified  any  special  caution 
in  dealing  with  the  bank  in  question  and  the  comptroller  himself  tnust  have  known 
that  because  so  recently  as  January  of  this  year  he  nad  disclosed  the  conditions  verb- 
ally to  one  of  the  officers  of  this  bank,  especially  cautioning  him  that  he  must  treat 
the  information  as  confidential  and  not  disclose  it  to  his  associates  in  the  Federal 
reserve  bank  because  he  wished  it  to  be  brought  to  the  bank's  attention  through  the 
Federal  Reserve  Board.  Had  he  believed  that  the  report  of  October  3  had  already 
put  us  upon  notice  as  to  those  conditions,  there  would  nave  been  no  occasion  for  his 
cautioning  the  officer  of  this  bank  that  he  should  not  mention  it  to  his  own  associates. 

I  shall  not  refer  to  the  memorandum  furnished  to  the  comptroller  by  the  chief 
examiner  of  this  district,  quoted  on  page  4  of  the  comptroller  s  letter  of  February 
26, 1921.  The  items  therein  listed  as  being  criticized  for  one  reason  or  another  we  fail 
to  find,  upon  an  examination  of  the  statement,  to  be  of  a  character  such  as  to  justify 
our  conclusion  that  the  bank  was  in  an  unsound  condition,  and  if  that  was  the  case 
it  was  manifestly  the  duty  of  the  comptroller  himself  to  correct  the  practices  which 
resulted  in  those  loans  and  to  have  promptly  brought  that  specially  to  the  attention 
of  the  Federal  Reserve  Board. 

On  page  5  the  comptroller  implies  that  the  increase  in  the  borrowings  from  the 
Federal  reserve  bank  aurin^  the  year  1920  was  in  itself  sufficient  notice  of  conditions 
in  the  bank  to  '}\isti(y  our  bein^  on  notice  of  the  conditions  about  which  he  complains. 
The  comptroller  obviously  is  ignorant  of  or  overlooks  the  fact  that  the  great  increase 
•in  loans  in  the  New  York  banks  during  that  period  were  originally  due  to  the  placing 
of  tie  Victory  loan  in  the  spring  of  1919,  as  well  as  to  continuous  heavy  borrowing^ 
upon  certificates  of  indebtedness  by  the  tFnited  States  Government. 

The  comptroller  fails  to  state  in  connection  with  the  borrowings  of  the  bank  in 
Question  that  at  the  time  of  the  examination  the  bank  owned  $112,729,000  of  United 
States  Government  securities,  all  but  $1,170,000  of  which  were  war  loans,  and  that 
$40,000,000  of  the  $48,312,000  of  borrowings  to  which'  he  refers  were  made  for  the 
purpose  of  carrying  these  bonds.  He  also  failed  to  state  in  the  third  paragraph  on 
page  5  of  his  letter  that  the  loans  to  the  chief  executive  officers  of  the  bank  and  to 
their  immediate  fetmilies,  and  to  the  securities  company  allied  with  the  bank,  while 
aggregating  a  sum  more  than  twice  the  aggregate  of  all  loans  which  this  bank  was 
n^ng  as  of  November  15,  1920,  to  all  of  its  national  bank  correspondents  tliroughout 
the  country,  were,  in  point  of  fact^  of  this  character:  $15,299,000,  all  secured,  of  which 
$13,443,000  were  secured  by  Liberty  bonds  and  \lctor\'  notes,  the  remaining 
11,856,000  being  secured  by  other  collateral  not  criticized  by  the  examiner.  Over 
one-half  of  these  loans  were  made  to  the  securities  company  associated  with  the 
hank,  vhich  relationship  is  sanctioned  by  law.  The  board 's  attention  is  also  directed 
to  the  fact  that  the  loans  to  the  executive  officers  of  the  baiik  were  principally  made 
open  the  security  of  Liberty  bonds  and  Victory  notes.  Of  the  total  of  $4,439,838.22 
of  such  loans  reported,  $4,118,000  are  reported  as  secured  in  that  way. 

The  comptroller's  letter  states: 

"Had  the  New  York  reserve  bank,  with  its  intimate  knowledge  of  the  steady  in- 
creases of  this  member  bank's  borrowings  from  the  reserve  bank,  brought  the  matter 
to  the  attention  of  this  office  and  suggested  the  advisability  of  an  examination  to  get 
at  the  character  of  the  loans  or  investments  which  made  necessary'  these  heavy  drafts 
upon  the  reserve  bank,  an  examination  would  have  been  made  promptly  " 

In  jgeneral,  the  borrowings  of  the  bank  in  question  from  this  bank  were  upon  the 
secunty  of  Government  bonds  or  certificates  of  indebtedness,  and  it  was  well  under- 
stood by  the  officers  of  this  bank,  by  the  Federal  Reserve  Board,  and  by  the  public 
generally,  that  the  increased  loans  of  national  banks  in  that  period  were  brought  about 
M  the  result  of  Government  borrowines.  Nothing  in  the  relations  of  that  bank  to  the 
federal  reserve  bank  justified  any  other  conclusion.  On  the  other  hand,  the  comp- 
troller himself  had  received  a  report  from  his  examiner  which  he  claims  drew  his 
attention  to  unsatisfactory  conditions.    Had  he  obtained  such  material,  it  was 
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obviouflly  his  duty  to  brinff  it  to  the  attention  of  the  Federal  Reserve  Board  or  to  this 
bank.  The  feLCia  are  that  there  was  nothing  in  the  report  of  October  3  which  justified 
any  suspicion  of  unsatisfactory  conditions,  and  it  is  therefore  believed  that  such  con- 
ditions were  not  brought  to  the  attention  of  the  comptDller  officially  until  the  exam- 
ination of  August  27,  1920.  Even  then  no  action  was  taken  by  him  to  bring  them  to 
our  attention  until  more  than  four  months  after  the  examination  was  started. 

The  comptroller  on  page  5  states: 

"The  records  show  that  the  member  bank  mentioned  at  the  time  of  the  August, 
1920,  examipation,  despite  the  warnings  and  admonitions  of  the  Federal  Reeene 
Board  as  to  the  restriction  of  credit  for  nonessentials  and  for  speculative  purposes, 

greatlv  increased  their  loans  on  highly  speculative  securities,  sucn  as  the loana 

and  the  loans  (including  the  so-called  ^dummy*loan)  of  over  $5,000,000  to  Director 

,  who,  besides  bein^  a  director  in  the National  Bank,  was  also  at  the 

time  of  the  1919  examination  a  director  in  the Bank  of  New  York,  and  its 

eligible  paper  on  hand  November  16,  1920,  as  shown  by  this  report  of  condition,  a 
copy  of  which  was  sent  to  the  reserve  bank  of  New  York,  was  less  than  $34,000,000, 
or  scarcely  9  per  cent  of  its  deposits  outstanding  at  that  time." 

It  would  appear  from  this  statement  in  the  comptroller's  letter  that  he  has  relied 
lor  justification  of  his  failure  to  examine  this  bank  as  required  by  law  upon  the  asBump- 
tion  of  authority  by  the  Federal  reserve  bank  to  make  examinations  of  member  banks 
for  the  purpose  of  supervising  their  business  and  restricting  credit  granted  to  essen- 
tial and  nonspeculative  purposes,  in  a  manner  not  contemplated  by  law.  The  oflScers 
of  this  bank  and  of  other  reserve  banks  have  frequently  aiscussed  these  matters  vith 
the  Federal  Reserve  Board.  We  have  never  assumed  to  examine  member  banks 
(the  board  is  aware  that  we  have  not  undertaken  to  and  has  not  expected  or  required 
us  to  do  so)  and  have  relied  upon  the  examination  made  by  the  Comptroller  of  the 
Currency  and  by  State  authorities.  The  diBclosure  of  the  conditions  complained  of 
in  the  above  quotation  was  not  made  in  the  report  of  examination  of  October  3  and 
could  not  have  been  disclosed  except  by  further  examinations,  which  the  comptroller 
failed  to  make  until  August,  1920.  He  now  seeks  to  escape  his  responsibility  by 
placing  it  upon  us. 

As  to  the  last  part  of  page  7,  in  which  the  comptroller  states  that  confidential  reports 
of  national-bank  examinations  in  this  district  are  available  to  us  when  desired,  it  isj 
a  fact  that  upon  application  to  his  examiner's  office  we  are  permitted  to  see  them. 
You  will,  however,  realize  that  unless  the  confidential  reports  of  the  examinations  of 
all  national  banks  are  filed  with  us  conditions  revealed  by  such  reports  as  to  any 
particular  bank  will  not  come  to  our  attention  unless  something  in  the  limited  report 
which  is  filed  with  us  discloses  such  conditions.  The  Comptroller  of  the  Currency 
has  always  refused  to  place  that  information  in  our  hands  voluntarily,  and  since  it 
appears  that  his  complaints  in  his  letter  of  February  26,  1921,  are  based  chiefly  upon 
the  report  of  the  banJc  under  consideration,  as  of  October  3,  we  must  deny  that  any- 
thing in  that  report  placed  upon  us  the  responsibility  to  ask  permission  to  see  the  con- 
fidential report.  It  should  be  said  that  even  the  examination  of  the  confidential 
report,,  which  I  made  when  in  Washington  last  month,  disclosed  nothing  to  indicate 
a  condition  in  the  bank  under  review  which  was  dangerous. 

I  regret  very  much  that  the  comptroller  makes  references  in  his  letter  to  my  attitude 
at  the  meeting  of  the  Federal  Reserve  Board  on  February  26,  which  might  sugpeet 
from  what  he  writes  that  I  was  lacking  in  respect  to  the  board.  If,  in  any  way  tbat 
is  true,  I  now  apologize.  The  statement  of  which  the  comptroller  complains  was 
prompted  by  the  fact  that  it  was  didclosed  at  that  meeting  that  he  had  continued,  in 
violation  of  the  direction  of  the  board,  to  send  copies  of  his  letter  of  December  28, 
1920,  addressed  to  the  board,  and  of  a  most  confiaential  nalure,  to  some  person  or 
persons  outside  of  his  office,  and  that  he  reserved  the  right  to  continue  to  do  so.  This 
violation  of  propriety  and  evidence  of  his  disloyalty  to  his  associates  prompted  the 
reply  of  which  he  complains  in  his  letter.  If  responsibility  is  to  be  found  for  the  con- 
sequences of  impatient  disregard  for  constituted  authority,  it  would  appear  to  rest 
with  the  Comptroller  of  the  Currency,  who  has  sent  copies  of  a  letter  relating  to  most 
confidential  matters  outside  of  his  office  without  the  knowledge  or  authority  of  his 
associates  in  the  board. 

I  have  before  me  a  letter  addressed  to  you  by  the  Comptroller  of  the  Currency 
relating  to  a  State  institution  which  is  a  member  of  the  Federal  reserve  system  in  this 
ci,ty."  Inquiries  are  being  made  for  the  purpose  of  ascertaining  whether  it  is  desirable 
to  communicate  with  the  board  in  respect  to  that  matter,  andf,  if  so,  a  separate  letter 
will  be  sent  at  a  later  date. 

In  conclusion,  it  appears  to  be  evident  that  under  the  laws  of  the  United  States 
the  Comptroller  of  the  Currency  is  charged  with  the  full  responsibility  of  the  exam- 
ination of  and  supervision  over  national  banks  organized  and  operating  under  the 


Digitized  by 


Google 


AGBICULTTJRAIi  INQUIRY.  247 

terms  of  the  national  banking  act.  That  responsibility  rests  upon  him  and  him  alone 
and  neither  the  Federal  Reserve  Board  nor  the  Federal  reserve  banks  are  authorized 
or  expected  in  any  way  to  infringe  upon  the  duties  and  prero^tives  of  the  office  of 
the  Comptroller  of  the  Currency. .  National  banking  institutions  have  repeatedly 
been  held  to  be  private  corporations^  organized  by  private  individuals  under  tne  terms 
of  Federal  Statutes,  and,  while  their  constitutional  justification  is  that  they  may  be 
used  for  the  public  purposes  of  the  Treasury  Department  when  required,  nevertheless 
the  greater  majority  of  their  powers  are  private  powers,  as  distinguished  from  public 
powers,  which  are  exercised  by  each  national  bank  as  an  individual  corporation 
owned  by  private  shareholders  and  managed  by  officers  appointed  by  a  board  of  di- 
rectors elected  by  those  shareholders.  It  is  not  believed  tnat  even  the  office  of  the 
C(Hnptroller  of  the  Currency  should  be  expected  to  control  the  management  of  any 
national  bank  in  all  of  its  details,  but  whenever  the  management  of  an>r  of  these  asso- 
ciations violates  the  law  in  any  of  its  practices,  or  is  guilty  of  such  mismanagement 
that  the  interests  of  the  public  become  endangered,  the  correction,  if  any,  must  be 
made  by  the  office  of  the  CJomptroller  of  the  Currency,  and  not  by  the  FedenJ  reserve 
bank  of  which  the  national  bank  is  a  member.  That  responsibility  is  imposed  upon 
the  Comptroller  of  the  Currency  by  law  and  is  one  whicn  can  not  be  assumed  by  a 
Federal  reserve  bank,  even  if  it  were  willing  and  anxious  to  undertake  the  task. 

Finally,  I  desire  earnestly  to  urge  upon  the  Federal  Reserve  Board  the  importance 
of  an  early  determination  by  Congress  as  to  whether — 

1.  The  office  of  the  Comptroller  of  the  Currency  shall  be  abolished  or  continued; 

2.  If  it  is  abolished,  whether  these  duties  may  not  be  performed  by  the  Federal 
Reserve  Board; 

3.  If  the  office  is  not  to  be  abolished,  whether  it  may  not  be  made  subordinate  to 
the  Federal  Reserve  Board;  and 

4.  If  not  made  subordinate  to  the  Federal  Reserve  Board,  whether  the  Federal 
reserve  banks  should  not  have  all  information  which  becomes  accessible  to  national 
bank  examiners  at  once  that  the  examination  is  made. 

Very  truly,  yours, 

Bbnj.  Strong,  Oovemor. 
Hon.  W.  P.  G.  Harding, 

Governor  Federal  Reserve  Boards 

Washington,  D.  C. 

STATEME17T  OF  JOHHT  SKELT017  WILLIAMS— Continued. 

The  Chairman.  All  right,  Mr.  Williams. 

Mr.  WiLXjAMS.  Mr.  Chairman,  I  shall  not  comment  upon  that 
letter  at  this  time.  If  there  is  anything  that  seems  to  deserve  con- 
sideration or  attention  from  me  I  wiU  take  the  liberty  of  communi- 
cating with  you  after  having  an  opportunity  of  looking  over  the 
letter,  which  I  understand  now  goes  into  the  record. 

May  I  conmient  upon  Gov.  Harding's  letter,  which  was  read  by 
thegovemor  a  while  ago ? 

Tne  Chairman.  I  know  of  no  reason  why  you  should  not  comment 
upon  it. 

Mr.  WiLUAMS.  I  mean  to  say,  you  are  not  proposing  to  adjourn  as 
yet? 

The  Chairman.  No;  I  want  to  finish  with  you  to-night  if  I  can. 

Representative  Ten  Eyck.  Just  one  question.  There  is  one  thing 
I  would  like  to  have  Mr.  Williams  take  up  before  he  closes  his  testi- 
mony here.  This  morning  he  said  he  was  going  to  make  recommenda- 
tions in  relation  to  some  of  the  changes  that  might  be  beneficial  and 
Most  the  farming  industry  of  the  coimtry,  and  I  want  to  be  sure  that 
that  goes  in  before  he  closes  his  discussion.     That  is  all. 

Mr.  Wiluams.  I  have  before  me  Gov.  Harding's  letter  to  me  of 
April  4,  1921.     In  the  second  paragraph  of  his  letter  he  says: 

As  the  chief  active  executive  ofRcer  of  the  Federal  Reserve  Board  I  acknowledge 
yoor  letter  addressed  to  me  as  governor  only  because  of  the  necessity  of  placing  a  flat 
coQtndiction  of  its  misstateipents  and  half  tru^  upon  a  record  composed  lai^gely  of 
etteiB  with  respect  to  which  you  have  reserved  complete  freedom  of  action,  etc. 

..  _.,  Joogle 
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That  is  in  the  nature  of  a  general  denial,  but  it  is  not  a  denial  of  the 
specific  charges  which  I  have  made,  or  rather,  it  furnishes  no  proof 
of  the  inaccuracy  of  any  statement  which  is  embodied  in  my  cor- 
respondence. I  nave  made  specific  chacrges  and  complaints,  and  a 
general  denial,  I  think,  is  hardly  effectual. 

On  the  second  page  of  his  letter,  in  the  opening  paragraph,  he  refers 
to  five  letters  which  he  had  received  from  me  from  October  18,  1920, 
to  February  26,  1921,  which  he  describes  as  ''long  and  confused 
expressions  of  your  views  on  various  subjects.*'  I  am  quite  prepared 
to  leave  the  character  of  those  letters  to  the  intelligence  of  tnis  com- 
mission, and  not  to  accept  Gov.  Harding's  views  as  to  their  style  or 
merits.     He  says: 

They  contained  no  definite  program  and,  while  charging  the  board  with  certain 
responsibilities,  made  no  specific  recommendations  except  as  noted  herein. 

They  did  contain  a  definite  program,  and  the  recommendations 
speak  for  themselves. 

He  refers  to  some  of  the  recommendations  in  the  course  of  his  letter. 
His  letter  is  obviously  inaccurate  in  that  respect,  as  will  be  shown  by 
the  record. 

I  inserted  at  yesterday's  meeting  a  memorandum  filed  by  me  with 
the  reserve  board  as  far  back  as  August,  1920,  and  later  again  in 
October,  1920,  which  not  only  made  a  specific  suggestion  looKng  to 
the  liberaUzing  of  credits,  but  also  urging  a  general  revision  of  Federal 
Reserve  Board  policies,  and  a  letting  up  of  the  policy  of  contraction 
from  which  the  country  had  already  suffered  so  much,  and  from  which 
it  was  in  danger  of  suffering  more  if  continued. 

I  am  taking  the  Uberty  of  commenting  upon  these  passages  for  the 
reason  that  1  did  not  think  it  worth  while  at  the  time  to  make  a 
formal  acknowledgment  of  this  letter,  but  contented  myself  with 
sending  to  Gov.  Harding  and  to  each  member  of  the  Federal  Reserve 
Board  a  copy  of  an  address  which  I  made  in  Washington  about  10 
days  after  the  receipt  of  his  letter,  which  I  considered  answered  his 
letter  pretty  effectually. 

He  also  makes  a  general  statement  in  the  first  paragraph  of  page  2 
referring  to  my  letters  ''  as  a  biased  presentation  of  facts  and  lancies 
which  fullv  ignore  the  actual  disposition  which  has  been  made  of  the 
issues  undfer  consideration."  Well,  of  course  there  is  no  evidence 
to  sustain  that,  and  that  charge  is  entirely  and  wholly  unsupported. 
He  says  in  the  next  paragraph: 

Certainly  you,  yourself,  must  be  fully  aware  that  it  is  not  true  that  the  '* complaints *^ 
you  have  made  still  "stand  essentially  unchallenged"  or  "unanswered." 

My  statement  is  not  only  true  as  of  that  time,  but  it  is  still  true  as  of 
this  date.  He  has  not  succeeded  in  disproving  a  single  statement 
made  by  me  in  the  series  of  letters  addressed  tomm  and  which  have 
gone  into  this  record. 

At  the  bottom  of  page  2  he  again  claims  that  I  made  no  definite 
recommendations.  The  record  disproves  that  completely,  and  I  will 
not  take  up  your  time  discussing  his  charge. 

At  the  top  of  page  3  he  claims  that  I  made  no  motions  tending  to 
an  improvement  oi  conditions  until  February  25.  My  letter  to  nim 
of  February  4,  introduced  into  the  record  to-day,  shows  that  such  a 
resolution  offered  by  me  on  February  2  was  voted  down  by  the 
board. 
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He  complains  of  my  omission  to  attend  board  meetings  more 
regularly.  I  think  the  records  will  show  that  I  attended  an  average 
of  from  two  to  three  meetings  a  week  dmnng  the  whole  period  that  I 
was  Comptroller  of  the  Currency  and  ex-officio  a  member  of  the 
Federal  Reserve  Board;  often  more  frequently. 

In  paragraph  3,  on  page  4,  he  says: 

But  even  this  issue  was  so  beclouded  that  it  would  have  been  difficult  for  the  board 
or  for  the  Federal  reserve  bank  of  New  York,  even  if  they  admitted  the  accuracy  of  all 
of  your  statements  (which  they  positively  do  not),  to  determine  very  clearly  what 
course  of  action  you  would  have  them  pursue  in  the  circumstances. 

Well,  I  think  that  my  recommendations  were  clear  enough  for  a 
man  of  average  intelligence.  I  am  sorry  the  governor  did  not 
understand  them. 

He  says  further  along: 

In  the  case  of  the  one  particular  member  bank  which  is  made  the  basis  of  most  of 
your  charges,  the  report  of  the  examination  evidencing  the  facts  upon  which  you  base 
those  chafges,  was  not  delivered  by  you  to  the  Federal  reserve  bank  of  New  York  until 
Janujffy  7,  1921,  some  months  after  the  examination  was  begun  and  after  you  had 
written  your  letter  of  December  28,  1920,  addressed  to  me. 

I  do  not  think  it  was  quite  fair  for  him  to  make  it  appear  that  I 
failed  to  bring  the  facts  of  that  case  before  the  board  imtil  January 
7, 1921.  Gov.  Harding  himself  knows  perfectly  well  that  I  invited — 
I  may  almost  say  I  urged — him  to  attend  a  hearing  with  the  executive 
officers  of  that  very  bank  about  the  middle  of  November,  1920,  where 
matters  relating  to  their  operation  and  conditions  were  being  dis- 
cussed. He  was  unable  to  attend  for  some  reason  or  other,  at  least 
he  did  not  attend,  and  I  made  it  my  business  to  inform  him  particu- 
larly in  November  of  the  progress  of  conditions  with  that  institution 
so  as  to  keep  him  well  informed.  I  regret  that  he  should  omit  that 
important  fact. 

He  states  that  the  information  given  him  in  regard  to  a  particular 
bank  "did  not  present  any  information  calculated  to  put  either  the 
Federal  Reserve  Board  or  the  Federal  reserve  bank  of  New  York  upon 
notice  of  the  conditions  which  you  now  charge  existed  throughout  the 
year  1920." 

That  statement  of  his  is  very  conclusively  and  completely  an- 
swered and  disproved  in  the  record.  I  also  call  -attention  to  the  fact 
that  the  detailed  page  of  criticisms  which  were  omitted  from  the 
record  to-day,  for  obvious  reasons,  dealt  conclusively  with  that  aspect 
of  the  case. 

On  page  5,  the  second  paragraph,  he  sa3^s: 

The  Federal  Reserve  Board  has  maintained,  and  the  Federal  reserve  bank  of  New- 
York  has  maintained,  that  it  is  not  the  duty  of  either  the  Federal  Reserve  Board  or 
the  Federal  reserve  bank  of  New  York  to  control  the  internal  management  or  policies 
of  banks  coming  within  the  jurisdiction  of  the  office  of  the  Comptroller  of  the  Cur- 
rency by  means  of  arbitrary  restrictions  of  credit. 

Now  of  course  that  is  a  pretty  broad  subject.  My  position  is  that 
it  is  the  dutj  of  the  Federal  reserve  banks  to  exercise  a  wise  discern- 
ment and  discrimination  in  extending  huge  loans  to  banks  which  are 
misusing  their  funds  or  are  engaged  m  heavy  speculative  operations, 
or  which  are  otherwise  subject  to  criticism.  I  do  not  believe  it  is 
the  theory  of  the  Federal  reserve  act  that  money  should  be  handed 
out  to  any  member  bank  automatically  as  long  as  they  furnish 
eligible  paper.     I  do  not  believe  that  it  is  the  thought  of  Congress  or 
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of  the  people  that  any  bank  shall  get  as  much  money  as  it  pleases  as 
long  as  it  nands  out  so-called  "eligible"  paper. 

'file  Chairman.  Well,  is  it  your  judgment  that  the  policv  adopted 
and  carried  out  by  the  Federal  Reserve  Board  and  bank  of  New  i  ork 
was  not  wise  and  applied  with  proper  discretion  ? 

Mr.  Williams.  I  think  that  the  policies  of  the  Federal  reserve 
bank  of  New  York  in  this  respect  are  not  wise,  as  I  understand  them 
to  be  set  forth  by  Gov.  Harding  in  his  letter,  and  also  in  the  long 
report  of  Gov.  Strong  to  the  Federal  Reserve  Board  which  was  reaa 
to-day.  I  understood  from  those  reports  which  you  all  heard,  that 
the  reserve  bank  of  New  York  does  not  consider  that  it  is  a  part  of  its 
duty  to  keep  itself  informed  in  regard  to  the  operations  and  conduct 
of  the  business  of  its  large  member  banks  with  a  view  to  regulating 
its  advances  and  extensions  of  credit  according  to  the  member  banla 
operations  and  methods  and  general  conditions. 

The  Chairman.  I  think  we  ought  to  clearly  xmderstand  that 
proposition.  My  imderstanding  of  the  position  taken  in  that  letter 
was  that  the  Federal  reserve  baSik  of  New  York  did  not  think  that  it 
would  be  wise  to  undertake  to  regulate  the  management,  the  internal 
management  of  the  banks  by  restrictions  of  credit,  not  that  it  did  not 
think  it  was  wise  to  keep  itself  informed  as  to  the  general  operations  of 
the  bank  or  the  general  character  of  its  borrowmes. 

Mr.  Williams.  It  is  my  view,  taking  a  purely  hypothetical  case, 
that  if  the  Federal  reserve  bank  has  a  large  member  bank  whose 
funds  are  being  employed  principally  in  wild  speculations  and  in 
excessive  loans  to  particular  interests,  especially  its  own  officers,  the 
reserve  bank  should  be  more  guarded  in  extending  credit  to  such 
bank  than  it  would  to  another  bank  doing  a  purely  commercial  com- 
mercial business  and  not  engaged  in  huge  speculations. 

The  Chairman.  Do  you  think  that  there  should  be  a  stricter  rule 
of  credit  applied  to  a  bank  which  loaned  money  for  speculative  pur- 
poses than  IS  required  of  one  that  is  engaged  solely  in  commercial 
transactions  ? 

Mr.  Williams.  Absolutely,  and  it  is  my  judgment  that  the  theory 
of  the  Federal  reserve  act  is  the  upholding  and  promotion  of  com- 
mercial business  of  the  country  ratner  than  speculation. 

Representative  Sumners.  Mr.  Williams,  what  degree  of  inspection 
and  mvestigation  do  you  think  the  Federal  reserve  bank  should 
exercise  in  order  to  ascertain  the  character  of  the  activities  of  the 
member  banks? 

Mr.  Williams.  That  is  a  matter  which  calls  for  the  exercise  of  a 
sound  discretion  and  wisdom  and  experience  and  abiUty  on  the  part 
of  the  supervising  officers  of  the  Federal  reserve  banks,  and  the  same 
kind  of  wisdom  and  discretion  which  is  used  and  exercised  by  the 
management  of  the  most  successful  member  banks.  When  an  indi- 
vidual member  bank,  whether  it  be  a  national  bank  or  a  State  bank, 
finds  some  particular  borrower  or  customer  is  running  wild  and  is 
engaged  in  all  sorts  of  reckless  speculations  and  disregarding  the  fun- 
damentals of  prudence  and  discretion,  why  the  member  bank  calls 
that  man  down  and  limits  its  extension  of  credit  to  him.  And  I 
think  the  same  rule  should  be  observed  in  the  dealings  between  the 
Federal  reserve  bank  and  the  member  bank,  to  a  certain  degree. 

The  Chairman.  Are  you  familiar  with  the  methods  adopted  by 
the  Federal  reserve  bank  of  New  York  to  keep  itself  advised  as  to 
the  operations  of  member  banks? 
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Mr.  Williams.  Well,  I  can  not  say  that  I  do  know  the  extent  to 
which  they  keep  themselves  advised  as. to  the  condition  of  member 
banks.  I  should  judge  that  they  did  not  keep  themselves  very  well 
advised  as  to  the  condition  of  some  banks,  because  I  would  rcOTet 
to  think  that  if  they  were  advised  as  to  how  the  money  which  thcv 
were  handing  out  was  used,  they  would  continue  to  pass  it  out  witn 
such  prodigdity. 

The  Chairman.  Are  you  familiar  with  the  methods  which  they 
have  adopted,  or  which  they  used  in  keeping  themselves  informed 
as  to  the  operations  of  the  "banks  borrowing  from  them  ? 

Mr.  Williams.  I  am  familiar  with  the  internal  condition  of  some 
of  the  large  banks  to  which  they  have  made  the  largest  loans. 

The  C£iiRMAN.  I  wish  you  would  answer  the  question.  It  is  a 
perfectly  simple  one.  I  am  asking  you  if  you  were  familiar  with 
the  methods  adopted  by  the  Federal  reserve  bank  of  New  York  to 
keep  itself  advised  as  to  the  condition  and  the  practices  of  the  banks 
borrowing  money  from  it  ? 

Mr.  Williams.  I  am  advised  as  to  some  of  the  methods  and  devices 
which  are  employed.  One,  I  should  say,  is  to  have  access  to  the 
reports  and  examinations  which  are  furnished  to  those  banks  by  the 
comptroller's  office.  That  is  one  primary  and  fundamental  method 
of  being  informed.  Even  though  the  comptroller's  office  should 
furnish  to  the  reserve  bank  of  New  York  only  one  detailed  report  of 
exammation  a  year,  that  one  report  would  give  the  bank  a  basis 
upon  which  to  make  intelligent  inquiries  when  any  excessive  loans  are 
asked  for  by  that  bank. 

The  Chairman.  Are  you  under  the  impression  that  intelligent 
inquiries  were  not  made  of  the  borrowing  banks  ? 

ifr.  Williams.  I  should  judge  from  the  way  in  which  credit  has 
been  extended  to  some  of  the  banks  as  to  whose  internal  working 
I  am  advised,  that  the  reserve  bank  did  not  inform  itself,  or  if  it  did 
inform  itself,  if  it  was  advised,  I  think  that  it  should  not  have  granted 
the  huge  credits  which  were  passed  out. 

The  Chairman.  You  are  basing  that  judgment  entirel  v  on  the  basis 
of  the  loans  granted,  on  your  knowledge  of  the  conditions  of  the 
banks  rather  than  your  knowledge  of  tne  method  adopted  by  the 
bank  to  keep  itself  informed. 

Mr.  Williams.  Yes;  I  know  partially  the  method,  but  I  can  not 
fa?  that  I  know  all  the  methods  that  they  employ  to  keep  themselves 
informed.     I  do  not  pretend  to. 

Shall  I  proceed,  Mr.  Chairman  ? 

The  Chairman.  It  just  occurred  to  me  that  in  making  the  sort 
of  criticisms  that  you  are  making  it  might  be  wise  to  familiarize 
yourself  with  the  methods  that  are  adopted  by  the  Federal  reserve 
bank. 

Mr.  Williams.  Well,  I  do  not  think  that  refers  to  the  question 
that  I  am  discussing  particularly.  I  say  that  under  conditions  which 
I  have  pointed  out,  if  the  bank  had  been  informed,  I  should  have 
wpected  them  to  have  adopted  a  more  conservative  course. 

The  Chairman.  Well,  the  whole  question  here  is  whether  the 
Federal  reserve  bank  of  New  York,  or  elsewhere,  should  be  guided 
V  a  general  policy,  or  by  the  character  of  the  transactions  of  the 
bank. 
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Mr.  Williams.  Gov.  Harding  says,  on  page  5 : 

On  Janiianr  6,  1921,  at  a  personal  conference  in  your  office  you  showed  a  copy  of 
your  letter  of  December  28,  1920,  addressed  to  me,  to  an  officer  of  the  Federal  resene 
bank  of  New  York  and  in  referring  to  the  particular  national  bank  under  consideration, 
you  stated  to  him  that  you  intended  to  recommend  to  Congress  an  amendment  making 
possible  the  rediscount  of  paper  6ow  held  to  be  ineligible  in  order  to  permit  of  even 
further  extensions  of  credit  that  might  be  necessary  to  protect  innocent  depoatore 
and  creditors  of  such  banks  as  this  particular  one  which  you  cited  as  an  illustration 
of  the  necessity  of  the  amendment. 

It  is  entirely  true  that  I  recommended  to  Congress  and  recom- 
mended to  the  Federal  Reserve  Board  that  there  should  be  an  amend- 
ment to  the  Federal  reserve  act  which  would  make  it  possible  for  the 
Federal  reserve  banks  to  extend  credit  to  large  banks  or  other  banks  in 
an  emergency  upon  a  class  of  paper  which  is  not  now  eligible  for  redis- 
count with  those  banks.     And  1  am  still  firmly  of  the  same  opinion 

The  Chairman.  Mav  I  ask  you  there,  whether  the  policy  which 
you  suggested  could  be  adopted  by  the  Federal  Reserve  Board 
without  legislation  ? 

Mr.  Williams.  No;  it  could  not,  without  a  violation  of  the  law. 
I  am  told  that  it  has  been  passed  around  or  suggested  that  the  reserve 
banks  in  emergency  would  disregard  the  law  and  lend  on  whatever 
they  pleased,  or  whatever  they  thought  they  would  be  justified  in 
lending  on,  to  a  bank  in  trouble,  but  I  think  it  very  much  better  to  be 
governed  by  the  law  and  to  lend  in  accordance  with  the  provisions 
of  the  law. 

It  has  been  suggested  that  that  position  is  inconsistent  with  my 
suggestion  that  there  should  be  a  discrimination  in  loans  to  banks. 
There  is  no  inconsistency.  Even  if  a  bank  has  been  mismanaged 
and  has  been  allowed  more  money  than  it  ought  to  have  been  given 
by  the  Federal  Reserve  Board,  and  should  get  into  trouble,  I  should 
certainly  be  in  favor  of  the  reserve  banks  using  every  effort  to  prevent 
disaster  bv  lending  the  bank  more  money,  if  necessary,  if  tney  can 
do  so  lawfully  and  properly,  but  I  think  that  by  discrimination  and 
greater  watchfulness  these  tanks  can  be  prevented  from  getting  into 
ftiat  extended  condition.  And  that  is  exactly  what  I  have  been 
urging,  that  they  should  be  so  managed,  and  that  the  Federal  reserve 
banks  should  pay  them  such  attention  as  will  make  it  unlikely  that 
they  will  get  in  that  extended  condition.  It  is  well  known  that  there 
are  many  perfectly  solid  banks,  that  would  be  unable  to  resist  a  run 
or  to  meet  a  run  if  they  were  dependent  upon  the  rediscoxmt  of  the 
amount  of  the  eligible  paper  they  have.  They  have  other  paper 
that  is  good  but  not  eligible,  and  my  thought  is,  and  m}^  recommenda- 
tion to  Congress  is  based  upon,  tne  utilization  in  an  emergency  of 
other  securities  which  woulcf  enable  a  bank  to  stand  a  run. 

The  Chairman.  Who  would  that  emergency  be  determined  by  t 

Mr.  Williams.  Who  would  the  emergency  be  determined  by  ? 

The  Chairman.  Who  would  that  emergency  be  determined  by. 
and  what  standard  would  be  used  in  determining  it? 

Mr.  Williams.  I  have  made  specific  suggestions  along  those  lines 
in  my  report  to  Congress.  I  think  that  the  Federal  Reserve  Board 
might  be  given  the  right,  the  authority,  in  an  emergency  to  make 
paper  not  now  eligible,  eligible;  to  accept  securities  which  can  not 
now  be  accepted  as  a  basis  for  loans  by  a  reserve  bank  to  a  member 
bank.  In  the  emergency  of  1913,  as  Comptroller  of  the  Currency  it 
became  iny  duty  to  pass  upon  some  three  or  four  hundred  millions  of 
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miscellaneous  securities  of  all  sorts  which  were  deposited  with  various 
currency  associations  as  the  security  for  the  emergency  currency 
which  was  issued  at  that  time.  We  accepted  not  only  Government 
bonds,  but  other  securities,  municipal  bonds,  first-class  railroad  bonds, 
and  many  other  securities  which  the  Fedinial  reserve  banks  have  no 
right  to  lend  upon  as  the  law  now  stands. 

The  Chairman.  Could  this  emergency,  in  your  view,  be  declared 
with  respect  to  the  affairs  of  the  particular  bank,  or  with  respect  to 
the  condition  of  the  country  as  a  whole  ? 

Mr.  Williams.  I  think  that  the  law  should  be  amended.  That  is  a 
matter  of  detail,  but  I  think  it  should  be  so  general  that  the  board 
could  authorize  a  Federal  reserve  bank  to  take  advantage  of  it. 

Gov.  Harding  further  remark^  in  his  letter: 

The  inference  in  your  subsequent  letters  and  finallv  your  statement  in  your  later 
letter  of  March  26,  1921,  that  the  Federal  reserve  bank  of  New  York  should  or  could 
have  corrected  details  of  the  management  of  this  bank  or  any  other  bank  which  mij?ht 
}>€makine  excessive  loans  to  its  officers,  or  wliich  might  be  charging  excessive  rates  of 
intereat,  by  refusing  to  extend  further  credit,  were  entirely  inconsistent  with  your 
own  expressed  ideas  and  with  the  ideas  and  convictions  of  all  of  those  most  familiar 
with  the  scope  and  purposes  of  the  Federal  reserve  act. 

It  is  not  at  all  inconsistent.  It  is  entirely  in  accord.  I  would 
try  to  prevent  reckless  expansion  before  the  bank  became  strained, 
and  if  tne  situation  should  become  dangerous,  if  it  were  possible  to  do 
so  I  would  try  to  save  it  by  lending  it  more  money  on  proper  security. 

On  page  6  Gov.  Harding  says : 

Furthermore,  the  Comptroller  of  the  Currency  is  charged  with  the  responsibility 
of  the  examination  and  supervision  over  national  banks.  That  responsibility  rests 
upon  him  and  him  alone. 

Well,  the  comptroller  has  not  the  power  to  enforce  methods  and 
policies  which  would,  in  my  judgment,  deal  successfully  with  serious 
situations  which  sometimes  arise.  I  have  made  certain  recommenda- 
tions to  Congress  in  that  connection.  But  the  reserve  bank  to  which 
the  member  bank  comes  for  loans  has  the  power  to  say ;  '*  Unless  you 
conduct  your  bank  in  a  decent  and  lawful  manner  and  on  conserva- 
tive Unes  we  will  not  lend  you  money."  The  comptroller  has  no 
such  authority  as  the  board,  and  the  board  coula  exercise  that 
authority,  in  my  judgment,  in  a  very  salutary  way. 

In  the  third  paragraph  on  page  6  Gov.  Harding  says : 

It  is  interesting  to  note  in  this  connection  that  although  you  deny  the  power  of  the 
Comptroller  of  the  Currency  under  the  law  to  prevent  such  loans  as  those  under  dis- 
coanon,  nevertheless,  you  did  take  steps,  subsequent  to  the  last  examination  of  the 
bank  in  question,  which  it  has  been  understood  were  most  effective  in  eliminating 
from  the  assets  of  that  bank  most  of  the  loans  that  were  criticised  and  which  have 
been  responsible  for  a  rather  drastic  change  in  the  policies  of  the  bank. 

Well,  that  was  to  a  certain  extent  by  moral  suasion.  The  Federal 
reserve  bank  itself  has  even  greater  power  in  certain  contingencies. 

Gov.  Harding  says,  on  page  7 — ana  I  am  nearly  through  the  letter 
now — ^in  reference  to  niy  request  for  information  in  regard  to  the 
proportion  of  acceptances  which  had  been  sold  by  the  Federal  reserve 
Wk  of  New  York  at  th  erequest  of  member  banks  : 

I  will,  however,  inform  you,  with  reference  to  the  one  question  which  yoa  now 
Taise— that  is,  with  reference  to  the  proportion  of  acceptances  transferred  by  the 
Federal  reserve  bank  of  New  York  to  other  Federal  reserve  banks  for  its  own  accom- 
modatioQ-^that  lees  than  one-seventh  of  the  transfers  which  you  stated  in  one  of  your 
letters  represented  continued  borrowinjp  by  the  Federal  reserve  bank  of  New  York 
were  sold  by  it  for  its  own  accomnK>dation. 
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The  information  which  I  had  hoped  to  elicit  was  not  only  the 

Proportion  of  acceptances  which  were  sold  to  accommodate  the  New 
^ork  bank,  but  also  the  amount  of  bills  discounted  as  well.  The 
bills  discounted  presumably  were  all  for  the  accommodation  of  the 
Federal  reserve  oank  of  jJew  York.  But  that  information  appar- 
ently has  not  been  fumisned. 

The  Chairman.  I  think  that  information  was  in  the  letter  read 
by  Gov.  Strong. 

Mr.  Williams.  I  do  not  understand  that  it  is  furnished  separately 
as  to  bills  discounted  and  acceptances.  If  it  is,  I  should  be  pleasea 
to  see  it  in  the  record. 

On  page  7,  again  Gov.  Harding  says : 

It  appears,  therefore,  that  contrary  to  your  expressed  belief  the  Federal  Reew^e 
Board  has  positively  not  let  year  "  serious 'complaints  touching  board  policies  and 
reserve  banic  supervision  and  management  stand  essentially  unchallenged. "  Every 
recommendation  which  you  have  made  to  the  board  was  formally  acted  upon  by  it 
in  authorized  session. 

The  recommendations  as  to  liberalizing  credits  and  reducing  inter- 
est rates  were  "  acted '*  upon  eventually,  it  is  true,  but  negatively, 
they  were  turned  down.  1  find  no  essential  statement  which  I  made 
as  to  its  accuracy,  which  can  be  challenged. 

In  the  next  to  the  last  paragraph,  on  page  7,  Gov.  Harding  says: 

Before  concluding,  the  Federal  Reserve  Board  desires  to  refer  to  a  few  other  state- 
ments in  your  letter  of  March  26, 1921,  which  are  not  of  very  great  moment,  but  whidi 
can  not  pass  unnoticed.  It  is  denied  that  any  of  the  members  of  the  Federal  Reserve 
Board  have  ever  stated  with  reference  to  Federal  Reserve  Board  policies  that  it  was 
"more  important  to  be  unanimous  than  right." 

Now  he  makes  a  technical  denial  of  that  language.  My  statement 
was  this,  I  did  not  say  that  a  member  of  the  board  '* stated"  that  it 
was  ^'more  important  to  be  unanimous  than  right."  My  statement 
was: 

I  have  never  been  able  to  indorse  or  accept  the  doctrine  quoted  seemingly  with  a 
large  d^ree  of  approval  during  a  debate  on  board  policies  several  months  a^^o  by  a  cer- 
tain eminent  member  of  the  board  that  it  was  more  important  to  be  unanimous  than 
right. 

That  was  my  statement,  and  it  is  true. 

I  think,  Mr.  Chairman,  that  that  pretty  well  covers  every  statement 
which  it  is  worth  while  for  me  to  notice  in  Gov.  Harding^s  letter  of 
April  4,  1921,  and  which,  as  I  stated  before,  was,  as  I  thought,  pretty 
fully  covered  by  my^  address  at  Washington  about  the  middle  of 
April,  a  copy  of  which  was  sent  to  every  member  of  the  Federal 
Reserve  Board  at  the  time. 

Mr.  Chairman,  I  would  like  to  introduce  into  the  record  this  edito- 
rial force  from  the  Manufacturers  Record  of  May  5,  1921,  if  there  is 
no  objection. 

The  Chairman.  I  wish  to  say  that  I  think  the  policy  of  inserting 
material  into  the  record,  statements  made  by  persons  who  do  not 
appear  before  the  commission  and  whom  the  members  of  the  com- 
mission therefore  have  no  opportunity  to  cross-examine  with  respect 
to  the  basis  for  the  suggestions  or  the  charges  or  the  opinions  wnich 
they  express,  is  a  very,  very  doubtful  policy.  I  think  it  is  of  very 
doubtful  propriety  to  insert  this  particular  editorial.  However,  1 
have  no  oojection  to  it,  as  it  is  directed  to  the  United  States  Senate 
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and  the  House  of  Representatives,  and  I  presume  that  the  members 
of  those  bodies  will  Imow  how  to  deal  with  it. 

Mr.  Williams.  The  editorial  is  as  follows  [reading]: 
7b  Memben  of  the  United  States  Senate  and  Hquee  of  Representatives: 

You  have  seen  the  chaos  created  in  business  by  the  drastic  deflation  brought  about 
through  the  determined  action  of  the  Federal  Reserve  Board  during  the  last  18 
months  to  2  years.  You  have  seen  your  constituents  suffer  losses  which  are  staggering. 
You  have  seen  a  decline  in  the  value  of  output  of  farm,  factory,  and  mine  products  and 
of  securities  during  the  last  12  or  15  months  to  the  extent  of  125,000,000,000  or  more,  or 
an  amount  in  excess  of  the  cost  of  the  war  to  this  country . 

Moreover,  the  money  expended  in  the  war  helped  to  create  activity  and  give  em- 
ployment to  many  people,  but  the  loss  of  $25,000,000,000  in  value  of  products  and 
securities  has  been  wiped  out  of  exislence. 

You  see  over  500,000  railroad  cars  Iving  idle  on  the  tracks.  You  see  the  whole  rail- 
road situation  in  despair  because  of  the  lack  of  business,  and  the  reasons  for  this  you 
raiiat  necessarily  face  and  investigate  to  the  limit  of  your  ability,  in  the  interest  of 
the  Nation's  business  life,  for  there  are  millions  of  men  walking  the  streets  in  idleness 
because  work  can  not  be  had,  and  the  idle  body  and  the  empty  stomach  create  a  very 
boldhenstic  feeling  in  a  brain  which  is  not  engaged  in  productive  work. 

Even  though  the  new  administration  may  be  able  to  change  this  situation  and  stim- 
ulate the  business  interests  of  the  country'  by  a  loosening  up  of  the  drastic  restrictions 
on  credit,  our  future  welfare  demands  a  very  careful  study  of  the  causes  of  the  present 
troubles  in  order  that  the  future  may  be  safeguarded. 

By  reason  of  this  fact  we  are  taking  the  liberty  of  inviting  your  serious  consideration 
to  some  of  the  statements  recently  made  by  Mr.  Jolin  Skelton  Williams,  former  Comp- 
troller of  the  Currency',  and  member  of  the  Federal  Reserve  Board,  in  regard  to  the 
or»erations  of  that  board.  The  statements  made  by  Mr.  Williams  prompt  us  to  ask,  Is 
there  anv  Senator  or  Representative  who  will  excuse  or  overlook  the  things  upon  which 
Mr.  Williams  has  turned  the  light  in  his  recent  address  before  the  People's  Recon- 
struction League? 

The  points  made  by  Mr.  Williams  in  his  speech  prompt  us,  therefore,  to  ask  every 
Member  of  the  Senate  and  House  of  Representatives  the  following  questions  based 
entirely  upon  Mr.  Williams's  statements  and  which  we  take  for  granted  are  correct, 
as  he  states  them  on  his  official  knowledge. 

No.  1.  Do  you  defend  the  exaction  (by  a  reserve  bank)  of  interest  as  high  as  87^  per 
cent  per  annum  from  a  small  country  bank,  85  per  cent  of  whose  loans  were  to  farmers? 

Xo.  2.  Do  you  defend  the  exaction  of  about  200  per  cent  per  annum  interest  which 
vas  charged  last  summer  for  about  six  months  on  a  large  loan  to  a  manufacturer  by  a 
member  bank  to  which  the  Federal  reserve  bank  of  his  district  was  lending  money  at 
6  per  cent  per  anniun  or  less? 

Xo.  ^.  Do  you  defend  the  plan  which  an  "important  official "  of  the  Federal  reserve 
bank  of  New' York  says  was  under  consideration  of  "putting  on  still  more  pressure  to 
clean  up  the  after- war  mess  in  a  hurry  and  ^et  it  over,"  even  though  it  involved 
*  Diany  forced  failures"  and  "a  long  time  in  picking  up  the  pieces?" 

Xo.  4.  Do  you  defend  the  huge  loans  made  to  Certain  indi\ddual  banks  conspicuous 
for  their  speculative  operations  and  the  speculative  operations  of  their  oflTicers  while 
numerous  banks  and  other  merchants  and  farmers  wpre  being  starved  or  deprived  of 
cre^lit  greatly  needed? 

Xo.  5.  Do  you  defend  the  absurd  excuse  offered  by  the  Federal  Reserv^e  Board  that 
the  "average"  rate  was  all  right  when  favored  banks  were  borrowing  millions  at  5  and 
6  per  cent,  while  other  banks  were  being  charged  in  some  cases  all  tne  way  from  7  per 
cent  to  87  per  cent  for  funds  sorely  needed? 

Xo.  6.  Do  you  defend  the  action  of  the  board  in  rejecting  the  resolution  offered  by 
Mr.  Williams,  then  comptroller  and  a  member  of  the  board,  that  in  no  case  should  a 
member  bank  be  required  to  pay  (to  a  reserve  bank)  in  excess  of  10  per  cent  per  annum 
interest;  the  comptroller's  resolution  to  limit  the  interest  rate  to  6  per  cent  having 
tlsobeen  voted  down? 

Xo.  7.  Do  you  approve  of  having  the  reserve  banks,  which  are  already  earning  over 
100  pet  cent  per  annum,  add  to  their  profits  by  exacting  6  per  cent  or  7  per  cent  per 
*nnum  interest  on  loans  secured  by  Liberty  bonds,  which  only  pay  3^  per  cent  ancl  4} 
per  cent  interest  and  which,  in  many  cases,  were  subscribed  to  at  par  with  the  definite 
MBurance  that  they  would  be  carried  at  4  J  or  4 J  per  cent  per  annum  interest? 

Xo.  8.  Do  you  defend  the  methods  by  which  from  five  to  eight  brokers  on  the  New 
York  Stock  Efxchange  artificially  fixed  from  day  to  day  the  rate  of  interest  on  hundreds 
of  millions  of  dollars  of  call  loans,  therebv  enticing  to  New  York  for  speculative  uses 
fands  solely  needed  by  business  men  and  farmers  in  other  sections  of  the  country? 
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No.  9.  Do  ^ou  think  the  Federal  Reserve  Board  justified  in  boasting  of  a  high  ratid 
of  *' reserve"  indicating,  under  existing  conditions,  a  useless  impounding  of  the  funds 
of  the  system,  when  business  men  and  farmers  are  sufifering  ana  complaining  as  they 
still  are  going,  of  the  lack  of  funds  for  essential  needs,  the  unused  lending  power  of 
the  reserve  banks  at  this  time  being  11,500,000,000? 

No.  10.  Do  you  defend  the  board's  apathy  and  inertia,  its  refusal,  dunngthe  p«st 
six  months,  in  the  face  of  repeated  and  emphatic  warnings  to  revise  its  deflatioQ 
policv.  so  as  to  ease  a  shrinkage  which,  in  the  absence  of  measures  of  relief  idiich  it 
coula  nave  aided  in  providing,  has  become  a  disastrous  collapse? 

No.  11.  Do  you  think  the  management  of  the  eminently  respectable  gentlemen 
sitting,  or  *' setting,"  on  the  Federal  Reserve  Board  during  Uie  past  six  months  prior 
to  March — ^two  college  professors,  two  bankers,  one  lawyer,  and  a  Poughkeepaie  news- 
paper man,  who,  in  acidition  to  the  Comptroller  of  the  Currency  (who  differed  with 
them  radically)  constituted  its  membership  and  controlled  our  financial  levers-^w 
been  particularly  successful  in  this  period? 

No.  12.  Or  do  you  think  that  more  liberal  policies,  advocated  by  leading  thinkers 
and  successful  men  of  all  classes  in  our  own  and  other  countries,  including  among 
the  latter  former  Chancellor  of  the  Exchequer  McEenna,  now  head  of  one  of  the 
world's  largest  banks;  Lord  Leverhulme,  one  of  Britain's  fi;reatest  manufacturers  tnd 
business  men;  and  the  statesmanlike  governor  of  the  Bank  of  France,  would,  if  thev 
had  been  pursued  by  the  board,  have  been  more  successful  and  might  have  saveS 
us  billions  of  dollars  of  losses  and  untold  suffering? 

No.  13.  Do  you  believe  that  a  system,  however  wise  in  many  respects  it  may  be, 
should  give  to  any  seven  men  the  most  autocratic  power  ever  given  to  an  equal  number 
of  men  in  the  world's  history,  over  the  financial,  and  thus  over  the  entire  businees 
operations  of  a  great  country,  such  as  the  United  States? 

No.  14.  Do  you  not  believe  that,  regardless  of  what  has  happened  and  the  change 
that  may  take  place  under  what  will  probably  be  a  much  wiser  administration  of  the 
Federal  Reserve  Board  than  that  of  tne  last  few  years,  there  should  be  some  change 
which  would  enlarge  the  membership  of  the  board  by  an  adequate  representation  of 
the  industrial,  commercial,  and  agricultural  interests  of  the  country? 

No.  15.  Do  you  not  believe  that  an  organization  having  such  limitless  power  over 
the  welfare  of  the  Nation,  despite  all  the  protests  that  may  be  made  to  the  contrary, 
should  hold  its  meetings  open  to  the  public  so  that  the  people  of  the  entire  country 
might  know  the  reasons  advanced  for  any  action  taken,  and  the  vote  of  the  members 
thereon?  If,  for  instance,  it  had  been  known  to  the  public  that  the  Comptroller  of 
the  Currency  was  constantly,  vigorously  protesting  against  the  methods  of  deflation, 
it  is  not  conceivable  that  the  Federal  Reserve  Board  would  ever  have  been  allowed 
to  carry  out  the  plans  which  have  brought  such  poverty  to  millions  of  people. 

No.  16.  Do  )^ou  believe  that  any  financial  organization,  controlled  by  the  Govern- 
ment or  by  private  financial  interests,  should  have  the  right  to  turn  on  or  turn  off 
the  supply  of  credit  at  its  will,  and  deflate  or  inflate  the  products  of  the  country 
with  an  autocratic  power  such  as  never  before  existed  in  the  world? 

These  are  questions  which  the  country  at  large  is  asking.  It  will  demand  a  reply. 
Never  again  will  this  Nation  permit  its  entire  business  interests  to  be  sacrificea  in 
the  way  they  have  been  sacrinced,  Jby  the  power  held  by  a  limited  number  of  men 
who  at  their  will  can  deflate  or  inflate,  can  build  up  or  destroy.  That  is  a  powtf 
too  great  to  be  committed  to  any  seven  men  on  earth. 

The  Federal  reserve  svstem  has  vast  potentialities  for  good.  It  is  a  wonderfully 
constructed  machine,  fiut  it  is  a  machine  the  operations  of  which,  and  the  reasons 
therefor,  the  public  has  a  right  to  understand,  and  to  know  of  any  movement  made, 
and  the  reason  therefor. 

Mr.  Chairman,  in  contrast  with  the  policy  which  has  been  obserred 
at  some  tunes  in  certain  districts  by  Federal  reserve  banks,  and  ^- 
pecially  in  contrast  with  a  suggestion  which  was  made,  as  quoted  in 
one  of  the  newspapers  some  weeks  ago,  purporting  to  have  come  from 
^*  an  important  officer  "  of  the  Federal  reserve  bank  of  New  York  that 
a  plan  was  considered  of  '^putting  on  more  pressure"  and  thus  clean- 
ing up  the  after-war  mess  in  a  hurry,  I  should  like  to  read  the  follow- 
ing newspaper  interview  wliich  it  appears  was  given  out  at  Victoria, 
British  Columbia,  by  one  of  our  ablest  and  most  respected  bankers 
.upon  his  recent  return  from  travels  in  the  East  [reading! : 
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The  Associated  Prees  quoted  Mr.  A.  Barton  Hepburn,  the  senior  and  ranking  officer 
of  one  of  the  lai^^est  national  banks  in  New  York,  as  saying  upon  his  arrival  at  "Victoria : 

"Japan  is  backing  up  the  banks  in  lending  funds  at  a  low  rate  of  interest  to  strug- 
gling nnns  that  would  otherwise  go  under  to  the  detriment  of  commercial  life. '' 

I  think  that  is  an  exceedingly  interesting  view  coming  from  one  of 
our  leading  and  most  esteemed  bankers,  a  former  Comptroller  of  the 
Currency. 

TheCHAiKMAN.  Do  you  happen  to  know,  Mr.  Williams,  how  the 
bank  officials  rate  in  Japan  compared  with  the  commercial  rate  during 
the  recent  crisis  in  Japan — whether  it  was  higher  or  lower  than  the 
commercial  rate  ? 

Mr.  Williams.  I  do  not  recall  offhand  what  the  bank  rate  in  Japan 
was  during  the  jear  1920.  That  information  could  be  gotten,  though, 
for  your  committee. 

TTie  Chairman.  Well,  as  a  matter  of  fact  was  not  the  bank  official 
rate  higher  than  the  commercial  rate  during  that  period  ? 

Mr.  Williams.  I  do  not  know.  I  have  no  figures  in  my  mind  at 
the  moment,  Mr.  Chairman.  I  know  that  the  rate  in  Japan  was  not 
up  to  45  per  cent,  though. 

The  Chairman.  Well  the  average  rate  in  the  United  States  was  not 
up  to  45  per  cent  either. 

Mr.  Williams.  No;  fortunately. 

The  Chairman.  As  a  matter  of  information  I  would  like  to  direct 
your  attention  to  the  fact  that  in  October,  1919,  the  Japanese  dis- 
count rate  was  raised  from  6.5  to  7.3^  and  on  November  5,  1919,  it 
was  raised  from  7.3  to  8.03,  which  rate  continued  during  the  entire 
year  1920,  and  was  in  effect  in  June,  1921. 

Mr.  Williams.  There  was  no  progressive  rate  in  Japan,  though, 
was  there  ? 

The  Chairman.  Not  that  I  know  of. 

Mr.  Strong.  There  was,  Mr.  Chairman. 

Mr.  WiLUAMs.  Mr.  Chairman,  I  have  just  read  an  extract  from  a 
statement  attributed  to  a  veteran  banker  of  this  country.  With  your 
permission,  I  should  like  to  read  an  extract  from  a  letter  which  I  re- 
ceived a  few  weeks  ago  from  a  leading  economist,  and  very  successful 
business  man  and  financier  in  England. 

The  Chairman.  Who  is  the  author  of  the  letter? 

Mr.  Williams.  Mr.  Arthur  Kitson. 

The  Chairman.  What  is  the  date  of  the  letter  ? 

Mr.  Williams.  June  23,  1921.  He  is  the  president  of  the  British 
i'anking  Reform  League.  At  the  request  of  a  gentleman  I  sent  him 
a  cony  of  my  address  before  the  People's  Reconstruction  League  in 
Washington      In  acknowledging  it  he  says : 

I  agree  with  all  that  you  have  written.  We  have  been  experiendnjo;  the  same  trou- 
bles in  this  country  that  you  have  had  in  the  United  States,  and  from  identically 
the  same  cause.  Our  treasury  officials,  under  the  influence  of  the  big  money  lenders, 
undertook  ^»  deflate  our  currency,  although  Heaven  knows  that  currency  was  scarce 
fnougji  during  the  war,  but  there  was  advantage  for  those  gentlemen  whose  interest 
It  18  to  keep  a  constant  market  for  their  own  credit. 

I  will  read  a  further  extract  from  his  letter.    Continuing,  he  said: 

The  public  stopped  buying,  business  collapsed,  firms  closed  their  doors,  and  we 
have  at  the  present  time  the  greatest  roll  of  unemployed  that  we  have  ever  had  since 
the  "hungry  forties." 
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Further,  he  says: 

On  the  other  hand,  Germany  is  the  one  country  where  prosperity  abounds,  and 
under  her  cheap  currency  system  trade  is  booming,  and  atie  is  able  to  undersell  all 
other  countries.  It  is  a  stranj^  thing  that  the  intelligent  people  of  the  world  can 
not  grasp  this  subject  and  see  it  as  it  is. 

I  should  like,  with  your  permission,  to  read  extracts  from  an 
address  made  by  the  former  cnancellor  of  the  exchequer,  Hon.  Regi- 
nald McKenna,  of  England,  now  president  or  chairman  of  probably 
the  world's  largest  bank,  the  London  Joint  City  &  Midland  Bank. 
These  extracts  from  Mr.  McKenna's  statement  are  contained  in  an 
English  newspaper,  the  Clarion,  published  under  date  of  February  4, 
1921. 

The  Chairman.  Have  you  any  means  of  knowing  whether  this  is 
an  authentic  statement  of  what  the  gentleman's  views  are  or  not ! 

Mr.  Williams.  Well,  it  was  sent  to  me  by  a  very  responsible  man 
abroad.     I  have  no  doubt  it  is  authentic. 

The  Chairman.  Does  it  purport  to  be  a  verbatim  copy  of  the 
speech  ? 

Mr.  Williams.  Yes;  I  understand  it  purports  to  give,  as  far  as  it 
is  Quoted,  verbatim  statements  from  tne  former  cnancellor  of  the 
exchequer  [reading] : 

Let  us  look  at  the  policy  of  monetary  deflation  to  be  obtained  by  a  hi^h  bank  rate 
and  a  restriction  of  credit.  Let  us  suppose  that  it  werepracticable  by  this  process  to 
bring  prices  permanently  down  to  the  prewar  level.  What  sort  of  charge  would  our 
national  debt  then  mean  to  us?  It  ranks  to-day  at  £9,700,000,000,  mostly  borrowed 
when  money  was  worth  very  much  less  than  before  the  war.  With  prices  back  to 
their  former  level,  the  true  burden  of  the  debt  would  be  more  than  doubled,  ot,  in 
other  words,  the  creditor  would  receive  a  huge  premium  at  the  expense  of  the 
debtor. 

I  will  not  quote  the  whole  article,  but  give  you. a  few  extracts. 
He  says  further: 

I  think  I  have  said  enough  to  show  that  an  attempt  at  monetary  deflation  of  this 
kind  can  only  end  in  the  strangulation  of  business  and  widespread  unemployment. 

The  editor  of  the  Clarion,  commenting  on  this  statement,  says: 

Thus,  in  Mr.  McKenna's  opinion,  the  Grovemment  policy  now  being  carried  out 
by  the  banks,  the  policy  of  reducing  the  supply  of  money  for  industry,  will  inevit- 
ably result  in — 

1.  The  robbery  of  the  majority  of  the  people  for  the  benefit  of  a  few  rich. 

2.  An  unbearable  rate  of  taxation. 

3.  Widespread  unemployment. 

Continuing,  he  says: 

Mr.  McKenna  on  this  question  is  in  entire  agreement  with  us.  He  says: 
"Monetary  inflation,  unlike  speculative  inflation,  is  not  a  temporary  conditioE 
capable  of  remedy  by  raising  the  bank  rate  and  restricting  credits.  Prices  in  this 
case  are  forced  up  over  a  protracted  period  of  time,  wages  and  contracts  of  all  kinds 
are  adjusted  to  new  price  levels,  and  fresh  capital  is  embarked  in  business  on  this 
basis.    In  circumstances  such  as  these  the  first  effect  of  an  attempt  to  force  down 

Prices  by  monetary  deflation  must  be  to  cause  severe  trade  depression.  *  ♦  ♦ 
'he  consequences  of  a  continuous  fall  in  prices  entailed  by  dear  money  and  restric- 
tion of  credit,  and  accentuated  by  heavy  taxation,  must  be  complete  stagnation  of 
business. '' 

I  should  like  permission  to  read  two  or  three  extracts  from  articles 
written  by  the  president  of  the  British  Banking  Reform  League, 
whom  I  have  heretofore  quoted.  These  addresses  or  articles  were 
prepared  by  him  in  the  closing  days  of  the  war.  They  are  very 
illuminating. 
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The  Chairman.  Who  are  these  speeches  by  ? 

Mr.  Williams.  By  Mr.  Arthur  Kitson,  president  of  the  British 
Banking  Reform  League. 

On  page  36  of  Money  Problems,  published  by  Mr.  Kitson  in  1920, 
being  addresses  made  by  him  some  months  previously,  he  says  [read- 
ing]: 

MONEY  CONTRACTION   AND   SOCIAL  MISERY. 

The  contraction  which  followed  the  Napoleonic  wars  when  our  etateemen  destroyed 
the  "cheap"  money  which  had  enablea  Great  Britain  to  carry  on  her  industries 
during  the  lon^  war  period  from  1797  to  1815,  and  substituted  the  costly  and  inade- 
quAie  gold  basis,  brought  about  the  great  fall  of  prices  and  that  era  of  business  depres- 
sion which  gave  rise  to  the  com  law  a^tation  resulting  in  the  Chartist  riots  ana  the 
rise  of  the  free  trade  movement.  Neither  free  traders  nor  tariff  reformers  seem  to 
have  understood  that  that  period  of  social  misery  was  directly  attributable  to  the 
Government's  contraction  of  the  money  supplies.  As  previously  stated  these  dis- 
aaters  ended  as  soon  as  the  supply  of  money  was  increased  sufficiently  to  meet  the 
needs  of  commerce. 

We  find  precisely  the  same  results  in  the  history  of  the  United  States.  Their  Civil 
War  was  successfully  waged  and  their  industries  prospered  by  means  of  an  abundant 
supply  of  paper  money.  But  no  sooner  was  peace  declared  and  the  cohtractionists 
had  succeeded  in  reducing  the  currency  supply  than  trade  began  to  decline  and  an 
era  of  falling  prices,  business  depression,  unemployment,  and  social  distress  set  in . 
For  the  past  three  years  we  have  been  experiencing  merely  a  repetition  of  former 
results  under  currency  expansion.  Every  nation  is  forced  to  rely  upon  its  credit 
during  great  national  crises.  No  nation  has  ever  been  able  to  wage  a  great  or  pro- 
longed war  or  to  weather  a  great  political  crisis  on  a  precious-metal  basis.  Our  trade 
and  industries  for  the  past  three  and  one-half  years  have  been  and  are  being  carried 
on  successfully  at  the  same  time  that  we  are  waging  the  greatest  war  in  the  world's 
history. 

This  was  written  in  1918  [continuing  reading]: 

Nothing  but  an  abundant  supply  of  currency  in  the  shape  of  legal-tender  notes  and 
bank  credit  could  have  enablea  us  to  undertake  such  unprecedented  burdens.  For 
the  first  time  in  our  industrial  history  unemployment  has  practically  disappeared, 
whilst  labor  was  never  so  well  remunerated.  Any  attempt  to  destroy  this  paper 
currency  after  peace  is  declared  will  constitute  an  attack  on  the  national  welfare,  and 
if  accomplished  will  result  in  a  repetition  of  the  economic  disasters  which  have  always 
accompanied  periods  of  currency  contraction. 

As  further  proof  of  the  fact  that  the  chief  barrier  to  increased  output  of  wealth  is  an 
insufficiency  of  currency,  the  address  of  Sir  Edward  Holden  on  the  *'  Depreciation  of 
securities  in  relation  to  gold, "  delivered  in  December,  1907,  to  the  Liverpool  Bankers  * 
Association  and  previously  referred  to  in  former  articles,  may  be  cited.  In  that 
illuminating  address  Sir  Edward  showed  conclusivelv  that  the  maximum  amount  of 
trade  which  is  possible  depended  upon  the  volume  of  bank  loans  allowed,  and  that  the 
extent  to  which  loans  could  be  granted  depended  not  upon  the  demands  of  trade,  nor 
upou  the  amount  of  securities  offered,  but  upon  the  amount  of  legal-tender  reserves 
controlled  by  the  banks. 

I  insert  those  views  of  very  eminent  English  authorities,  not  as 
indorsing  them  necessarily  in  mil  but  as  oflFering  material  for  serious 
thought. 

The  Chairman.  Well,  you  are  not  suggesting  in  reading  that  state- 
ment, I  suppose,  that  it  was  possible  to  maintain  the  industry  of  this 
country  on  the  basis  of  the  loans  and  discounts  and  the  expansion  of 
credit  of  1919? 

Mr.  Williams.  Mr.  Chairman,  I  am  glad  you  made  that  suggestion. 
It  has  been  mv  belief  and  conviction  tnat  there  has  not  been  in  this 
country  the  degree  of  currency  inflation  which  some  people  have 
tried  to  make  us  believe  existed.  I  dealt  with  that  suoject  in  my 
annual  report  for  1920,  and  I  would  like  especially  to  introduce  into 
this  record  my  statement  on  that  subject.     I  thmk  that  there  haft 


Digitized  by 


Google 


260  AGRICULrURAL  INQUIRY. 

been  no  inflation  of  our  currency.  There  has  been  an  expansion  of 
our  currency,  but  not  an  inflation. 

The  Chairman.  I  was  not  talking  about  inflation  of  currency; 
I  was  talking  about  inflation  of  credit,  which  is  a  very  different  thing. 

Mr.  Williams.  And  I  have  not  been  in  sympathy  with  the  severe 
measures  which  have  been  directed  toward  not  only  the  deflation 
of  credit  but  the  deflation  of  currency.  The  memorandum  which 
I  read  into  the  record  this  morning,  I.beUeve,  shows  that  there  has 
been  a  deflation  of  credits  of  over  a  thousand  million  dollars  in  the 
past  12  months,  as  expressed  by  the  loans  and  rediscoimts  with 
the  reserve  banks. 

Now  I  want  to  call  attention  to  the  fact  that  the  Liberty  bonds 
and  the  other  war  securities,  the  Victory  notes  and  certificates  of 
indebtedness  which  the  banks  of  the  coxmtry  have  been-  lending 
on,  or  have  been  holding  for  investment,  have  amounted  in  the  past 
year  or  two  to  substantially  as  much  as  the  total  loans  and  redis- 
counts of  all  the  12  Federal  reserve  banks;  in  other  words,  that 
the  great  expansion  of  credit  or  of  currency  which  is  spqjcen  of 
sometimes  has  not  existed  to  the  extent  that  it  is  believed  by  some 
people;  that  while  we  have  issued  and  paid  for  and  taken  care  of 
twenty-four  or  twenty-five  bilhons  of  Government  obligations,  the 
banks  of  the  country  have  only  had  to  come  to  the  Federal  reserve 
banks  to  relieve  them  only  to  the  extent  of  about  10  per  cent  of  the 
amount  of  Government  securities  the  people  have  paid  for  without 
asking  additional  reUef  on  account  of  tne  huge  expanison  of  business 
and  the  rise  in  prices. 

The  Chairman.  Well,  is  that  strictly  true?  If  banks  had  only 
to  go  to  the  Federal  reserve'  banks  to  relieve  them  of  10  per  cent, 
that  goes  over  a  long  period  of  time.  You  would  have  to  consider 
the  various  periods  in  which  these  (quotations  were  made. 

Mr.  Williams.  I  mean  the  maximum  amount  of  loans  and  redis- 
counts by  the  Federal  reserve  bank,  I  believe,  was  around  $3,000,- 
000,000.  Now,  the  amount  of  war  obligations  which  we  have  had 
out  have  ranged  from  twenty-two  to  twenty-seven  or  twenty-eight 
billion  dollars  m  the  last  two  or  three  years.  I  think  that  the  amount 
of  war  obligations  which  we  have  out  at  this  time  amount  to  somewh^e 
^rotn  twentv-three  to  twenty-four  billion  dollars.  And  the  rediscounts 
in  the  12  ]?ederal  reserve  banks  amount  to  only  at  the  present  time, 
if  I  remember  the  figures  correctly,  less  than  $2,000,000,000. 

The  Chairman.  Well,  I  want  to  get  this  clearly  in  my  mind.  All 
of  these  bonds,  or  practically  all  of  them,  pass  through  banks,  either 
the  national  banks  or  the  State  banks,  and  as  they  pass  through 
they  establish  the  credits  of  those  banks,  which  would  make  the 
basis  of  further  transactions,  either  for  war  purposes  or  for  other 
purposes,  isn't  that  true  ? 

Mr.  WiLUAMS.  No;  I  was  including  in  my  statement  all  the 
Liberty  bonds  and  Victory  notes  which  were  in  all  national  banks, 
whether  they  were  held  as  collateral  or  whether  they  were  owned. 
It  includes  the  whole  business.  So  that  we  may  say  that  nine- 
tenths  of  the  war  securities,  of  which  there  are  twenty-four  billion, 
are  not  in  those  banks  in  any  way,  either  for  investment  or  as  se- 
curity for  loans. 

The  Chairman.  Well,  as  they  went  through  the  banks  they  did 
stand  as  a  basis  for  credit,  did  they  not  ? 
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Mr.  Williams.  No  ;  how  ? 

The  Chairman.  Well,  the  banks  took  the  notes 

Mr.  Williams.  Yes:  but  I  say  to  a  certain  extent- 


The  Chairman  (continuing) .  Sold  them  to  people  and  established 
the  credit  on  the  basis  of  it,  which  was  used  for  the  production  and 
manufacture  of  war  material. 

Mr.  Williams.  Only  a  small  proportion  of  them  are  held  by  the 
banks.  If  the  holders  of  the  Liberty  bonds  and  Victory  notes  are 
borrowing  on  them  anywhere  to  any  heavy  extent  it  must  be  outside 
of  the  banks. 

The  Chairman.  Your  figure  of  $3,000,000,000  represented  the 
amoimt  rediscounted  with  tne  Federal  reserve  bank,  not  the  amount 
which  was  held  by  the  member  banks,  or  upon  which  the  member 
banks  are  loaning  ? 

Mr.  Williams.  I  should  like  to  read  a  brief  paragraph  here  which 
wiU,  I  think,  specifically  answer  your  question.  This  is  in  my 
annual  report. 

On  page  15  of  the  Comptroller's  Report,  for  1920,  there  is  a  state- 
ment under  the  heading  of  ''National  bank  condition  November 
15,  1920,  compared  with  March  4,  1919,  following  the  armistice" 
that  b^ins  as  foUows  [reading]: 

An  analysis  of  the  reporte  of  condition  of  all  national  banks  as  of  November  15, 
1920,  as  compared  with  their  condition  on  March  4,  1919,  four  months  after  the  armi- 
stice, suggests  that  there  has  been  far  less  inflation  of  credit  and  loans,  at  least  as  far 
AS  the  national  banks  are  concerned,  than  is  popularly  supposed,  and  some  of  the 
criticiflins  which  have  been  made  as  to  the  alleged  fmancial  inflation,  so  far  as  they 
are  concerned,  is  hardly  justified.  The  generally  conservative  instincts  and  prudent 
management  of  most  of  our  bankers  have  been  a  healthy  and  restraining  influence 
to  the  oigy  of  extravagance  and  specualtion  which  raged  during  the  18  months* 
period  succeeding  the  armistice. 

The  loans  and  discounts  of  all  national  banks  on  March  4,  1919,  plus  the  United 
States  Government  securities  owned  (but  exclusive  of  United  States  bonds  held 
to  secure  circulation),  which  may  be  r^!;arded  in  the  light  of  loans  to  the  Government, 
tmounted  to  $12,694,050,000,  as  compared  with  $13,749,926,000  on  November  15,  1920. 
This  was  an  increase  in  loans  and  discounts  and  United  States  Government  securities 
held  during  the  past  20  months  of  only  $1,055,876,000,  or  less  than  9  per  cent. 

I  wish  you  would  note,  please,  this  paragraph : 

It  should  be  taken  into  consideration  that  during  this  period  of  20  months  the  Gov- 
eminent  soid  and  collected  $4,500,000,000  of  Victory  notes,  tlie  majority  of  which 
were  sold  and  collected  for  through-  our  national  banks. 

Another  study  which  is  of  interest  in  this  connection  is  the  analysis  of  the  money 
borrowed  by  the  national  banks  through  bills  payaole  and  rediscounts  on  March  4, 
J919,  as  compared  with  No%'ember  15,  1920.  It  may  also  be  allowable  to  consider 
in  this  connection  the  amount  of  money  borrowed  by  the  national  banks'  for  these 
»roe  periods  in  the  shape  of  United  States  Government  deposits,  which  are  in  effect 
demand  loans  from  the  Government  secured  by  coUateral. 

On  March  4,  1919,  bills  payable  and  rediscounts  of  all  national  banks  aggr^jated 
11,451,223,000,  while  Govemnient  deposits  on  the  same  date  amounted  to  $591,318,000, 
makii^  a  total  of  borrowed  money,  plus  Government  deposits  (secured  bv  collateral), 
oi  $2,002,541,000.  On  November  15,  1920,  the  total  amount  of  bills  pavable  and 
rediscounts  was  reported  at  $2,390,633,000  and  United  States  Government  deposits  at 
$147,239,000,  making  a  total  of  loans  and  jiiscounts,  plus  money  from  the  Government 
M  deposits,  of  ^,537,872,000,  representing  a  total  increase  in  bills  payable  and  redis- 
counts and  United  States  Government  deposits  during  this  20  months'  period  of 
$495,331,000. 

It  was  during  these  20  months,  as  stated  above.,  that  the  $4,500,000,000  of  Victory 
notes  were  sulScribei  ana  paid  for,  ana  the  national  banks  were  necessarily  called 
^n  to  carry  hundreds  of  millions  of  those  bonds  for  their  customers  in  addition  to  the 
'ictory  bonds  which  tliey  subscribed  to  for  their  own  account. 


Digitized  by 


Google 


262  AGRICULTURAL  INQUIRY. 

The  strong  position  of  the  national  banks  is  further  apparent  when  we  ronsicer  that 
the  amount  of  United  States  Government  bonds  which  they  hold  (exclusive  of  Ihoec 
held  to  secure  circulation),  plus  the  loan*!  maoe  by  these  banks,  on  the  security  of 
Government  bonds,  is  practically  as  much  as  the  aggr^fate  of  their  bills  payable  and 
rediscoimts,  including  money  borrowed  from  the  Federal  reserve  banks  and  from  all 
other  banks. 

That  shows  that  the  total  amount  of  bills  payable  and  rediscounts 
of  the  banks  is  covered  by  the  Government  bonds  owned,  plus  the 
loans  which  they  have  made  on  those  Government  bonds.  So  I  say 
that  there  is  no  inflation  there.     [Continuing  reading:] 

We  therefore  find  that  if  the  national  banks  should  sell  their  United  States  Govern- 
ment bonds  to  investors  and  collect  the  money  which  they  are  now  advancing  on 
United  States  Government  bonds  they  could,  as  a  whole,  without  drawing  upon  their 
reserves,  pay  back  every  dollar  they  owe  to  the  Federal  reserve  banks,  whose  earnings 
would  as  a  result  of  such  collections  be  reduced  approximately  $150  000,000  per  annum 
unless  they  should  find  other  means  for  employing  their  funds. 

The  Chairman.  If  you  thoiight  there  was  no  inflation  of  credit, 
why  did  you  approve  the  action  of  the  Federal  Reserve  Board  in 
applying  the  higher  discount  rates  late  in  1919  and  early  in  1920? 

Mr.  Williams.  I  did  not  approve  of  it.  I  thought  they  went  too 
fast. 

The  Chairman.  Well,  you  say  in  your  lettefs  that  you  were  in 
favor  of  that  policy. 

Mr.  Williams.  No,  I  beg  your  pardon.  If  you  will  look  at  my 
letters  you  will  find  that  that  is  not  my  language. 

The  Chairman.  No,  it  is  not  your  language,  but  it  is  the  substance 
of  whatyou  said. 

Mr.  Williams.  No,  there  is  a  good  deal  of  difference,  Congressman. 
I  was  in  favor  of  restraining  the  wild  orgy  of  speculation  which  was 
in  force  and  of  holding  down  matters  to  a  reasonable  basis.  I  was 
never  in  favor  of  a  Tper  cent  rate,  or  any  higher  general  rate. 

The  Chairman.  Well,  the  record  shows. 

Mr.  Williams.  But  I  was  in  favor  of  restraining  such  things  as 
were  conspicuous  m  many  parts  of  the  country  in  tne  latter  part  of 
1919  and  the  early  part  of  1920,  and  there  was  need  far  restraining 
influence,  and  that  influence  should  have  been  exercised  as  condi- 
tions changed,  and  there  should  have  been  a  revision  of  policies. 
When  the  automobile  was  going  up  hill  at  top  speed  I  was  m  favor 
of  holding  it  down  and  slowmg  it  up  so  it  mignt  not  go  over  the  top 
and  come  to  a  crash  on  the  other  side.  The  upward  movement  of  the 
automobile  was  stopped,  but  it  crashed  down  on  the  same  side  on 
which  it  was  proceeding.  It  came  right  back  and  was  smashed  up 
on  the  near  side  of  the  hill.  I  was  opposed  to  that.  I  thought  and 
still  think  it  could  have  been  regulated  and  controlled  and  could 
have  been  brought  in  an  orderly  way  to  safety. 

Now,  I  should  like  to  continue  reading  from  the  report  of  the 
comptroller  for  1920.    The  next  paragraph  is: 

An  analysis  of  the  reports  of  the  national. banks  in  each  of  the  12  Federal  re8er%e 
districts  tells  us  that  in  nearly  every  district  a  large  reduction  took  place  in  the  hold- 
ings of  Government  securities  between  March  4, 1919,  and  November  15,  1920,  despite 
the  flotation  of  the  $4,500,000,000  of  new  Victorv  notes  in  this  period;  and  the  money 
released  by  the  sale  of  Government  securities  held  by  the  national  banks  was  generally 
used  to  increase  the  sum  total  of  their  loans  and  discounts. 

I  should  also  like  to  read  into  the  record  from  page  21  of  my  annual 
report  the  following  [reading] : 
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No  real  inflation  in  our  currency.  Proportion  of  money  in  circulation  to  total 
bank  resources  smaller  now  than  before  the  European  war. 

A  study  of  the  above  figures  shows  that  between  July  1,  1914,  and  July  1,  1920, 
there  has  been  an  actual  reduction  in  the  amount  of  gold  in  circulation,  outside  of 
the  Treasury  and  reserve  banks,  of  $954,230,000  (due  to  the  issue  of  Federal  reserve 
notes  in  lieu  of  gold)^  while  there  has  been  an  increase,  or  rather  a  new  issue,  of  Federal 
reserve  note  circulation  of  $3,121,241,000,  following  the  inauguration  of  the  new  reserve 
flj/vtem. 

The  net  increase  since  July  1, 1914,  in  money  of  all  kinds  in  actual  circulation, 
ootdde  of  money  in  the  Treasury  and  Federal  reserve  banks,  is  shown  to  be  only 
$1,962,000,000  and  is  accounted  for  by  the  issue  of  Federal  reserve  notes  which  are 
themselves  backed  by  close  to  50  per  cent  in  gold,  accumulated  by  the  reserve  banks  as 
they  issued  their  notes,  and  this  gold  is  now  held  by  reserve  banks  and  reserve 
agents  and  is  exclusive  of  the  reserve  which  the  reserve  banks  are  required  by  law 
to  hold  against  deposits. 

The  money  in  circulation  in  the  United  States  at  the  close  of  the  Government's 
fiscal  year  represents  a  distinctly  conservative  amount,  when  we  compare  it  with  the 
total  resources  of  the  banks  of  the  country.  The  advance  in  prices  and  the  increase 
in  the  resources  of  our  banks  can  not  be  properly  ascribed  to  inflation  in  our  currency. 
On  Jnhr  1,  1914,  the  proportion  of  the  money  in  circulation  to  the  total  resources  of 
all  banks,  both  national  and  State,  was  13  per  cent.  On  July  1,  1920,  the  money  in 
circulation  outside  of  the  Treasury  and  reserve  banks  was  only  10  per  cent  of  the 
total  resources  of  national  and  State  banks.  The  percentage  of  money  in  circulation 
to  total  resources  of  all  banks  was,  therefore,  30  per  cent  higher  in  1914  than  the  per- 
centage shown  at  the  end  of  the  last  fiscal  year. 

The  proportion  of  money  in  circulation  to  total  deposits  of  all  banks  (national  and 
State,  including  trust  companies,  savings  banks,  etc.)  in  July,  1914,  was  16.4  per  cent. 
In  Jijv,  1920,  the  proportion  was  slightly  less  than  13  per  cent. 

In  the  six  years  which  have  elapsed  since  January  1,  1915,  following  the  outbreak 
of  the  European  war,  our  total  imports  of  gold  have  exceeded  our  exports,  according 
to  the  official  figures  (December,  1920,  estimated)  by  $967,618,197. 

The  gold  produced  by  the  mines  of  this  country  for  the  same  period  (1920,  estimated) 
has  amounted  to  approximately  $500,000,000. 

If  ve  assume  that  one-half  of  this  gold  has  been  used  in  the  arts  and  industries, 
the  increase  in  gold  imports  and  gold  from  our  own  mines  available  for  coinage  will 
have  increased  our  available  stock  of  gold  money  during  this  period  by  not  far  from 
11,250,000,000. 

During  the  six  years  since  Januarj'  1,  1915,  there  has  been  a  large  excess  of  export 
of  silver  over  silver  imports,  but  this  is  lai^ly  offset  and  compensated  for  by  the  pro- 
duction of  our  silver  mines  during  the  period. 

In  conclusion,  it  appears  that  since  about  the  time  of  the  outbreak  of  the  European 
^'arin  1914,  the  net  increase  in  the  stock  of  gold  in  the  United  States,  coined  or  avail- 
able for  coinage,  has  amounted  to  about  $1,250,000,000,  which  is  equal  to  about  two- 
thirds  of  the  net  increase  which  htw  taken  place  in  this  period  in  the  money  in  circu- 
lation, including  gold,  silver,  and  paper  monev,  the  increse  in  which  from  July  1 ,  1914 , 
to  July  1, 1920,  on  the  foregoing  basis,  wafe  about  11,962,000,000. 

Representative  Sumners.  Well,  Mr.  Williams,  without  reference  to 
vour  recrr  I  there  or  anything  you  have  written,  I  am  concerned  to 
know  whe- her  or  not  it  would  be  possible  or  safe  to  inaugurate  a 
policy,  national  and  district,  under  which  values  in  this  country 
might  be  pulled  up,  at  least  in  the  direction  and  the  position  which 
they  held  at  the  time  when  the  national  debt  was  created  and  when 
the  people  who  are  now  burdened  with  debt  contracted  this  debt. 
Is  there  anything  that  could  be  safely  done  by  Congress,  by  any 
administrative  branch  of  the  Government,  which  would  tend  in  that 
direction  ? 

Mr.  Williams.  I  think  that  there  has  been  a  very  distinct  iinprove- 
ment  made  in  the  last  few  weeks  as  the  result  of  changes  in  Federal 
Reserve  Board  policies,  in  the  liberalizing  of  rates,  and  the  greater 
freedom  in  the  granting  of  credits.  I  think  that  relaxation  there  has 
been  already  productive  of  good  results,  and  if  there  is  a  proper 
policy  pursued  in  that  respect  I  think  that  things  will  grow  still  tetter. 
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Representative  Sumners.  You  would  not  suggest  anything  in  addi- 
tion to  the  continuation  of  the  policy  which  you  referred  to  as  having 
recently  been  adopted  by  the  Federal  Reserve  Board? 

Mr.  Williams.  1  think:  there  are  some  amendments  to  the  law 
which  would  help  the  situation.  I  think,  for  example,  that  in  view 
of  the  fact  that  it  takes  the  farmer  about  nine  months  to  plant  and 
harvest  his  crop  in  some  parts  of  the  country,  get  the  harvest  in,  that 
it  would  be  well  for  us  to  extend  the  time  limit  on  agricultural  paoer 
from  six  months  to  nine  months.  I  think  it  would  also  be  helpful  if 
we  could  provide  a  means  by  which  the  farmer  mav  obtain  money 
more  readily  on  warehouse  receipts  for  the  crops  which  he  himself  rtds^. 
I  would  not  make  it  too  easy  for  profiteers  or  dealers  to  obtain  money 
on  stored  goods  which  they  are  nolding  for  speculation,  but  I  would 
g;ive  the  farmer  the  opportunity  of  borrowing  money  on  his  obliga- 
tions secured  by  warehouse  receipts  for  wheat  or  com  or  cotton  under 
proper  restrictions. 

Kepresentative  Sumners.  Do  you  think  that  that  credit  could 

Eroperly  be  extended  through  the  machinery  of  the  Federal  reserve 
anJk  as  it  is  now  organized  f 

Mr.  Williams.  As  it  is  now  administered  ? 

Representative  Sumners.  No;  I  did  not  say  as  it  is  now  adminis- 
tered; as  it  is  now  organized? 

Mr.  Williams.  I  think  it  could  be  done  with  possibly  certain  revi- 
sions in  the  law.     It  could  be  done  by  the  Federal  reserve  sjrstem. 

Representative  Sumners.  It  would  not  be  necessary,  in  your 
judgment,  to  create  a  new  agency  ? 

Mr.  Williams.  No;  it  could  be  done  by  the  Federal  reserve  sys- 
tem under  a  proper  administration.  I  think  that  those  two  measures 
would  be  profoundly  valuable  to  the  farmer.  Give  him  nine  months 
on  his  farm  paper — there  may  be  some  regulations  and  restrictions 
there — and  also  make  the  farmer's  paper  eligible  when  secured  on 
warehouse  receipts  for  his  products. 

Representative  Sumners.  Recently  the  governors  of  the  five  banks 
of  the  southern  territory  had  a  meetmg  here.  I  noticed  a  stat^nent 
given  out  by  the  Atlanta  bank  which  indicates  that  that  bank  pro- 
poses to  go  the  limit  in  giving  aid  to  the  cotton  market.  I  noticed 
also  a  statement  issued  dv  the  governor  of  the  Richmond  bank  in 
which  he  indicates,  as  I  imaerstand  the  statement,  that  paper  secured 
by  cotton  in  the  possession  of  the  person  who  has  bougnt  it 

Mr.  Williams.  Who  has  bought  it  ? 

Representative  Sumners.  Who  has  bought  it. 

Mr.  Williams.  Not  who  has  raised  it  ? 

Representative  Sumners.  In  the  possession  of  the  person  who  has 
bought  it,  would  not  be  subject  to  rediscount  in  the  Federal  reserve 
bank  system.  I  have  not  been  able  to  find  where  that  limitation  is 
imposed  by  the  law.  If  that  limitation  is  imposed  by  the  law,  it  would 
seem  to  me  that  it  would  have  to  be  changed. 

Mr.  Williams.  That  could  be  liberalized.  I  am  not  familiar 
with  that  particular  situation.  You  have  members  of  the  Federal 
Reiserve  Board  here,  I  suppose,  who  could  answer  that  particular 
question. 

I  also  think,  Mr.  Chairman  and  gentlemen,  that  it  would  be  highly 
desirable  to  have  a  law  which  would  prevent  a  member  bank  from 
charging  its  customers  more  than  so  much  in  excess  of  the  interest 
rate  which  it  is  paying  to  its  Federal  reserve  bank. 
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Now,  the  suggestion  may  be  made  that  if  we  have  that  restriction 
some  of  these  member  banks  and  big  institutions  that  are  having  a 
fine  old  time  with  25  and  50  per  cent  interest  will  get  out  of  the 
system.  My  answer  to  that  is:  Let  them  get  out.  I  think  the  sys- 
tem will  be  better  oflf  without  banks  that  resort  to  pohcies  and 
Principles  and  methods  of  that  sort  than  to  have  them  in  the  system, 
ut  I  don't  think  they  would  cet  out.  I  think  the  effect  would  be 
that  they  would  reform.  I  mink  that  there  are  very  few  large 
institutions  which  have  felt  the  benefits  of  the  Federal  reserve  system 
that  will  want  to  retire  from  it,  especially  in  the  lai^er  cities.  And 
I  think  that  a  regulation  of  that  sort  would  be  of  tremendous  benefit 
to  the  borrowing  classes  and  to  our  merchants  and  farmers  and  every- 
body else.  I  have  made  that  recommendation  in  my  last  report  to 
Congress,  and  I  wish  to  take  the  liberty  of  emphasizmg  it  here. 

Take  a  bank,  we  willl  say  in  Philadelphia,  a  member  bank,  and 
that  bank  applies  to  the  Philadelphia  bank  for  a  rediscount.  I  will 
take  Philadelphia  because  I  am  pleased  to  say  that  I  think  the  banks 
in  Philadelphia  are  among  the  best  managed  in  the  country,  and 
there  are  fewer  abuses  there  than  in  many  other  places;  the  banks  in 
Philadelphia  as  a  rule  are  run  on  a  business  basis.  Suppose  a  bank 
in  Philadelphia  wants  to  borrow  $1,000,000  and  goes  to  its  reserve 
bank.  We  will  say  the  legal  rate  of  interest  in  Pennsylvania  is  6 
per  cent.  The  reserve  bank  says,  ''Are  you  observing  the  interest 
rates  of  your  State;  have  you  made  any  loans  over  me  rates  per- 
mitted bv  law  V*  They  say,  ' '  We  have  not.''  The  reserve  bank  will 
say,  if  tne  application  is  all  right  in  other  respects,  "Here  is  your 
money.  But  it  must  be  understood  that  you  will  not  violate  the 
usury  laws  as  long  as  you  are  borrowing  money  from  us."  The 
bank  sajB,  *'We  accept  those  terms."  They  take  the  million  dollars 
and  loan  it  out  withm  the  laws  of  the  State  of  Pennsylvania.  But 
suppose  the  bank  says,  "Yes;  we  are  loaning  money  at  2  per  cent  a 
month."  Now,  two  courses  are  open  in  a  case  of  that  sort:  The 
reserve  bank  may  either  say  to  the  member  bank,  "You  must  agree 
that  you  will  not  loan  any  more  money  in  excess  of  6  per  cent  as 
long  as  we  are  loaning  money  to  you,"  or  they  may  go  further  and 
sav,  "You  must  return  to  the  borrower  any  interest  which  you  have 
collected  unlawfully  within  the  past  year  or  within  the  past  six 
months  and  adhere  to  a  maximum  rate  of  6  per  cent  hereafter." 

It  may  be  the  banks  are  running  along  smoothly,  and  they  may 
think  they  have  no  occasion  to  borrow,  and  the  going  is  good,  and 
that  they  can  continue  to  collect  1^  or  2  per  cent  a  month  from  needy 
borrowers.  I  don't  think  they  will  do  this,  however,  if  they  antici- 
pate or  expect  that  the  time  will  come  soon  when  they  must  borrow 
again  from  the  Federal  reserve  bank  and  must  then  disgorge  the 
amount  unlawfully  collected.  They  are  likely  to  let  the  customer 
have  money  at  6  per  cent,  the  legal  rate.  How  does  that  impress 
you? 

Representatiye  Ten  Eyck.  It  certainly  looks  as  if  we  might  con- 
sider it. 

Mr.  Williams.  Those  are  suggestions  I  wanted  to  take  the  liberty 
of  making  to  jrour  commission,  Mr.  Chairman. 

Representative  Ten  Eyck.  Right  along  that  line,  do  you  think  it 
is  feasible  to  discriminate  between  live-stock  and  farm  paper  and 
agricultural  paper,  by  giving  farm  paper  a  swifter  velocity,  and  by 
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.  giving  farm  paper  a  longer  time,  to  meet  their  turnover,  we  will  say 
nine  months  or  a  year,  in  order  that 

Mr.  WiLUAMS  (interposing) .  I  should  sav  that  agricultural  paper 
should  probably  be  denned  as  paper  issued  or  maae  by  the  farmer 
for  the  production  and  harvesting  of  his  crops. 

Representative  Ten  Eyck.  No*  I  am  calling  that  paper  farm  paper 
made  by  the  farmer  for  the  production  and  harvesting  of  his  crops; 
paper  borrowed  on  by  the  farmer.  And  agricultural  paper  would  be 
paper  borrowed  on  by  the  commission  man  and  dealer,  who  does  not 
need  nine  months'  paper. 

Mr.  Williams.  No;  I  am  glad  you  see  that  point.  My  suggestion 
would  be  that  the  man  who  buys  the  harvestea  crop  should  not  have 
the  nine  months'  time  or  six  months'  time. 

Representative  Ten  Eyck.  But  the  farmer  should  have  nine 
months  to  a  year  for  his  turnover  ? 

Mr.  Williams.  Yes,  sir. 

Representative  Ten  Eyck.  As  I  imderstand,  the  reason  for  90-daj 
paper,  and  perhaps  120-day  paper,  as  now  given  to  the  merchant,  it 
IS  the  average  time  of  his  turnover,  and  has  been  found  to  be  the 
average  time  that  he  makes  turnovers  ? 

Mr.  Williams.  Yes,  sir. 

Representative  Ten  Eyck.  While  with  the  farmer  it  requires  nine 
months'  or  a  year's  time  to  make  his  turnover  ? 

Mr.  Williams.  Yes,  sir;  and  the  cattle  raisers  ought  to  have  more 
than  six  months,  too. 

Representative  Ten  Eyck.  Yes;  the  cattle  raiser  is  a  producer,  too. 

Mr.  Williams.  Yes,  sir. 

Representative  Ten  Eyck.  He  is  a  producer,  the  same  as  the 
farmer  is. 

Mr.  Wilijams.  Yes,  sir.  I  think  that  legislation  along  those  lines 
would  be  most  helpful  to  the  country. 

Mr.  Chairman,  it  is  getting  late,  and  I  thank  you  very  much  for 
the  time  that  you  have  given  me.  I  feel  unwilling  to  detain  you 
much  longer  now,  but  I  want  to  say  a  few  words  further  before  I 
close,  and  I  would  also  like  to  add  that  I  hope  I  may  have  your 
permission  to  appear  before  vour  Committee  again  if  any  testimony 
whicli  may  be  given  after  I  close  should  seem  to  make  that  desirable. 

Allow  me  to  say  in  conclusion  that  I  recognize  frankly  that  it  is 
difficult,  if  not  impossible,  to  prove  mathematically  that  the  policies 
of  the  Federal  Reserve  Board  have  caused  the  troubles  in  our  com- 
merce, industry,  and  finance  which  we  see  around  us.  It  is  more 
difficult  to  prove  that  than  it  would  be  to  demonstrate  that  taking  2 
from  4  would  leave  2.  Of  course,  coincidence  does  not  mean  always 
cause  and  effect.  I  can  only  give  my  judgment  and  my  convictions 
on  the  evidence  which  I  have  before  me:  and  my  conclusions  are 
based  on  my  study  of  the  situation  from  all  angles,  and  with  what  I 
believe  to  have  been  exceptional  opportunities  for  intimate  knowl- 
edge of  the  situation,  and  from  my  own  business  experience  of  more 
than  30  years. 

It  is  my  deliberate  judgment,  so  based,  that  the  unyielding  policies, 
the  unsympathetic  methods  adopted  and  continued  by  the  Federal 
Reserve  Board  after  the  importance  of  revising  those  policies  to  meet 
changed  conditions  had  become  manifest,  are  responsible,  in  great 
measure  at  least,  for  the  strain,  suflFering,  and  disaster  accompanying 
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our  recovery  from  the  delirium,  demoralization,  and  disorganization 
which  always  have  followed  great  wars. 

We  have  to  recognize  hmnan  psychology,  or  impulse,  or  tendency, 
or  whatever  we  may  choose  to  call  it,  as  a  practical  and  real  thing  m 
life,  to  be  considered  and  coimted  on  by  business  men.  It  nas 
usually  been  the  cause  of  our  panics,  and  a  panic  certainly  is  a  real 
thing,  however  fanciful  or  fantastic  its  provocations. 

I  say  the  board  failed  to  study  the  psychology,  or  whatever  we  may 
call  it,  and  the  changes  and  aifferences  developing  with  time  and 
events  and  with  differing  conditions  at  different  times  and  seasons  and 
in  the  various  parts  of  the  country,  and  to  adjust  their  rulings  and 
actions  accordingly.  In  other  words,  it  failed  in  sympathy,  m  my 
judgment,  and  it  failed  in  imderstanding  and  responsiveness  to  the 
varying  situations  which  are  necessary  for  good  banking,  and  espe- 
cially necessary  in  banking  on  the  gigantic  scale  and  with  the  tre- 
mendous responsibilities  of  the  Federal  Reserve  system. 

The  essence  of  my  criticism  is  that  the  board  undertook  to  apply 
the  same  rules  and  regulations  and  policies — if,  in  fact,  they  were  not 
more  liberal  sometimes — where  monev  was  desired  for  speculation  or 
usury  and  where  it  was  absolutely  ana  urgently  needed  for  the  accom- 
modation of  necessary  conunerce  and  the  sustenance  of  essential 
industries  and  useful  investments. 

I  do  not  say,  or  charge,  that  any  member  of  the  board  is  subject  to 
prosecution  or  pimishment.  I  do  say,  and  the  plain  facts  plainly 
show,  that  exactly  what  the  Federal  reserve  system  was  intended  to 
prevent  has  happened.  We  have  to  judge  of  performance  by  results. 
Briefly  and  bluntly,  we  have  come  tnrough,  and  are  going  tfirough,  a 

E»rioa  of  exceptional  trial  and  stress,  and  needed  in  the  Federal 
eserve  Board  men  of  exceptional  ability  and  qualities.  The  board 
simply  failed,  in  my  opinion,  to  measure  up  to  its  responsibilities. 

That  is  the  gist  of  my  contention  at  the  present  moment.  I  am  not 
claiming  here  to  be  better  or  stronger  than  the  other  members  of  the 
board.  I  see  from  their  last  letter  to  me  that  I  failed  to  present  my 
suggestions  so  that  they  could  be  comprehended  by  them  or  to  support 
them  with  arguments  appealing  to  the  intelligence  of  my  associates. 
I  am  not  assimiing  to  be  an  expert  in  political  economy,  or  even  in 
finance.  All  my  reasoning  was  and  is  oased  on  study  and  ordinary 
practical  experience  in  banking  and  in  business,  and  upon  observation 
of  facts  as  tney  come  before  me. 

I  am  not  trying  to  injure  or  punish  anybody,  to  give  offense  or  to 
hurt  anybody  3  feelings.  I  am  out  of  office  and  hope  to  stay  out; 
never  have  been  in  politics,  and  never  expect  to  be.  I  am  trying  to 
give  to  the  public  and  the  country  and  you  gentlemen  in  Congress 
some  of  the  results  of  my  experiences,  thought,  and  observations, 
thereby  doing  what* I  believe  to  be  my  duty  as  a  very  loyal  citizen  of 
the  country  and  earnest  well-wisher  of  my  fellow  citizens. 

We  can  not  undo  what  has  been  done,  nor  do  now  what  has  been 
left  undone  that  should  have  been  done.  I  hope  and  think  we  will 
Bot,  in  a  long  while,  have  another  such  strain  and  trial  as  that  through 
which  we  are  and  have  been  passing.  I  hope,  however,  that  I  may 
help  to  bring  about  some  changes  in  the  administration  of  the  reserve 
system  and  some  amendments  to  the  Federal  reserve  act  which  will 
tend  to  make  impossible  a  repetition  of  at  least  some  of  the  errors 
I  think  have  been  made.     Because  no  human  device  or  construction 
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can  be  made  proof  against  inadequacy  or  negligence,  I  venture  the 
hope  that  what  I  tell,  as  plainly  as  I  can,  of  wka.t  has  happened,  and 
how  it  has  happened,  may  have  some  influence  in  inducmg  Senators 
to  scrutinize  very  closely  the  qualifications  and  qualities  of  those 
whose  names  come  before  them  for  membership  on  this  vitally  and 
tremendously  important  body,  which  is  imquestionably  one  of  the 
most  important  agencies  of  our  Government,  having  in  its  hands,  in 
so  large  a  measure,  the  welfare  of  the  nation. 

I  thank  you,  Mr.  Chairman  and  gentlemen,  very  much,  for  your 
patience  in  listening  to  me. 

The  Chairman.  We  are  very  much  obliged  to  you,  Mr.  WilUams. 
Are  there  any  further  questions  ?  (After  a  pause.)  If  there  axe  no 
further  questions,  the  commission  will  stand  adjourned  imtil  to- 
morrow morning  at  JO  o'clock,  when  Gov.  Hardii^,  of  the  Federal 
Reserve  Board,  will  present  his  views  of  the  situation. 

(Whereupon,  at  6  o'clock  and  40  minutes  p.  m.,  the  commission 
adjourned  to  meet  at  10  o'clock  on  Thursday,  August  4,  1921.) 
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THUBSDAY,  AUGUST  4,  1021. 

Congress  of  the  United  States, 
Joint  Commission  of  Agricultural  Inquiry, 

Washington,.  D.  C. 

The  joint  commission  met,  pursuant  to  adjournment  on  yesterday, 
at  10  o'clock  a.  m.,  in  room  No.  70,  Capitol  Building,  Hon.  Sydney 
Anderson  (chairman)  presiding. 

The  Chairman.  The  commission  will  come  to  order. 

The  chairman  would  like  to  make  a  brief  statement  in  regard  to  the 
program  for  the  day  before  we  begin  taking  the  testimony  of  Gov. 
Harding.  I  anticipate  that  Mr.  Harding's  statement  will  probably 
take  all  day  to-day,  and  perhaps  longer.  Mr.  G.  Harold  rowell,  of 
San  Francisco,  is  here,  and  I  aesire  to  give  him  an  opportimity  to 
appear  before  the  commission  before  he  returns  to  Cfaiifomia.  In 
order  that  he  may  do  so  Mr.  Harding  has  consented  to  suspend  at 
3  o'clock  this  afternoon,  and  then  we  will  take  on  Mr.  Powell  for  his 
statement,  after  which  Mr.  Harding's  statement  will  be  resumed. 

Mr.  Harding,  the  conunission,  I  think,  would  like  to  have  you 
develop,  if  you  will,  first,  your  idea  of  the  functions  and  relation  of 
the  Federal  reserve  system  to  the  commerce  and  finance  of  the 
country,  and  then  proceed  with  a  discussion  of  any  matters  which 
you  thmk  would  be  of  interest  and  value  to  the  commission. 

Representative  Ten  Eyck.  I  would  like  to  say  in  that  connection,  I 
would  like  you  if  possible  to  start  from  where  the  reserve  act  author- 
ized the  ^tablishment  of  the  system,  and  not  discussing  the  act  but 
the  authority,  and  then  proceea  on  through  the  various  branches  of 
the  system,  and  how  it  reaches  out  to  the  individual  borrower. 

STATEMENT  OF  HON.  W.  P.  G.  HARDINO,  OOVERNOB  FEDERAL 
RESERVE   BOARD,  WASHINGTON,  D.  C. 

Gov.  Harmng.  Without  attempting  to  enter  into  a  discussion  of 
the  Federal  reserve  act,  I  think  it  proper  that  the  members  of  the 
conunission  shoidd  have  the  board's  viewpoint  as  to  what  the  fimc- 
tions  of  the  board  itself  are,  and  the  functions  of  the  Federal  reserve 
banks,  a  brief  discussion  of  the  character  of  the  Federal  reserve 
banks,  and  of  their  powers  and  limitations.  When  I  speak  of  the 
board's  viewpoint,  I  shall  refer  to  the  viewpoint  that  has  been  main- 
tamed  consistently  by  a  majority  of  the  members  of  the  board.  I 
do  not  know  that  what  I  am  going  to  say  will  represent  the  views  of 
all  those  who  have  been  meinbers  of  the  board,  but  I  shall  be  very 
careful  not  to  say  anything  which  I  do  not  know  represents  the 
views  of  the  majority  of  the  board.  So  that  in  speaking  of  the 
board,  I  would  like  to  have  it  understood  that  the  term  means  in 
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all  cases  the  majority  of  the  board.  I  might  sav,  furthermore,  that 
in  cases  where  there  nave  been  any  differences  oi  opinion  as  between 
members  of  the  board,  there  has  never  been  a  uniform  line  drawn; 
sometimes  those  who  might  dissent  on  one  proposition  might  ame 
with  and  be  part  of  the  majority  on  another  proposition.  So  mat 
a  member  who  is  in  the  majority  at  one  time  may  find  himself  in  the 
minority  at  another  time. 

The  Federal  reserve  banks  are  12  in  number.  From  a  legal  stand- 
point I  am  advised  that  they  are  private  corporations  organized  under 
a  special  act  of  Congress,  namely,  the  Federal  reserve  act.  They  are 
quasi  governmental  institutions,  in  that  they  are  imder  the  super- 
vision of  the  Federal  Reserve  Board,  and  that  they  have  on  tneir 
boards  of  directors  three  men  who  represent  the  Government,  who  are 
appointed  by  the  Federal  Reserve  Board.  Each  bank  has  nine 
du'ectors.  Six  directors  are. elected  by  the  member  banks  which  are 
the  stockholders  of  the  Federal  reserve  bank.  Thus  in  the  operation 
and  management  of  the  bank,  if  lines  should  be  drawn  as  between 
governmental  and  nongovernmental  directors,  the  governmental 
directors  would  be  in  the  minority,  two  to  one  against  them.  I  do 
not  know,  however,  that  this  line  has  ever  been  drawn. 

Senator  Harrison.  You  stated  that  six  of  them  were  elected  by 
the  member  banks;  you  did  not  state  about  the  other  three. 

Gov.  Harding.  Tney  are  elected  or  appointed  by  the  Federal 
Reserve  Board.  Each  is  elected  for  a  term  of  three  vears.  The  class 
C  directors,  who  are  elected  by  the  Federal  Reserve  Board,  must  not, 
under  the  law,  be  officers,  stockholders,  or  directors  of  banks,  and 
that  means  nonmember  banks  and  trust  companies,  as  well  as  member 
banks. 

The  class  A  directors,  three  in  number,  are  representative  of  the 
member  banks.  They  may  be  bank  stockholders,  bank  directors,  or 
bank  officers;  presidents  oi  banks,  if  you  please. 

Class  B  directors  must,  at  the  time  of.  their  election,  be  actively 
engaged  in  their  district  in  commerce,  agriculture,  or  some  other 
industrial  pursuit. 

For  voting  purposes,  in  electing  directors,  the  member  banks  are 
divided  by  law  into  three  groups.  The  act  as  amended  does  away 
with  the  original  section  oi  the  act  which  provided  for  numerical 
equaUty  in  those  groups  and  provides  that  each  group  '*  shall 
consist,  as  nearly  as  may  be,  oi  banks  of  similar  capitalization.'' 
The  effect,  therefore,  is  that  in  each  district  the  larger  banks  are 
in  a  group  by  themselves,  and  they  vote  for  a  class  A  director,  and 
also  for  a  class  B  director,  one  to  be  elected  each  year. 

Then  there  are  the  middle-sized  banks  in  the  second  group,  and  they 
in  turn,  elect  each  year  when  their  vacancies  come  up — each  t^nn, 
however,  is  for  three  years,  so  that  the  election  does  not  occur  every 
year  in  each  group — but  the  middle-sized  banks,  when  their  turn 
comes  to  elect  a  director,  choose  a  class  A  director,  and  a  class  B 
director,  who  represents  the  commercial  and  agricultural  and  indus- 
trial interests. 

And  then  the  small  banks  which  in  all  districts  are  the  larger 
number,  elect  their  class  A  director,  and  their  class  B  director. 

Senator  Lenroot.  Can  you  tell  us  the  capitalization  that  divides 
the  different  groups  ? 
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Gov.  Harding.  The  capitalization  varies  in  different  districts, 
because  a  bank  with  a  capital  of  $100,000  might  be  a  small  bank  in 
one  district,  and  yet  it  might  be  a  middle-sized  bank  in  another 
district,  and  belong  to  a  different  group.  The  law  now  provides  that 
each  group  shall  consist,  as  nearly  as  may  be,  of  banks  of  similar 
capitalization. 

Senator  Lenroot.  I  wanted  to  get  the  number  of  banks  in  the 
first  group  ? 

Gov.  itvRDiNG.  I  can  get  that  for  you,  and  give  it  to  you  accurately. 

Senator  Lenroot.  Well,  just  approximately. 

Gov.  Harding.  I  think  in  every  district  30  to  50  banks. 

Senator  I..enroot.  In  the  first  group  ? 

Gov.  Harding.  Yes;  I  do  not  know  of  any  district  that  has  less 
than  30. 

The  powers  of  the  Federal  Reserve  Board  and  the  powers  of  the 
Federal  reserve  bank  are  clearly  defined.  Section  11  of  the  Federal 
reserve  act  describes  in  detail  just  what  the  Federal  Reserve  Board  is 
authorized  and  empowered  to  do.  I  shall  not  undertake  now  to  read 
that  entire  section,  but  I  want  to  refer  to  the  salient  features  of  it, 
and  if  the  commission  wishes  to  have  the  whole  section  in  the  record, 
1  shall  be  glad  to  have  it  inserted. 

The  Chairman.  It  mav  be  insert^jd  at  this  point.  If  you  desire 
to  make  reference  to  it,  tne  whole  section  may  go  in. 

(Section  11  of  the  Federal  reserve  act  referred  to  is  as  follows:) 

Sec.  11.  The  Federal  Resene  Board  ehall  be  authorized  and  empowered: 

(a)  To  examine  at  its  discretion  the  accounts,  books,  and  affairs  of  each  Federal 
reserve  bank  and  of  each  member  bank  and  to  require  such  statements  and  reports 
as  it  may  deem  necessary.  The  said 'board  &hall  publish  once  each  week  a  statement 
showing  the  condition  of  each  Federal  reserve  bank  and  a  oonpolidated  statement  for 
all  Federal  reserve  banks.  Such  statements  shall  show  in  detail  the  aseets  and  liabili- 
ties of  the  Federal  reserve  banks,  single  and  combined,  and  shall  furnish  full  infor- 
mation re^utling  the  character  of  the  money  held  as  reserve  and  the  amount,  nature, 
and  maturities  of  the  paper  and  other  investments  owned  or  held  by  Federal  reserve 
baoks. 

(b)  To  permit,  or,  on  the  affirmative  vote  of  at  least  fi\e  members  of  the  reserve 
board,  to  require  Federal  reserve  banks  to  rediscount  the  discounted  paper  of  other 
Federal  reserve  banks  at  rates  of  interest  to  be  fixed  by  the  Federal  Reserve  Board. 

fc)  To  suspend  for  a  period  not  exceeding  thirty  days,  and  from  time  to  time  to 
renew  such  suspension  for  periods  not  exceeding  fifteen  days,  any  reserve  require- 
ments specified  in  this  act:  Provided,  That  it  shall  establish  a  graduated  tax  upon 
the  amounts  by  which  the  reserve  requirements  of  this  act  may  be  permitted  to  fall 
below  the  leiel  hereinafter  speciliea:  And  prorided  further.  That  when  the  gold 
reserve  held  against  Federal  reserve  notes  falls  below  40  per  centum  the  Federal 
Resen^e  Board  shall  establish*  a  graduated  tax  of  not  more  than  1  per  centum  per 
annum  upon  such  deficiency  until  the  reserves  fall  to  32i  per  centum,  and  when 
said  reserve  falls  below  32i  per  centum  a  tax  at  the  rate  increasingly  of  not  less  than 
1*  per  centum  per  annum  upon  each  2 J  per  centum  or  fraction  thereof  that  such 
reserve  falls  below  32 J  per  centum.  The  tax  shall  be  paid  by  the  reserve  bank, 
but  the  reserve  bank  shall  add  an  amount  equal  to  said  tax  to  the  rates  of  interest 
and  discount  fixed  by  the  Federal  Reserve  Board. 

(d)  To  8uper\Tse  and  regidate  through  the  biu-eau  imder  the  charge  of  the  Comp 
troller  of  the  Currency  the  issue  and  retirement  of  Federal  reserve  notes  and  to  pre 
scribe  rules  and  r^^ations  under  which  such  notes  may  be  delivered  by  the  comp- 
troller to  the  Federal  reserve  agents  applying  therefor. 

(e)  To  add  to  the  number  of  cities  cWsified  as  reserv^e  and  central  reserve  cities 
widw  existing  law  in  which  national  banking  associations  are  subject  to  the  reserve 
requirements  set  forth  in  section  20  of  this  act,  or  to  reclassify^  existing  reserve  and 
central  reserve  cities  or  to  terminate  their  designation  as  such. 

^f)  To  suspend  or  remove  any  officer  or  director  of  any  Federal  reserve  bank,  I  he 
cause  of  such  removal  to  be  forthwith  communicated  in  wnting  by  the  Federal  Reserve 
Board  to  the  removed  officer  or  director  and  to  said  bank. 
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(g)  To  require  the  writing  off  of  doubtful  or  worthless  assets  upon  the  books  and 
balance  sheets  of  Federal  reserve  banks. 

(h)  To  suspend,  for  the  violation  of  any  of  the  provisions  of  this  act,  the  operatioM 
of  any  Federal  reserve  bank,  to  take  possession  thereof,  administer  the  same  during 
the  period  of  suspension,  and,  when  deemed  advisable,  to  liquidate  or  reorganize 
such  bank. 

(i)  To  require  bonds  of  Federal  reserve  agents,  to  make  regulations  for  the  safe- 
guarding of  all  collateral,  bonds,  Federal  reserve  notes,  money  or  property  of  any 
kind  deposited  in  the  hands  of  such  agents,  and  said  board  shall  pertonn  the  duties, 
functions,  or  services  specified  in  this  act,  and  make  all  rules  and  r^ulations  necessary 
to  enable  said  board  effectively  to  perform  the  same. 

(j)  To  exercise  general  supervision  over  said  Federal  reserve  banks. 

(k)  To  grant  by  special  permit  to  national  banks  applying  therefor,  when  not  in 
contravention  of  State  or  local  law,  the  right  to  act  as  trustee,  executor,  adminis- 
trator, registrar  of  stocks  and  bonds,  guardian  of  estates,  assignee,  receiver  committee 
of  estates  of  lunatics,  or  in  any  other  fiduciary  capacity  in  which  State  banks,  trust 
companies,  or  other  corporations  which  come  into  competition  with  national  banks 
arepermitted  to  act  under  the  laws  of  the  State  in  which  tJie  national  bank  is  located. 

Whenever  the  laws  of  such  State  authorize  or  permit  the  exercise  of  any  or  all  of  the 
foregoing  powers  bv  State  banks,  trust  companies,  or  other  corporations  which  compete  | 
with  national  banVs,  the  granting  to  and  the  exercise  of  such  powers  by  national 
banks  shall  not  be  deemed  to  be  in  contravention  of  State  or  local  law  within  the 
meani  »g  of  this  act. 

N\tional  banks  exercising  any  or  all  of  the  powers  enumerated  in  this  subsection 
shi'l  segregate  all  assets  held  in  any  fiduciary  capacity  from  the  general  assets  of  the 
bank  and  shall  keep  a  separate  set  of  books  and  records  showing  in  proper  detail  all 
trans  ictions  engaged  in  under  authority  of  this  subsection.  Such  books  and  records 
shall  be  open  to  mspection  by  the  State  authorities  to  the  same  extent  as  the  books 
and  records  of  carporations  organized  under  State  law  which  exercise  fiduciary  powers, 
but  nothine  ia  this  act  shall  be  construed  as  authorizing  the  State  authorities  to  exam- 
ine the  books,  records,  and  assets  of  the  national  bank  which  are  not  held  in  trust 
imder  authority  of  this  subsection. 

No  national  bank  shall  receive  in  its  trust  department  deposits  of  current  funds 
subject  to  check  or  the  deposit  of  checks,  drafts^  bills  of  exchange,  or  other  items  for 
collection  or  exchange  purposes.  Funds  deposited  or  held  in  trust  by  the  bank 
awaiting  investment  shall  be  carried  in  a  separate  account  and  shall  not  be  used  by 
the  bank  in  the  conduct  of  its  business  unless  it  shall  first  set  a^de  in  the  trust  depart- 
ment United  States  bonds  or  other  securities  approved  by  the  Fedrral  Reserve  Board. 

In  the  event  of  the  failure  of  such  bank  the  owners  of  the  funds  held  in  trust  for 
investment  shall  have  a  lien  on  the  bonds  or  other  securities  so  set  apart  in  addition 
to  their  claim  against  the  estate  of  the  bank. 

Whenever  the  laws  of  a  State  require  corporations  acting  in  a  fiduciary  capacity, 
to  deposit  securities  with  the  State  authorities  for  the  protection  of  private  or  court 
trusts,  national  banks  so  acting  shall  be  required  to  make  similar  deposits,  and  securities 
80  deposited  shall  be  held  for  the  protection  of  private  or  court  trusts,  as  provided  by 
the  State  law. 

National  banks  in  such  cases  shall  not  be  required  to  execute  the  bond  usually 
required  of  individuals  if  State  corporations  under  similar  circiunstances  are  exempt 
from  this  requirement. 

National  banks  shalll  have  power  to  execute  such  bond  when  so  required  by  the 
laws  of  the  State. 

In  any  case  in  which  the  laws  of  a  State  require  that  a  corporation  acting  as  trustee, 
executor,  administrator,  or  in  any  capacity  specified  in  this  section,  shall  take  an 
oath  or  make  an  affidavit,  the  president,  vice  president,  cashier,  or  trust  officer  of  such 
national  bank  may  take  the  necessary  oath  or  execute  the  necessary  affidavit. 

It  shall  be  unlawful  for  any  national  banking  association  to  lend  anv  officer,  director, 
or  employee  any  funds  held  in  trust  imder  the  powers  conferred  by  this  section.  Any 
officer,  director,  or  employee  making  such  loan,  or  to  whom  such  loan  is  made,  mav  be 
fined  not  more  than  $5,000  or  imprisoned  not  more  than  five  years,  or  may  be  both 
fined  and  imprisoned,  in  the  discretion  of  the  court. 

In  passing  upon  applications  for  permission  to  exercise  the  powers  enumerated  in 
this  subsection,  the  Federal  Reserve  Board  may  take  into  consideration  the  amount 
of  capital  and  surplus  of  the  applying  bank,  whether  or  not  such  capital  and  surplus 
is  sufficient  under  the  circumstances  of  the  case,  the  needs  of  the  community  to  be 
served,  and  other  facts  and  circumstances  that  seem  to  it  proper,  and  may  grant  or 
refuse  the  application  accordingly:  Provided,  That  no  permit  shall  be  issued  to  any 
national  banking  association  having  a  capital  and  surplus  less  than  the  capital  and 
8ur])lus  required  by  State  law  of  State  banks,  trust  companies,  and  corporations  ex- 
ercising such  powers. 
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(1)  To  employ  such  attomejnB,  experts,  assistants,  clerks,  or  other  employees  as 
may  be  deemed  necessary  to  conduct  the  business  of  the  board.  All  salaries  and  fees 
shall  be  fixed  in  advance  by  said  board  and  shall  be  paid  in  the  same  manner  as  the 
salaries  of  the  members  of  the  board.  All  such  attorneys,  experts,  aasistsmts,  clerks, 
and  other  employees  shall  be  appointed  without  regard  to  the  provisions  of  the  act 
d  January  16,  1883  (volume  22,  United  States  Statutes  at  Large,  page  403),  and 
amendments  thereto,  or  any  rule  or  regulation  made  in  pursuance  thereof:  Provided, 
That  nothing  herein  shall  prevent  the  President  from  phtcing  said  employees  in  the 
classified  service. 

(m)  Upon  the  affirmative  vote  of  not  less  than  five  of  its  members,  the  Federal 
Beserve  board  shall  have  power  to  permit  Federal  reserve  banks  to  discount  for  any 
member  bank  notes,  drafts,  or  bills  of  exchange  bearing  the  sig^nature  or  indorsement 
of  any  one  borrower  in  excess  of  the  amount  permitted  by  section  9  and  section  13  of 
this  act,  but  in  no  case  to  exceed  2(f  per  centum  of  the  member  bank's  capital  and 
surplus:  Provided,  however^  That  all  such  notes,  drafts,  or  bills  of  exchange  discounted 
for  any  member  bank  in  excess  of  the  amoimt  permitted  under  such  sections  shall  be 
secured  by  not  less  than  a  like  face  amount  of  bonds  or  notes  of  the  United  States 
issued  since  April  24,  1917,  for  which  the  borrower  shall  in  good  faith  prior  to  Janu- 
ary 1, 1921,  have  paid  or  agreed  to  pa^r  not  less  than  the  full  face  amount  thereof,  or 
certificates  of  indebtedness  of  the  United  States:  Provided  further ,  That  the  provi- 
sions of  this  subsection  (m)  shall  not  be  operative  after  October  31,  1921. 

(See  amendment  of  Feb.  27,  1921.) 

Gov.  Harding.  You  will  notice  that  paragraph  (a)  provides  that 
the  Federal  Reserve  Board  is  authorized  and  empowered — 

(a)  To  examine  at  its  discretion  the  accounts,  books,  and  affairs  of  each  Federal 
reserve  bank  and  of  each  member  bank  and  to  require  such  statements  and  reports 
aa  it  inay  deem  necessary.  The  said  board  shall  publish  once  each  week  a  statement 
showing  the  condition  of  each  Federal  reserve  bank  and  a  consolidated  statement  for 
all  Federal  reserve  banks.  Such  statements  shall  show  in  detail  the  assets  and  liabili- 
ties of  the  Federal  reserve  banks,  single  and  combined,  and  shall  furnish  full  informa- 
tion  regarding  the  character  of  the  money  held  as  reserve  and  the  amount,  nature, 
and  maturities  of  the  paper  and  other  investments  owned  or  held  by  Federal  reserve 
banks. 

And  then  paragraph  (b)  provides: 

To  pennit,  or,  on  the  affirmative  vote  of  at  least  five  members  of  the  Reserve  Board. 
to  require  Federal  reserve  banks  to  rediscount  the  discounted  paper  of  other  Federal 
reserve  banks  at  rates  of  interest  to  be  fixed  by  the  Federal  Reserve  Board. 

I  may  add  here  that  this  is  the  only  direct  and  specific  power  given 
the  Federal  Reserve  Board  in  the  act  in  the  matter  of  loans;  that 
we  may  permit  one  Federal  reserve  bank  to  rediscoimt  with  another 
Federal  reserve  bank,  or,  by  aflSrmative  vote  of  five  members  of  the 
board,  we  may  require  one  Federal  reserve  bank  or  group  of  Federal 
reserve  banks  to  rediscount  the  discoimted  paper  of  other  Federal 
reserve  banks  at  rates  of  interest  to  be  fixed  oy  the  board. 

Then  paragraph  (c)  is  the  section  which  provides  or  authorizes 
the  board — 

To  suspend  for  a  period  not  exceeding  30  days,  and  from  time  to  time  to  renew  such 
■'ispenaion  for  periods  not  exceeding  15  days,  any  reserve  requirements  specified  in 
this  act 

Then  the  proviso  that  the  board — 

ShaD  establish  a  graduated  tax  upon  the  amounts  by  which  the  reserve  requirements 
01  this  act  may  be  permitted  to  fall  below  the  level  hereinafter  specified. 

The  graduated  tax  is  described  in  this  section.  This  graduated  tax 
increases  as  the  reserve  drops  down;  with  the  further  requirement 
that  as  these  reserves  diminish  the  Federal  reserve  bank  shall  add 
^n  amount  equal  to  said  tax  to  the  rates  of  interest  and  discoimt 
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fixed  by  the  Federal  Reserve  Board.     The  other  sections  do  not 
requu-e  special  mention  here,  except  paragraph  (f) : 

To  suspend  or  remove  any  officer  or  director  of  any  Federal  reserve  bank,  the  caiBe 
of  such  removal  to  be  forthwith  communicated  in  writing  by  the  Federal  Reserve 
Board  to  the  removed  officer  or  director  and  to  said  bank. 

Then  paragraph  (j)/'To  exercise  general  supervision  over  said 
Federal  reserve  banks.'* 

I  wish  to  point  out  that  the  word  ^'control"  does  not  appear  in 
that  paragraph.     The  words  are  '^general  supervision." 

Now,  the  other  powers  of  the  Federal  Reserve  Board  appear  in 
various  sections  of  the  Federal  reserve*act. 

Senator  Lenroot.  Will  you  discuss  later — I  will  not  ask  you 
now — your  construction  of  the  words  '^general  supervision?"  Will 
that  come  up  later  and  will  that  be  taken  up  later  by  you  ? 

Gov.  Harding.  I  think  it  is  different  from  *^  control,''  and  I  will 
explain  that  just  as  soon  as  I  get  to  the  powers  of  the  Federal  reserve 
bank  directors.  For  instance,  the  Comptroller  of  the  Currency  has 
supervision  over  the  national  banks  of  the  country,  and  the  State 
bank  superintendents  have  general  supervision,  wnere  the  law  so 
provides,  of  the  State  banks.  But  he  does  not  have  control;  the 
control  of  a  bank  is  vested  in  its  officers  and  directors. 

Now,  in  section  13  the  Federal  Reserve  Board  is  given  power  to 
determine  or  define  the  character  of  paper  eligible  for  discount 
within  the  meaning  of  this  act.     The  board  is  given  no  legislative 

Eowers  whatever.  Congress  has  legislated  ana  has  defined  in  a 
road  way  eligible  paper,  but  has  given  the  board  power,  within  the 
meaning  of  the  act,  to  define  more  specifically  the  character  of  the 
paper  eligible  for  discount. 

In  section  14  open  market  operations  are  defined. 
Representative  Sumners.  Governor,  what  section  did  you  refer  to 
just  a  moment  ago — ^just  at  this  moment? 

Gov.  Harding.  Section  13.  Now,  open  market  operations  are 
not  obligatory  upon  the  Federal  reserve  banks,  because  the  per- 
missive    may''  is  used.     Section  14  begins: 

Any  Federal  reserve  bank  may,  under  rules  and  regulations  prescribed  by  the 
Federal  Reserve  Board,  purchase  and  sell  in  the  open  market,  at  home  or  abroad, 
either  from  or  to  domestic  or  foreign  banks,  firms,  corporations,  cr  individuals,  cable 
transfers  and  bankers*  acceptances,  etc. 

Paragraph  (b)  of  section  14 — now,  this  is  a  very  important  para 
graph.     To  keep  the  connection  you  should  go  back  to  the  opening 
words   of  section  14.     There   are   certain  specified  powers.     So  it 
would  mean  that  any  Federal  reserve  bank  has  power — 

to  establish  from  time  to  time,  subject  to  review  and  determination  of  the  Federal 
Reserve  Board,  rates  of  discount  to  be  charged  by  the  Rederal  reserve  bank  for  each 
class  of  paper,  which  shall  be  fixed  ^ith  a  view  of  accommodating  commerce  and 
business. 

The  part  I  will  read  now  is  the  amendment  which  was  enacted  in 
the  early  part  of  1920,  the  progressive  rate  amendment,  **and  which, 
subject  to  the  approval,  review,  and  determination  of  the  Federal 
reserve  board  may  be  graduated  or  progressed  on  the  basis  of  the 
amoimt  of  the  advances  and  discount  accommodations  extended 
by  the  Federal  Reserve  bank  to  the  borrowing  bank. " 

Senator  Harrison.  When  was  that  amendment  made,  Mr.  Hard- 
ing? 
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Gov.  Harding.  Approximately  in  March  or  April,  1920.  I  do  not 
think  it  was  earlier  than  March,  or  later  than  April.  I  can  give  you 
the  exact  date.     It  was  April  13,  1920. 

Senator  Harrison.  Of  course,  that  was  passed  by  Congress  on 
the  reconunendation  of  the  Federal  Reserve  Board  ? 

Gov.  Harding.  Yes;  I  will  explain  that  later. 

Now,  I  will  ask  the  commission  to  turn  for  a  moment  to  section  4 
of  the  Federal  reserve  act.  I  said  a  moment  ago  that  in  law  Federal 
reserve  banks  are  private  corporations  incorporated  under  a  special 
act  of  Congress.  If  you  reaa  section  4  and  preceding  sections  jou 
will  see  that  this  statement  is  true.  The  nscal  agency  functions 
exercised  by  the  Federal  reserve  banks  are  also  exercised  oy  national 
banks  which  are  incorparated  under  acts  of  Congress,  known  as  the 
national  bank  act.  So,  in  like  manner,  the  Federal  reserve  banks 
are  organized  under  the  Federal  reserve  act  as  private  corporations 
having  as  stockholders  all  the  member  banks.     [Reading:] 

Upn  the  filinj?  of  such  certinrate  with  the  roraptroUor  of  the  ("^urrency  as  aforesaid, 
the  said  Federal  resene  bank  shall  become  a  body  corporate,  and  as  such,  and  in  the 
name  designated  in  such  organization  certificate,  shall  have  power — 

First.  To  adopt  and  use  a  corporate  seal. 

Second.  To  have  fiucce3sion  for  a  period  of  20  years  from  its  organiratifu  unless  it  is 
sooner  dissolved  by  an  act  of  Congress,  or  unless  its  franchL«e  becomes  forfeited  by  some 
violation  of  law. 

Third.  To  nu^ke  contracts. 

You  will  notice  that  all  through  the  act  where  reference  is  made 
to  the  various  powers  of  Federal  reserve  banks  almost  invariably 
the  qualifying  clause  follows,  '^subject  to  the  approval  of  the  Federal 
Reserve  Board.  *'  In  section  4  that  qualifying  clause  is  missing,  ex- 
cept in  one  instance.     [Reading:] 

Fourth.  To  sue  and  be  sued,  complain  and  defend,  in  any  court  of  law  or  equity. 

Fifth.  To  appoint  by  its  board  of  directors  such  officers  and  emplovees  as  are  not 
otherwise  provided  for  in  this  act,  to  define  their  duties,  require  bonds  of  them  and 
fii  the  penalty  thereof,  and  to  dismiss  at  pleasure  such  offcers  or  employees. 

Sixth.  To  prescribe  by  a  board  of  directors,  by-laws  not  inconsistent  with  law, 
re?ulatin^  the  manner  in  which  its  general  business  may  le  conducted,  and  the  privi- 
leges granted  to  it  by^  law  may  be  exercised  and  enjoyea. 

'^venth.  To  exercise  by  its  board  of  directors,  or  cluly  authorized  ofticers  or  agents, 
ill  powers  specifically  granted  by  the  provisions  of  this  act  and  such  incidental  powers 
>fl  shall  be  necessary  to  carry  on  the  business  of  banking  within  the  limitations  pre- 
scribed by  this  act. 

The  eighth,  it  is  not  necessary  to  discuss  here.  But  about  the 
middle  of  paragraph  8,  I  want  to  call  attention  to  this  clause: 

Every  Federal  reserve  bank  shall  l>e  conducted  under  the  supervision  and  control 
w  a  board  of  directors. 

Now,  in  section  1 1  relating  to  the  powers  of  the  Federal  Reserve 
Board,  the  word  *^ control"  is  lacking.  Section  11  provides  that  the 
Federal  Reserve  Board  shall  have  general  supervision"  over  the 
Federal  reserve  banks.  This  section  provides  tnat  ''every  Federal 
i^rve  bank  shall  be  conducted  under  the  supervision  and  control 
of  a  board  of  directors." 

Representative  Ten  Eyck.  That  is,  under  its  own  board  of  direc- 
tors? 

.  Mr.  Hakding.  Its  own  board  of  director^,  chosen  as  I  have  already 
indicated. 
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Now,  this  section  defines  the  functions  of  the  board  of  directors 
[reading] : 

The  board  of  directors  shall  perform  the  duties  usually  appertaining  to  the  office  id 
directors  of  banking  associations  and  all  such  duties  as  are  prescribed  by  law. 

You  all  know  that  in  the  case  of  a  national  bank,  or  in  the  case  of  a 
State  bank,  neither  the  Comptroller  of  the  Currency  nor  the  super- 
intendent of  the  State  banks  nas  the  right,  under  his  power  of  super- 
vision, to  say,  vou  must  make  such  and  such  a  loan,  or  you  shall  not 
make  such  ana  such  a  loan,  if  the  bank  has  legal  power  to  make  it^ 
and  if  in  its  opinion  it  is  well  to  make  it.     I  am  emphasizing  this 
because  of  the  idea  that  seems  to  be  generally  prevalent  all  through 
the  country  that  the  Federal  Reserve  Board,  sitting  here  in  Wash-  j 
ington,  is  a  body  which  exercises  vast  powers  over  local  institutions.  \ 
I  am  not  trying  to  minimize  the  powers  which  Congress  has  granted  \ 
the  Federal  Reserve  Board.     I  want  to  say  that  those  powers,  like  all  | 
delegated  powers,  ought  to  be  exercised  with  discretion  and  modera- 1 
tion  and  with  all  due  regard  to  the  opinions  and  judgment  of  those  I 
who  are  more  directly  in  control  of  the  banks  over  which  the  Federal  ■ 
Reserve  Board  has  general  supervision. 

I  do  not  think  it  will  be  contended  that  Congress,  when  it  enacted  | 
the  Federal  reserve  act,  sought  to  establish,  a  central  bank.  Of  \ 
course,  under  the  provisions  of  section  11,  which  I  quoted  awhile, 
ago,  the  Federal  Reserve  Board  can  mobilize  credits;  if  one  Federal ! 
reserve  bank  in  one  section  of  the  country  is  in  need  of  credits  for 
seasonal  operations,  or  special  emergencies,  and  other  banks  more  I 
fortunately  situated  in  other  sections  of  the  country  do  not  care  to  \ 
extend  those  credits,  the  Federal  Reserve  Board  can  force,  by  a  i 
vote  of  five  members  of  the  board,  those  other  banks  to  extend  | 
credits  where  they  are  needed  by  other  banks  for  seasonal  operations 
or  on  account  of  special  emergencies.  I 

The  Chairman.  As  a  matter  of  practice,  would  that  probably  be 
done  by  the  Federal  Reserve  Board,  in  the  absence  of  a  request  | 
from  a  bank  ? 

Gov.  Harding.  As  a  matter  of  practice,  the  Federal  Reserve 
Board  has  never  had  to  exercise  that  authority,  because  there  is  a 
spirit  of  cooperation  among  the  12  Federal  reserve  banks,  and  they 
extend  those  accommodations  voluntarily. 

The  Chairman.  Has  the  Federal  Reserve  Board  ever  been  asked 
by  one  bank  to  require  another  bank  to  arrange  credits  ? 

Gov.  Harding.  The  board  is  asked  frequently  by  a  bank  to 
arrange  discounts  for  it;  is  asked  frequentlj;^  now,  and  all  during 
1920,  and  parts  of  1919.  There  is  nothing  in  the  law  to  prevent 
officers  of  one  Federal  reserve  bank  taking  up  directly  with  the 
officers  of  another  Federal  reserve  bank  the  matter  of  rediscounts. 
But  the  board  requested,  a  number  of  years  ago,  that  the  banks 
should  make  these  arrangements  through  the  board. 

wSenator  Harrison.  That  is  because  of  the  spirit  of  cooperation  ? 

Gov.  Harding.  No;  but  the  board  wants  to  know  what  the 
situation  in  each  district  is.  We  want  to  be  able  to  allocate  the 
reserves  equitably.  We  do  not  want  one  community  to  be  well 
supplied  with  credits  and  another  community  deprived  of  credits. 

Representative  Ten  Eyck.  In  other  words,  you  have  better 
judgment  of  the  entire  situation  than  a  particular  bank  would  have  t 
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Gov.  Habding.  Yes.  We  have  a  private-leased  wire,  and  we  are 
constantly  receiving  information  and  communications.  I  am  going 
to  read  to  jou  before  I  get  through  this  morning,  a  statement  showing 
the  condition  in  the  several  districts  night  before  last. 
.  Senator  Harrison.  But  there  is  a  spirit  of  cooperation  between 
the  oflScers  of  the  different  banks  ? 

Gov.  Harding.  Yes;  The  Federal  Reserve  Board  has  never  had 
to  force  this  matter  of  rediscounts. 

Representative  Ten  Eyck.  Will  you  tell  me  who  is  the  judge 
of  the  paper  that  is  rediscounted  when  the  board  through  a  vote  of 
five  of  its  members,  orders  one  Federal  reserve  bank  to  discount 
paper  for  another  ? 

Gov.  Harding.  The  directors  or  their  authorized  officers  or  agents 
who  made  the  rediscounts  in  the  first  instance  are  the  judges.  The 
board  does  not  see  the  notes;  neither  does  the  lending  Federal 
reserve  bank  see  them.  It  merely  takes  the  paper  upon  the  indorse- 
ment and  upon  the  guaranty  of  the  borrowing  Federal  reserve  bank. 

Representative  T^n  Eyck.  Could    they    refuse    to    accept    any 

aper  that  was  presented  to  them  that  another  Federal  reserve  bank 

ad  discounted  i 

Gov.  Harding.  If  the  board  ordered  them,  by  a  vote  of  five  of  its 
members,  to  take  it,  I  think  they  would  have  to  take  it,  under  the 
law. 

Representative  Funk.  Mr.  Harding,  there  seems  to  be  a  feeling  in 
the  West  that  during  1920  all  of  the  resources  of  the  country,  talcen 
as  a  whole,  were  not  available  for  some  of  the  western  reserve  banks; 
now,  what  was  the  situation 

Gov.  Hakding  (interposing) .  I  will  go  into  that  very  fully,  if  you 
will  let  me  take  this  up  ih  the  regular  order. 

Reoresentativo  Funk.  I  iust  want  to  propound  this  question, 
and  then  if  you  will  cover  it  later 

Gov.  Harding  (interposing).  I  will  cover  it  very  fully  later. 

Representative  Funk.  I  was  going  to  say  there  was  a  feeling  that 
some  of  the  western  reserve  banks  were  failing  to  meet  the  requests 
that  were  made  upon  them,  but  that  if  all  the  resources  of  the  country 
were  considered  as  a  whole,  then  some  acconmiodation  from  eastern 
banks,  particularly  the  bank  in  New  York,  might  have  been  extended 
to  those  western  reserve  banks  and  helped  them  out. 

Gov.  Harding.  ConCTCssman,  that  feeling  was  not  warranted, 
and  I  will  explain  a  little  later  on  wliy.  The  feeling  comes  from  the 
inability  or  indisposition  of  the  member  bank  to  make  the  loan  in  the 
first  instance.     1  am  going  into  that  quite  fully. 

Now,  I  was  discussmg  the  powers  of  the  directors  of  the  Federal 
reserve  banks.     This  is  a  very  important  section  [reading] : 

Said  bi^ird  shall  administer  the  affairs  of  said  bank  fairly  and  impartially  and 
'^thout  discrimination  in  favor  of  or  against  any  member  bank  or  banks  and  shall, 
"object  to  the  provisions  of  law  and  the  orders  of  the  Federal  Reserve  Board,  extend 
jo  etch  member  bank  such  discounts,  advancements,  and  accommodations  as  mav 
beiafely- 

Note  that  word  ''safely  *'  in  there — 

*s  may  be  safely  and  reasonably  made  with  due  regard  for  the  claims  and  demands 
01  other  member  banks. 

I  will  stress  that  a  little  more  further  on. 

I  want  to  discuss  now  the  rate.  In  one  of  the  early  drafts  of  the 
federal  reserve  bill,  which  was  being  considered  by  Congress  in  1913. 
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and  which  became  a  law  on  December  23, 1913,  language  substantially 
as  follows  appeared: 

The  Federal  Reserve  Board  each  week  shall  fix  the  rate  of  discount  to  be  charged 
by  each  Federal  reserve  bank,  and  shall  advise  each  bank  of  audi  rate. 

That  was  stricken  out  in  one  of  the  succeeding  drafts,  and  the  la^ 
as  finally  passed  provided  that  each  Federd  reserve  bank  should 
establish  from  time  to  time,  subject  to  review  and  determination  of 
the  Federal  Reserve  Board,  Tates  of  discount  to  be  charged  by  the 
Federal  reserve  bank  for  each  class  of  paper,  which  rate  shall  be  fixed 
with  a  view  of  accommodating  commerce  and  business,  and  so  on. 

I  will  state  frankly  that  the  Attomej  General  of  the  United 
States,  in  December,  1919,  gave  an  opinion,  at  the  request  of  the 
Secretary  of  the  Treasury,  that  the  Federal  Reserve  Board  has  the 
right,  if  it  chooses  to  exercise  it,  to  fix  and  determine,  under  its  power 
01  review,  a  rate  previously  established  by  a  Federal  reserve  Dank, 
even  if  the  directors  of  the  Federal  reserve  Dank  disapprove  of  having 
its  rate  changed.  But  there  again  is  a  power  which  should  be  exer- 
cised with  great  discretion  and  moderation.  The  Federal  Reserve 
Board  is  not  organized  as  a  central  bank;  we  have  no  credit  files;  it 
does  not  seem  to  be  our  business,  by  any  provision  anywhere  in  the 
act — and  certainly  we  are  not  given  the  machinery — to  keep  up  with 
individual  credits.  That  seems  clearly  to  be  left  to  the  Federal 
reserve  banks. 

The  directors  of  a  reserve  bank,  under  this  law,  subject  to  the 
provisions  of  law,  and  the  orders  of  the  board,  must ''  extend  to  each 
member  bank  such  discounts,  advancements,  and  accommodations 
as  may  be  safely  and  reasonably  made  with  due  regard  for  the  claims 
and  demands  of  other  member  banks." 

This  means  that  if  the  directors  of  any  Federal  reserve  bank, 
through  prejudice  or  for  any  other  reason,  wanted  to  refuse  reason- 
able and  proper  discounts  which  might  safely  be  made  to  a  member 
bank — that  is,  if  they  were  prejudiced  against  that  bank  and  should 
refuse  reasonable  and  proper  discounts  which  might  safely  be  made 
to  that  bank — then  that  bank  could  take  an  appeal  to  the  Federal 
Reserve  Board,  and  the  Federal  Reserve  Board  could  order  the  Fed- 
eral reserve  bank  to  discount  for  that  bank,  if  it  had  good  and 
eligible  paper  to  offer.  But  there  is  nothing  in  the  law  that  the 
Federal  Reserve  Board  has  power  to  determine  for  any  bank  whether 
that  paper  is  good.  The  question  of  credit  is  one  of  the  most  delicate 
and  complicated  matters  connected  with  the  banking  business.  Each 
Federal  reserve  bank  and  each  member  bank  and  nonmember  bank 
pays  special  attention  to  the  credit  worth  of  their  customers.  The 
Federal  Reserve  Board  is  not  qualified  to  pass  on  individual  credits. 

Now,  as  to  the  discount  rate.  Up  to  this  time  the  Federal  Reserve 
Board  has  never  exercised  its  power  to  fix  discount  rates  over  the 
wishes  of  a  Federal  reserve  bauK.  There  have  been  instances — onlv 
occasional  instances — where  the  directors  of  a  Federal  reserve  bank 
have  met  and  have  decided  on  certain  changes  in  discount  rates,  and 
the  Federal  Reserve  Board,  having  a  new  case  presented  for  its 
review  and  determination,  has  approved  those  changes  in  part  and 
has  fixed  other  rat'^s  in  lieu  of  some  suggested  by  the  directors;  there 
have  been  instances  of  that  sort.  But  I  do  not  recall  an  instance 
where  the  Federal  Reserve  Board  has  met  in  solemn  session  and  said 
to  a  reserve  bank  in  any  city,  by  telegram  or  otherwise,  "You  have 
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had  such  and  such  a  rate;  hereafter  your  rate  will  be  so  and  so/' 
We  have  always  conferred  with  the  reserve  banks. 

But  if  money  rates  were  such  over  the  country  as  to  warrant  a 
change  in  rates  one  wav  or  the  other,  and  the  reserve  banks  were 
changing  their  rates  all  around,  and  the  board  approved  of  those 
changes,  and  a  certain  reserve  bank  should  obstmately  refuse  to 
change  its  rates,  then  the  board,  after  conferring  with  its  directors, 
if  they  were  still  obdurate,  would  exercise  its  power  to  make  a  change. 
But  we  have  gotten  along  very  harmoniously  with  the  directors  of  all 
the  Federal  reserve  banks  and  their  officers,  and  we  have  frequent 
correspondence  on  the  subject  of  rates,  and  we  have  a  private  wire 
that  keeps  us  in  constant  touch  with  anvthing  they  want  to  report. 

Representative  Sumners.  Governor,  before  you  get  away  irom 
your  discussion  of  the  powers  of  the  board  over  the  banks,  I  want  to 
ask  what  construction  you  place  on  subsection  (j)  of  section  11  ? 

Gov.  Harding.  I  thmk  Ihave  already  explained  that  [reading]: 

To  exercise  general  superviflion  over  said  Federal  reserve  banks. 

That  means  the  power  of  supervising  the  banks  generally,  in  har- 
mony with  the  specific  powers  already  delegated  to  us  in  previous 
paragraphs  of  section  11.  And  it  has  relation  to  the  operations  of 
the  Federal  reserve  banks,  but  our  power  over  a  Federal  reserve  bank 
is  not  as  complete  as  the  powers  of  its  board  of  directors,  who  the 
law  says  shall  perform  the  duties  usually  appertaining  to  the  office 
of  directors  of  banking  associations,  and  the  banks  are  placed  under 
their  supervision  and  control. 

The  situation  is  quite  analogous,  as  I  have  already  stated,  to 
the  supervision  exercised  by  the  Comptroller  of  the  Currency  over 
national  banks  and  the  supervision  exercised  by  State  bank  super- 
intendents over  State  banks. 

Representative  Sumners.  Now,  we  imderstand,  of  course,  that 
the  matter  of  detailed  administration  in  the  several  districts  is  under 
the  control  of  the  officers  of  the  respective  banks  of  those  districts. 

Gov.  Harding.  Yes :  the  board  of  directors  is  authorized  in  section 
ihere  to  fix  by-laws  lor  the  conduct  of  its  business;  it  determines 
what  officers  the  bank  shall  have,  and  what  powers  it  delegates  to 
those  officers.  The  board  of  directors  is  in  control  of  the  TederaF 
reserve  bank;  the  Federal  Reserve  Board  does  not  have  the  same 
control. 

Representative  Sumners.  I  understand  that  verj  well.  But  what 
lam  trying  to  find  out  is  this:  Does  that  subsection  (j)  mean,  con- 
strued in  connection  with  the  rest  of  the  provisions  of  the  act,  that 
while,  as  a  matter  of  fact,  the  governing  omcers  of  the  Federal  banks 
have  to  do  with  the  details  of  the  operations  of  those  banks  and  the 
general  policy  of  those  banks  withm  their  respective  districts,  yet 
they  exercise  whatever  powers  they  do  exercise  under  the  general 
supervision  of  the  Federal  Reserve  Board;  so  that,  constrmng  the 
whole  of  it,  and  undertaking  to  determine  the  relationship  of  the 
hoard  to  the  several  reserve  banks,  are  we  to  conclude  that  under 
this  subsection  you  have  a  general  power  of  control  ? 

Gov.  Harding.  Congressman,  I  think  the  simplest  way  to  de- 
termine that  is  to  refer  to  any  standard  dictionary  for  a  definition  of 
the  word  "supervision"  and  for  a  definition  of  the  word  '^control." 

Now,  it  seems  to  me  that  we  can  distinguish  between  ''supervision*' 
and  "control."    Certainly,  the  supervision  and  direction  which  the 
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law  says  the  board  of  directors  shall  perform — *^the  board  of  directors 
shall  perform  the  duties  usually  appertaining  to  the  oflBce  of  directors 
of  banking  associations'' — must  mean  a  more  intimate  relation  than 
can  be  exercised  by  any  board  exercising  merely  supervisory  powers. 

Representative  Sumners.  Yes;  I  understand  that.  But  I  am 
trying  to  get 

Gov.  Harding  (interposing).  I  will  say,  Mr.  Sumners,  that  later  on 
I  am  going  to  bring  in  some  specific  matters  into  the  discussion,  that 
if  your  questions  were  asked  tnen  you  would  have  an  answer  to  them. 

jRepresentative  Sumners.  I  thought  you  were  discussing  now  the 
fundamental  question  of  power. 

Gov.  Harding.  I  am  coming  to  the  most  fundamental  thing  of  all. 

Representative  Sumners.  \^ry  well;  just  one  more  question  I 
woula  like  to  ask  and  then  I  will  not  press  the  matter  further:  Do 
you  think  that  any  general  supervision  can  be  exercised  where  the 
power  of  control  does  not  rest? 

Gov.  Harding.  Certain  supervision  can  be  exercised  when  you 
have  power  to  examine;  power  to  approve  salaries;  power  to  remove 
for  cause. 

Representative  Sumners.  I  will  not  disturb  you  any  more  in  your 
discussion  now. 

Gov.  Harding.  But  I  think  you  must  draw  the  line;  in  any 
efficient  administration  you  can  not  have  two  controlling  bodies. 
The  Federal  reserve  .banks  which  are  sometimes  called  regional 
banks — that  term  is  not  used  in  the  act— are  entirely  independent 
corporations;  each  one  independent  of  the  others. 

Representative  Sumners.  I  do  not  think  there  is  any  discussion 
about  that;  I  was  not  directing  my  question  to  the  matter  of  policy, 
because  I  recognize  that  that  must  be  determined  by  the  board  abso- 
lutely^   But  I  was  directing  my  question  to  the  law. 

Gov.  Harding.  I  have  tried  to  make  myself  clear. 

Representative  Sumners.  I  will  not  press  it  further. 

Gov.  Harding."  My  position  is  that  the  Federal  Reserve  Board 
should  not  assert,  for  tne  sake  merely  of  asserting  power — it  ought 
not  to  exercise  control,  merely  for  the  sake  of  exercising  control, 
even  if  ujider  the  law  it  could  exercise  control  and  power  to  manage. 

Representative  Su^iners.  Do  you  mean  '* ought  not"  in  the  sense 
of ''can  not." 

Gov.  Harding.  I  think  under  the  law  the  Federal  Reserve  Board 
could  meet  to-morrow  morning,  if  it  saw  fit,  and  remove  every  officer 
and  every  director  of  every  Federal  reserve  bank.  The  law  only 
requires 

Representative  Sumners  (interposing).  That  is  subsection  (f)  ? 

Gov.  Harding.  The  law  says: 

To  suspend  or  remove  any  officer  or  director  of  any  Federal  reserve  bank,  the  cause 
of  such  removal  to  be  forthwith  communicated  in  writing  by  the  Federal  Reserve 
Board  to  the  removed  officer  or  director  and  to  said  bank. 

Representative  Sumners.  Yes. 

Gov.  Harding.  Now,  I  think  we  could  assert  any  cause,  however 
trivial  it  may  be,  and  be  within  our  legal  rights  in  making  removals. 
But  I  should  hate  to  withstand  the  force  of  public  opinion  when  people 
began  to  demand  the  reasons  for  such  removals. 

Representative  Sumners.  I  will  not  press  that.  I  am  not  dis- 
cussing policies. 
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Gov.  Harding.  Congress  has  undoubtedly  given  considerable 
powers  to  the  Federal  Reserve  Board,  but  I  think  those  powers  should 
oe  exercised  with  prudence  and  common  sense.  If  the  Federal  Re- 
serve Board  exercised  every  power  that  Congress  has  given  it,  merely 
for  the  sake  of  exercising  the  power,  public  sentiment  would  not 
stand  for  it  very  long. 

Representative  Sumners.  Governor,  I  do  not  see  how  there  can 
be  any  diflFerence  of  opinion  between  you  and  me  on  what  you  started 
out  to  discuss;  you  started  out  to  discuss  the  law. 

Gov,  Harding.  What  specific  matter  have  you  in  mind?  If  you 
will  name  some  specific  instance,  to  get  it  crystallized,  I  will  try  to 
answer  it.     What  are  you  trying  to  get  at  ? 

Representative  Sumners.  I  am  trying  to  get  an  answer  to  my 
question:  I  am  trying  to  find  out  what  you  construe  to  be  your 
powers  under  subsection  (j)  of  section  II. 

Gov.  Harding.  I  have  tried  to  answer. 

Representative  Sumners.  If  your  answer  is  satisfactory  to  you,  it 
will  be  satisfactory  to  me. 

Gov.  Harding.  I  have  said  that  of  the  powers  delegated  by 
Congress  to  the  Federal  Reserve  Board,  in  the  exercise  of  those 
powers  the  rule  of  reason  should  apply.  The  Federal  Reserve  Board 
should  pay  due  regard  to  the  power  which  the  Congress  has  delegated 
to  the  directors  of  the  Federal  reserve  banks. 

Representative  Sumners.  I  do  not  question  that. 

Gov.  Harding.  Now,  while  we  are  not  a  court — do  not  under- 
stand me  as  claiming  that  the  Federal  Reserve  Board  is  a  court — but 
do  you  think  that  the  supreme  court  of  a  State,  or  the  Supreme 
Court  of  the  United  States,  would  undertake,  prima  facie,  to  pass 
judgment  on  a  case  which  is  to  come  up  before  a  lower  court  ?  They 
exercise  their  powers  on  appeal. 

Representative  Sumners.  Yes. 

Gov.  Harding.  Now,  the  powers  exercised  by  the  Federal  Reserve 
Board  are  somewhat  analogous. 

Senator  Lenroot.  I  want  to  ask  this  question:  Under  your  con- 
struction of  the  law,  are  the  class  C  directors  representative  of  the 
board  in  any  senss  ? 

Gov.  Harding.  They  are. 

Senator  Lenroot.  Is  it  your  construction  of  the  law  that  it  was 
the  intent  that  the  Federal  Reserve  Board  should  exercise  a  super- 
vision— a  direction  of  policy  through  their  representatives  ? 

Gov.  Harding.  I  think  the  law  undertooK  to  give  the  Federal 
Reserve  Board  the  opportunity  of  exercising  its  supervisory  powt-rs 
as  I  think  Congressman  Sumners  understands  them,  in  a  perfectly 
proper  and  ethical  way  by  having  the  board  represented  directly  on 
the  board  of.  directors  of  a  Federal  reserve  bank. 

Representative  Ten  Eyck.  May  I  ask  a  question  right  here  ? 

Gov.  Harding.  Yes. 

Representative  Ten  Eyck.  Has  the  Federal  Reserve  Board  the 
same  power  and  jurisdiction  over  the  acceptances  or  ordering  tht» 
acceptance  of  certain  papers  as  it  has  over  the  rate-making  power 
that  you  have  describea  here  previously  ? 

Gov.  Harding.  I  do  not  tlimk  so.  T  do  not  see  how  the  Federal 
Reserve  Board  is  expected  bv  this  act  to  exercise  powers  ovrr  matters 
^hich  it  can  not  intelligently  pass  upon. 
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Now,  in  section  4,  I  have  already  quoted  the  duty  of  the  board  of 
directors  in  extending  discounts  to  member  banks.  I  will  read  it 
again  [reading] : 

Said  board  shall  adminiBter  the  affairs  of  said  bank  fairly  and  impartially  and 
without  discrimination  in  favor  of  or  against  any  member  bank  or  banks  and'shall, 
subject  to  the  provisions  of  law  and  the  orders  of  the  Federal  Reserve  Board,  extend 
to  each  member  bank  such  discounts,  advancements  and  accommodations  as  may  be 
safely  and  reasonably  made,  etc. 

It  shall,  subject  to  the  orders  of  the  Federal  Reserve  Board,  extend 
to  each  member  bank  discounts,  etc.,  but  it  does  not  say  that  it  shall, 
subject  to  the  orders  of  the  Federal  Reserve  Board,  discount  paper 
which  the  directors  think  is  unsafe  or  undesirable.  It  says  it  shall 
''extend  to  each  member  bank  such  discounts,  advancements  and 
accommodations  as  may  be  safely  and  reasonably  made."  The 
word  '* safely''  is  in  there,  and  '^ reasonably  made,''  and  another 
qualification,  ''with  due  regard  for  the  claims  and  demands  of  other 
member  banks." 

In  other  words,  the  law  does  not  want  any  Federal  reserve  bank 
authority,  through  prejudice,  to  deprive  anj  member  bank  of  accom- 
modations which  it  is  lairly  entitled  to,  if  it  has  paper  which  can  be 
safely  rediscounted,  nor  does  it  want  any  bank  to  be  shown  favoritism 
and  given  very  large  accommodations  which  might  impair  the  lending 
power  and  obligations  of  all  other  member  banks. 

Representative  Ten  Eyok.  I  will  give  a  specific  instance:  For 
instance,  you  might  find  a  condition  where  one  reserve  bank  has 
refused  to  discoimt  paper  for  another  reserve  bank,  and  upon  your 
investigation  you  find  that  the  money  is  so  located  throughout  the 
country  that  they  should  discoimt  for  that  bank. 

Gov.  Harding.  The  Federal  Reserve  Board  has  no  jurisdiction 
whatever  over  what  paper  a  member  bank  shall  take  from  a  customer, 
or  anyone  else. 

Representative  Ten  Eyck.  I  meant  a  Federal  reserve  bank, 
excuse  me.  As  you  described  it  before,  you  said  vou  had  the  power 
and  would  act  if  one  Federal  reserve  bank  refused  to  discount  paper 
for  another  Federal  reserve  bank,  and  if  after  due  investigation  you 
found  that  the  money  was  needed  in  that  particular  locality,  and 
I  was 

Gov.  Harding  (interposing).  It  has  never  been  necessary  for  the 
Federal  Reserve  Board  to  exercise  its  power  to  require  one  Federa  1 
reserve  bank  to  discoimt  paper  for  another  Federal  reserve  bank. 

Representative  Ten  Eyck.  I  appreciate  that;  you  say  there  ha«?' 
been  a  spirit  of  cooperation. 

Gov.  Harding.  I  will  explain  that  a  little  later. 

Representative  Ten  Eyck.  Let  me  go  a  little  further:  Now,  if  the 
first  Federal  reserve  bank  had  refused  to  discount  paper  for  the  sec- 
ond Federal  reserve  bank  because  they  had  a  feeling,  as  you  expressed 
it  heretofore,  and  they  might  refuse  to  accept  the  paper  that  the 
second  Federal  reserve  bank  presented,  as  a  continuation  of  the 
policy  of  keeping  the  money  from  that  particular  locality,  could  you 
step  m  and  investigate  that  paper,  and  after  due  investigation  could 
you  say  to  the  first  Federal  reserve  bank,  "  You  have  got  to  accept 
that  paper"? 

Gov.  Harding.  What  would  happen  is  this:  The  paper  offered  by 
any  Federal  reserve  bank  for  rediscount  to  another  Federal  reserve 
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bank — I  explained  the  reason  why  these  matters  come  through  the 
board,  so  that  we  can  allocate  the  funds  and  distribute  them  without 
favor  or  burden  as  the  case  may  be.  Now,  if  one  Federal  reserve 
bank  had  a  lai^e  voliune  of  paper  which  it  had  discounted  for  another 
Federal  reserve  bank  and  had  the  indorsement  of  the  borrowing 
Federal  reserve  bank  on  it,  but  knew  nothing  as  to  the  credits  in- 
volved in  the  various  transactions,  if  it  felt  uneasy  and  felt  tJiat  it 
was  expanding  itself  for  the  benefit  of  those  borrowing  Federal  re- 
serve banks  more  than  it  ought  to  in  justice  to  its  members  banks,  or 
it  it  felt  uneasy  about  the  quality  of  the  paper,  now  what  would 
happen — this  never  has  happened — ^but  what  would  happen 

Kepresentative  Ten  Eyok.  That  is  what  I  want. 

Gov.  Harding.  One  of  the  officers  of  the  lending  Federal  reserve 
bank  would  come  to  Washington  and  say,  ''See  here,  now,  we  don't 
know  anything  about  this  particular  paper;  we  sent  for  a  list  of  it 
and  we  do  not  think  much  of  it;  we  are  carrying  so  much  of  this 
paper,  and  the  borrowing  reserve  bank's  capital  is  so  much;  and  we 
are  carrying  in  this  way  two  or  three  or  four  times  the  amount  of 
the  capital  of  the  borrowing  bank.  Now,  we  don't  think  you  should 
make  us  go  anv  further  with  this.  If  there  is  anything  wrong,  let 
us  stop  it.  Tne  law  provides  a  method.  The  law  does  not  presume 
that  tne  Federal  reserve  bank  is  absolutely  impregnable;  it  provides 
what  shall  be  done  in  the  case  of  insolvency.  The  whole  system 
would  not  be  insolvent  because  of  the  insolvency  of  anv  one  bank. 
Those  are  matters  which  mifi:ht  arise  but  are  very  imlikely. 

Senator  Lenroot.  I  would  like  to  ask  this  question:  Section  4, 
which  you  have  quoted,  provides: 

Said  board  shall  administer  the  affairs  of  said  bank  fairly  and  impartially 
and  •  *  *  extend  to  each  member  bank  such  discounts,  advancements,  and 
accommodations  as  may  be  safely  and  reasonably  made,  etc. 

Is  it  under  that  section  that  you  would  exercise  power  over  collat- 
eral, if  you  did  exercise  power  over  questions  of  collateral  ? 

Gov.  Hakding.  The  Federal  Reserve  Board  does  not  determine 
the  question  of  collateral. 

Senator  Lenroot.  Has  it  never  determined  a  question  of  collateral  ? 

Gov,  Harding.  The  Federal  Reserve  Board  does  not  determine 
questions  of  collateral.  But  under  section  13,  it  has  repeatedly 
admonished  reserve  banks  that  they  must  not  define  the  eligibility 
of  paper;  if  there  is  any  doubt  about  the  eligibility  of  paper,  that 
question  must  be  referred  to  the  Federal  Reserve  Board  for  its  deter- 
mination. And  the  Federal  Reserve  Board  has  repeatedly  admon- 
ished reserve  banks  that  it  is  their  duty  to  live  up  literally  to  section  4 
of  the  Federal  reserve  act,  and  that  they  must  consider  all  offerings 
from  all  banks  of  any  eligible  paper.  If  the  paper  is  clearly  not  eligi- 
ble, they  can  not  take  it,  and  must  decline  it.  If  the  paper  is  eligible 
technically,  but  is  of  a  doubtful  security  and  the  board  of  directors 
feel  uncertain  about  it,  and  feel  that  they  can  not  safely,  or  can  not 
vith  proper  regard  to  the  reguirements  of  the  other  banks  in  the 
district,  take  the  loan,  then  it  is  their  duty  to  decline  to  make  it;  and 
I  do  not  believe  that  the  Federal  Reserve  Board  has  any  power  to 
direct  a  Federal  reserve  bank  to  make  a  loan  to  any  banK,  if  the 
Federal  reserve  bank's  officers  in  their  honest  judgment  feel  that  that 
loan  is  an  unsafe  loan  to  make.  Of  course,  if  a  complaint  is  made  to 
the  Federal  Reserve  Board,  the  Federal  Reserve  Board  would  investi- 
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gate  it  and  try  to  render  a  decision  which  would  be  just  to  the  Federal 
reserve  bank,  and  to  the  applying  bank  as  well.  But,  certainly  I  do 
not  think  the  Federal  Reserve  Board  would  try  to  dictate  m  tho 
administration  of  matters  which  are  clearly  intended  to  be  left  to  the 
discretion  and  judgment  of  the  directors  o£  a  Federid  reserve  bank, 
and  force  drastic  action  in  a  matter  of  that  kind. 

Senator  Lenroot.  Well,  if  the  Federal  reserve  bank  did  in  fact 
demand  excessive  collateral,  would  that  be  a  matter  for  review  and 
determination  by  the  Federal  Reserve  Board? 

Gov.  Harding.  If  a  complaint  was  made  to  the  board,  it  would. 

Senator  Lenroot.  You  are  going  to  meet  the  chaise  later  on  that 
it  was  done  ? 

Gov.  Harding.  I  am. 

Representative  Funk.  Of  course,  when  paper  is  rediscoimted  by 
one  bank  for  another,  the  original  bank  guarantees  the  amount  of  the 
payment  ? 

Gov.  Harding.  It  guarantees  the  amount  to  the  loaning  bank. 

Representative  Funk.  So  that  any  complaint  that  was  made  to  the 
Federal  Reserve  Board  that  they  turned  it  down  because  they  did 
not  like  the  paper,  would  not  be  a  very  strong  argument,  when  the 
original  bank  guarantees  that  paper. 

Goy.  Harding.  Unless  the  loaning  bank  should  come  to  the 
Federal  Reserve  Board  and  question  the  goodness  of  the  paper  or  the 
strength  of  the  indorsement.  But,  as  I  have  said  before,  that  is  a 
matter  that  has  never  come  up;  never.  It  is  merely  a  theory.  I  do 
not  think  it  is  ever  going  to  come  up. 

Now,  I  understood  from  the  testimony  that  I  heard  here  yesterday 
that  this  commission  was  not  given  a  satisfactory  definition  of  the 
''basic  line.''  It  is  very  important  that  this  commission  should 
have  a  clear  understanding  of  the  meaning  of  the  term  ''basic  line," 
It  is  fundamental.  And  in  order  that  you  may  imderstand  it  I  have 
written  my  definition,  and  want  to  put  it  into  the  record,  so  that 
you  will  understand  it,  and  will  supply  each  member  of  the  commission 
with  a  copy. 

The  Chairman.  Is  this  uniform  throughout  the  districts? 

Gov.  Harding.  I  am  going  to  read  it,  and  I  hope  we  will  dwell 
on  it  until  each  and  every  member  of  the  commission  understands 
it  thoroughly. 

The  basic  line  referred  to  in  various  statements  of  Federal  re- 
serve banks  is  the  theoretical  amount  that  a  Federal  reserve  bank 
could  lend  to  each  member  bank  based  upon  the  member  bank^s 
contribution  to  the  earning  power  of  the  Federal  reserve  bank  and 
upon  the  Federal  reserve  bank's  ability  to  place  issues  of  Federal 
reserve  notes  while  maintaining  a  minimum  reserve  of  40  per  cent 
against  notes  and  35  per  cent  against  reserve  deposits.  Stated 
another  way,  it  represents  the  amount  of  accommodation  that  the 
Federal  reserve  bank  without  borrowing  from  other  Federal  reserve 
banks  could  extend  to  all  its  member  banks  equitably  and  ratably 
if  all  member  banks  were  borrowing  at  the  same  time.  Since  pro- 
gressive rates  have  been  abrogatea  at  all  Federal  reserve  banks, 
the  basic  line  no  longer  has  any  practical  significance  but  is  used 
for  statistical  and  comparative  purposes. 

Now,  I  will  state  there  that  while  the  progressive  rates  were  in 
effect,  as  they  were  in  1920  in  four  districts,  and  until  recently  in 
two  districts 
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Senator  Harrison  (interposing) .  What  districts  were  those  ? 

Gov.  Harding.  The  districts  that  had  the  progressive  rates  were 
Atlanta,  Kansas  City,  Dallas,  and  St.  Louis. 

Senator  Harrison.  And  the  two  that  had  them  until  recently  I 

Gov.  Harding.  The  two  that  abolished  the  progressive  rates 
recently  were  St.  Louis  and  Kansas  City.  In  the  Dallas  district, 
the  progressive  rate  was  abolished  in  February,  1921,  and  in  the 
Atlanta  district  it  was  abolished  in  November,  1920.  In  the  St. 
Louis  district  it  was  abolished  in  June,  and  the  Kansas  City  district 
had  a  limited  pro^essive  rate  imtil  two  or  three  weeks  ago. 

Now,  the  basic  Ime,  when  the  progressive  rate  was  in  eflFect,  meant 
a  ^eat  deal,  because  it  meant  the  amount  of  acconmiodation  on 
which  the  borrowing  member  bank  paid  the  minimum  rate  of  in- 
terest, and  the  application  of  the  basic  line  was  not  uniform  in  all 
<listricts.  For  instance,  some  banks  wanted  to  make  the  basic 
line  relate  to  the  required  reserve  of  the  member  banks,  and  others 
wanted  it  based  on  the  actual  reserves  carried.  One  bank  based  it 
on  the  member  bank's  capital  and  surplus.  And  then,  again,  the 
Atlanta  bank  excluded  from  its  pro^essive  rate  and  added  to  its 
basic  line  an  amount  egual  to  the  capital  stock  of  the  member  bank 
for  all  loans  for  agricultural  and  live-stock  purposes,  so  as  to  give 
the  agricultural  and  live-stock  interests  the  benefit  of  a  lower  rate 
of  interest.  All  banks  which  had  the  progressive  rate  exempted 
from  the  operation  of  that  rate  certain  paper  secured  by  Liberty 
bonds,  Treasury  certificates  and  Victory  notes. 

Now,  if  we  go  on  with  this  we  will  get  a  better  understanding  of  it. 
All  member  banks  are  required  to  be  stockholders  in  the  Federal 
reserve  bank.  They  must  subscribe  for  capital  stock  in  the  Federal 
reserve  bank  to  an  amount  equal  to  6  per  cent  of  their  own  capital 
and  siurplus  and  must  pay  in  one-half  of  their  subscriptions,  or  3 
per  cent  of  their  capital  and  surplus.  Each  member  bank  is  required 
to  carry  its  entire  legal  reserve  with  the  Federal  reserve  bank.  The 
amount  of  this  reserve  varies  according  to  the  classification  of  the 
towns  or  cities  in  which  the  member  banks  are  located. 

This  refers  to  section  19.    I  will  come  to  that  in  a  moment. 

The  reserve  against  time  deposits,  however,  is  the  same  for  all 
member  banks — 3  per  cent.  Tne  reserve  required  against  demand 
<ieposits  held  by  member  banks  in  the  three  central  reserve  cities — 
New  York,  Chicago,  and  St.  Louis — is  13  per  cent.  In  the  reserve 
cities — there  are  50  or  60  reserve  cities — for  instance,  every  city 
which  has  a  Federal  reserve  bank  or  a  branch  bank,  if  it  is  not  a 
central  reserve  city,  has  been  classified  as  a  reserve  city.  Then,  in 
addition,  there  are  a  number  of  other  cities  that  have  been  classified 
from  time  to  time  as  reserve  cities.  I  think  there  are  50  or  60  of  them 
in  all. 

In  the  reserve  cities,  10  per  cent,  and  in  all  other  cities,  towns, 
And  villages,  7  per  cent.  The  following  table  illustrates  the  reserve 
requirements  and  the  theoretical  basic  line  of  discount  acconmioda- 
tions  in  the  case  of  a  member  bank  in  a  small  town  and  of  a  member 
bank  in  a  central  reserve  city. 

Now,  we  will  consider  a  member  bank  A,  located  in  a  small  town, 
which  has  a  capital  of  $25,000  and  a  surplus  of  $15,000,  which  is  a 
total  of  $40,000.  The  stockholding  of  that  bank  in  the  Federal 
reserve  bank — 3  per  cent  of  its  capital  and  surplus — ^is  $1,200.    The 
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reserve  required  to  be  kept  on  deposit  with  the  Federal  reserve 
bank  is  7  per  cent  of  demand  deposits  and  3  per  cent  of  time  deposits. 
It  is  assumed  that  the  demand  deposits  are  $50,000,  and  the  time 
deposits  are  $50,000.  So,  assuming  this  bank  with  a  capital  and 
surplus  of  $40,000  has  a  total  of  deposits  of  $100,000,  one-half  in 
demand  and  one-half  in  time  deposits. 

Representative  Ten  Etck.  Is  that  $50,000  total  ? 

Gov.  Harding.  $50,000  of  time  deposits  and  $50,000  of  demand 
deposits,  making  a  total  of  $100,000  in  deposits. 

The  bank  is  required  to  keep  on  deposit  with  the  Federal  reserve 
bank  as  a  reserve  7  per  cent  of  its  demand  deposits,  and  7  per  cent 
of  $50,000  is  $3,500;  and  it  is  also  required  to  keep  on  deposit  with 
the  Federal  reserve  bank  as  a  reserve  3  per  cent  of  its  time  deposits, 
and  3  per  cent  of  $50,000  is  $1,500,  so  its  total  reserve  deposit 
requirea  is  $5,000. 

The  normal  basic  line  for  credit  accommodation  for  that  bank 
at  the  Federal  reserve  bank  is  as  follows:  The  amount  of  capital 
stock  held  is  $1,200 — we  are  considering  now  what  this  bank  con- 
tributes to  the  Federal  reserve  bank — the  amount  of  capital  stock 
held  is  $1,200.  Of  course,  the  Federal  reserve  bank  does  not  have 
to  carry  a  reserve  against  its  capital  stock. 

This  country  bauK  has  $5,000  at  the  Federal  reserve  bank  which 
it  is  obliged  to  maintain  as  a  reserve  deposit  with  the  Federal 
reserve  bank  against  its  demand  deposits  and  time  deposits,  so  we 
figure  65  per  cent  of  the  reserve  deposit  of  $5,000,  which  makes 
$3,250,  and  add  this  to  its  stock  in  the  reserve  bank,  $1,200,  making 
a  total  of  $4,450. 

Next,  we  multiply  by  2^,  which  represents  the  expansion  through 
Federal  reserve  note  issues.  You  see,  the  Federal  reserve  bank  can 
use  discounted  paper  to  secure  Federal  reserve  notes,  provided  it 
carries  a  reserve  m  gold  of  40  per  cent.  So  we  multiply  the  sum  of  the 
capital  stock  held  oy  the  Federal  reserve  bank,  $1,200  and  65  per 
cent  of  the  reserve  deposit,  $5,000,  or  $3,250,  or  a  total  of  $4,450,  by 
2  J,  and  we  get  $11,125,  which  would  be  that  member  bank's  normal 
basic  line.  In  other  words,  it  is  a  theoretical  line  which  shows  what 
the  Federal  reserve  bank  could  discount  equitably  and  ratably  for  all 
member  banks  in  its  Federal  reserve  bank  district  based  on  the 
reserves  carried  by  each  with  the  Federal  reserve  bank. 

Now,  take  the  case  of  the  large  city  bank,  bank  B,  located  in  a 
central  reserve  city.  These  figures  are  intended  to  be  typical.  This 
bank  has  a  capital  of  $25,000,000  and  a  surplus  of  $15,000,000,  or  a 
total  of  capital  and  surplus  of  $40,000,000.  Its  stockholdings  in  the 
Federal  reserve  bank  are  3  per  cent  of  its  capital  and  surplus,  or 
$1,200,000.  The  assumption  is  made  in  this  case  that  the  largo  city 
bank  has  demand  deposits  of  $250,000,000  and  time  deposits  of 
$50,000,000.  The  reserve  required  to  be  kept  on  deposit  with  the 
Federal  reserve  bank  is  13  per  cent  of  the  demand  deposits, 
$250,000,000,  or  $32,500,000,  and  3  per  cent  of  its  time  deposits, 
$50,000,000,  or  $1,500,000.  Or  a  total  required  to  be  kept  as  a 
reserve  deposit  with  the  Federal  reserve  bank  of  $34,000,000. 

Now,  the  basic  Ime  for  credit  accommodations  for  this  bank  at  the 
Federal  reserve  bank  would  therefore  be  the  amount  of  capital  stock 
held,  $1,200,000  plus  65  per  cent  of  its  reserve  deposit  of  $34,000,000, 
making  $23,300,000.  multiplied  by  2J,  which  represents  the  expan- 
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sion  through  Federal  reserve  note  issues,  would  be  $58,250,000,  this 
bank's  basic  line. 

You  will  notice  that  the  large  city  bank  has  to  maintain  a  reserve 
of  13  per  cent  of  its  demand  deposits,  while  the  country  bank  is 
requir^  to  maintain  a  reserve  of  7  per  cent  of  its  demand  deposits, 
consequently  the  contribution  made  bv  the  reserve  city  b^nk  to  its 
Federal  reserve  bank  is  proportionately  greater  than  the  contribu- 
tion of  the  coimlry  bank  to  its  Federal  reserve  bank. 

The  Chairman.  Of  course,  at  the  same  time  that  7  per  cent  and 
the  13  per  cent  is  the  limiting  factor  in  the  amoimt  which  the  bank 
cun  borrow,  consequentlv  the  bank  that  maintains  a  reserve  of  13 
per  cent,  as  against  the  l)ank  which  maintains  a  reserve  of  7  per 
cent,  can  borrow  twice  as  much. 

Gov.  Harding.  I  say,  it  is  merely  a  theoretical  line,  but  it  is 
used  for  statistical  purposes.  But  what  I  want  to  call  your  attention 
to  is  that  if  this  bank,  whose  basic  line  is  $58,250,000,  should  borrow 
from  the  Federal  reserve  bank  $100,000,000,  and  the  country  bank, 
whose  basic  line  is  $11,125,  should  borrow  $100,000,  the  proportion 
loaned  by  the  Federal  reserve  bank  to  the  country  bank  would  be 
much  greater  than  that  loaned  to  the  city  bank,  because,  in  the  one 
case,  tne  country  bank  would  be  borrowing  nine  times  its  basic' line 
and  the  city  bank  would  be  borrowing  twice  its  basic  line. 

Representative  Sumners.  The  proportion  in  accordance  wjth  its 
capital  stock  would  be  greater,  but  would  the  proportion  be  greater 
in  reference  to  the  capital  stock  itself  ? 

Gov.  Harding.  It  nas  nothing  to  do  with  the  capital  stock. 

Representative  Sumners.  I  do  not  see  why;  perhaps  it  is  due  to 
my  ignorance.  The  big  bank  in  the  city,  witll  $25,000,000  of  capital 
and  $15,000,000  of  surplus,  contributes  a  larger  percentage  of  that 
capital  and  surplus  to  the  stock  of  the  Federal  reserve  system  than 
does  the  eoxmtry  bank  ? 

Gov.  Harding.  Yes,  sir. 

Representative  Sumners.  When  it  shall  have  made  that  contri- 
bution, however,  is  it  not  entitled  to  a  larger  percentage  of  borrowing  ? 

Gov.  Harding.  You  mean  the  city  bank  ? 

Representative  Sumners.  Yes;  the  city  bank. 

Gov.  Harding.  It  gets  it  in  this  way:  You  multiply  by  2^,  the 
same  as  you  do  in  the  case  of  the  country  bank,  ana  the  basic  line 
%nre»  $58,250,000;  and  the  country  bank^s  basic  line  is  figured  at 
tn,125.  The  point  I  want  to  make  is  that  you  have  to  consider  the 
system,  and  consider  it  as  a  whole.  Suppose  that  every  member 
bank  in  every  reserve  district  should  be  borrowing  from  its  Federal 
reserve  bank  its  entire  quota,  then  there  would  not  be  any  surplus 
for  rediscounting  anywhere,  imless  we  reduced  the  reserve  require- 
niente.    While  provision  is  made  for  that,  there  is  a  limit  to  it. 

Representative  Ten  Eyck.  What  is  the  practice,  if  a  bank  is  above 
the  basic  line,  and  another  has  not  kept  up  to  the  basic  line,  even 
though  the  basic  line  is  not  in  operation,  and  both  made  application 
for  money  in  stringent  times — what  would  be  the  practice  of  the 
Federal  reserve  bank  as  regards  which  one  they  would  loan  to  first  ? 

Gov.  Harding.  I  do  not  think  any  Federal  reserve  bank  has  ever 
made  any  discrimination  in  that  way.  It  is  not  a  question  which  it 
would  favor  first,  because  no  Federal  reserve  bank  has  a  waiting  list; 
every  Federal  reserve  bank  is  ready  for  business  every  business  day 
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in  the  year;  every  Federal  reserve  bank  rediscounts  paper  every  day, 
and  probably  most  Federal  reserve  banks  decline  to  take  some 
oflFerings  every  day. 

Representative  Ten  Etck.  In  other  words,  they  would  not  con- 
sider this  then  in  loaning  ? 

Gov.  Harding.  It  is  a  sort  of  a  rule  to  go  by;  a  gauge.  In  otiier 
words,  you  can  look  over  this  Ust  and  tell  at  a  glance  the  situation; 
it  is  a  convenient  way  for  the  board  to  keep  in  touch* with  the  banks. 
A  Federal  reserve  bank  will  report  that  it  is  loaning  to  bank  A  such 
an  amount;  to  bank  B  so*  much;  and  to  bank  C  so  much.  If  the 
''ba^c  line"  is  reported  in  each  case,  the  Reserve  Board  can  get  a 
better  line  on  the  relative  borrowings. 

Representative  Ten  Eyok.  It  has  no  relation  as  regards  the  dis- 
coimting  of  paper  at  this  time  ? 

Gov.  Harding.  It  has  no  effect  at  all  at  the  present  time. 

The  Chairman.  It  would  have  an  eflFect  under  the  progressive  rate, 
however? 

Gov.  Harding.  It  would  have  under  the  progressive  rate. 

Representative  Funk.  Is  there  any  way  by  which  the  member 
bank  can  get  increased  accommodation  with  the  Federal  reserve 
bank  other  than  the  way  you  have  outlined  here;  that  is,  by  selling 
its  own  paper?    May  it  actually  sell  paper  which  it  has  taken  in? 

Gov.  Harding.  I  assume  that  nearly  all  banks  in  the  United 
States  have  paper  which  is  not  eligible  for  discount  at  Federal  reserve 
banks,  under  tne  law.  The  majority  of  banks  in  the  United  States 
are  not  members  of  the  Federal  reserve  system.  Most  banks  which 
are  members  of  the  Federal  reserve  system,  approximately  10,000  \ 
in  number,  maintain  accoimts  with  other  banks  that  they  were  in  the 
habit  of  keeping  before  the  Federal  reserve  system  was  organized.  | 
And  a  great  many  coimtry  banks,  and  banks  in  good-sized  cities,  will 
discoimt  not  only  with  the  Federal  reserve  bank  of  their  district, 
but  with  their  correspondent  in  the  financial  center  where  they  have 
been  in  the  habit  of  carrying  an  account.  For  instance,  a  number 
of  Wisconsin  banks  in  the  central  and  southern  part  of  the  State 
have  accounts  with  Milwaukee  banks  or  with  Chicago  banks,  and 
you  will  find  that  they  still  get  discount  accommodations  from  the 
Milwaukee  and  Chicago  banks.  And  in  the  northern  part  of  the 
State  they  may  deal  with  the  Twin  Cities,  and  they  get  accommo- 
dations there.  The  banks  in  North  Dakota,  South  Dakota,  and 
Montana  get  their  accommodations  in  part  from  the  Federal  reserve 
bank  and  m  part  from  the  member  banks  that  they  have  been  in  the 
habit  of  dealmg  with. 

Representative  Ten  Eyck.  It  is  not  necessary  then  for  a  national 
bank  to  be  a  member  bank  in  order  to  discount  their  paper  with  the 
reserve  bank  ? 

Gov.  Harding.  Section  13  requires  that  to  be  eligible,  in  addition 
to  the  other  requirements  for  eligibility,  all  paper  must  bear  the  in- 
dorsement of  a  member  bank. 

Representative  Funk.  My  question  was  as  to  whether  a  menaber 
bank  could  secure  other  accommodations  than  you  have  outlined 
here  from  a  Federal  reserve  bank. 

Gov.  Harding.  Accommodation  on  their  basic  lines  ? 

Representative  Funk.  Yes. 
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Gov.  Harding.  Surely;  they  do  it  all  the  time. 
Representative  Funk.  Will  you  explain  that,  please  I  Here  is  a 
bank  that  is  pressed  by  its  customers  for  money.  You  have  out- 
lined how  imaer  the  Federal  reserve  banking  act  they  can  go  up  to 
the  basic  line.  Is  there  any  other  way  by  wmdh  they  can  get  accom- 
modations from  a  reserve  bank;  and  if  so,  how,  in  general  terms? 

Gov.  Harding.  I  have  tried  to  make  it  clear,  Congressman,  that 
the  basic  line  is  merely  a  theoretical  line. 
Representative  Funk.  I  understand  that. 

Gov.  Harding.  I  can  cite  you  numerous  instances  in  all  dis- 
tricts where  banks  have  discounted  with  the  Federal  reserve  bank 
up  to  five,  ten,  and  fifteen  times  their  basic  line.  The  basic  line  does 
not  limit  them  at  all.  I  believe  you  are  from  Illinois.  Here  is  a 
statement  from  the  Federal  reserve  bank  of  Chicago 

Representative  Funk.  I  am  not  complaining  of  the  basic  line  or 
whatever  application  you  make  of  it,  but  is  there  another  scheme  or 
method  whereby  banks  can  secure  aid  through  this  Federfd  reserve 
act? 

Gov.  Harding.  Why,  the  member  banks  can  secure  aid  from  the 
Federal  reserve  bank  as  long  as  thev  offer  eli^ble  paper  which  is 
acceptable  to  the  Federal  reserve  bank.  If  the  Federal  reserve  bank 
thinks  the  paper  is  safe  and  the  acconmiodations  can  reasonably  be 
made,  why,  it  takes  it.  The  basic  line  does  not  cut  any  figure  what- 
soever. 

Now,  I  want  to  cite  you  an  instance  here  of  a  bank  in  Illinois — 
nmnerous  instances.  Here  is  a  bank  in  Illinois  with  a  capital  of 
$50,000,  surplus  $25,500.  Its  theoretical  basic  line  is  $38^850.  The 
reserve  it  actually  carried  with  the  Federal  reserve  bank  is  $24,492. 
On  June  30,  1921,  that  particular  bank  was  borrowing  from  the 
Federal  reserve  bank  of  Chicago  $142,666. 

Representative  Funk.  What  was  it  early  in  1920 1 

Gov.  Habding.  That  same  bank  on  June  30,  1920,  was  borrowing 
S77,af55,  and  on  June  30,  1921,  was  borrowing  $142,666. 

Representative  Funk.  Well,  I  suppose  the  time  it  needed  assist* 
ance  was  1920. 

Gov.  Habding.  Well,  it  rot  it  ri^ht  alcmg. 

Representative  Funk.  Half  of  wnat  it  got  in  1921. 

Gov.  Harding.  I  am  giving  you  the  comparative  figures  for  June 
30,  1920,  and  June  30,  1921.  Tliey  borrow  now  nearly  twice  as 
much  as  in  1920. 

Representative  Funk.  Certainly.  In  other  words,  they  were  bor- 
rowing half  as  much  in  1920,  when  they  needed  it,  as  they  are  bor- 
rowing now. 

Gov.  Habding.  When  did  they  need  it  most — before  the  30th  of 
June  or  after  the  30th  of  June  ? 

Representative  Funk.  I  do  not  know  what  that  particular  bank 
needed. 

Gov.  Habding.  That  increase  in  that  particular  loan  has  taken 
place  since  the  30th  of  June,  1920.  I  will  read  you  some  other 
instances.  There  is  no  use  denying  that  very  large  accommodations 
vere  granted  in  the  fall  of  1920.  In  the  first  place,  at  one  time,  in  the 
latter  part  of  October,  1920,  we  had  eight  Federal  reserve  banks  bor- 
rowiog  from  three  Federal  reserve  banks  a  total  amount  of  $267,- 

91841— 22-^OL  2 ^19 


Digitized  by 


Google 


290  AGMCULrTURAL  INQUIRY. 

000,000.  Now,  when  you  expand  that  by  two  and  one-half  times, 
that  represents  over  $667,000,000  of  creait  that  was  furnished  by 
three  Federal  reserve  banks  to  help  out  the  situation  in  October  mi 
November,  1920,  in  other  Federal  reserve  districts. 

I  worked  through  all  that  period  of  1920,  and  was  here  con- 
stantly, sittmg  at  mv  desk,  getting  tel^ams  from  one  Federal 
reserve  bank  asking  for  discounts,  watching  all  the  figiu'es,  and  I 
know  that  credits  were  extended  as  the  demands  came  in.  There  was 
never  a  case  where  application  was  made  by  a  Federal  reserve  bank 
for  credit  with  another  that  it  was  tinned  down  or  declined.    It  was 

f)retty  close  figuring,  but  we  maintained  the  reserves  as  required  by 
aw. 

Senator  Harrison.  And  during  that  time  the  progressive  rate  was 
being  applied  in  only  four  districts,  was  it.  Governor  ? 

Gov.  Harding,   les.     I  will  take  up  the  progressive  rate  directly. 

Here  is  a  chart  which  shows  in  a  graphic  way — I  will  pass  it  around 
so  you  can  see  it.  This  soUd  white  Ime  here  [indicatii^]  represents 
the  earning  assets  of  the  Federal  reserve  banks.  That  mcludes  bilk 
rediscounted  by  member  baijks  and  the  acceptances  bought  by 
Federal  reserve  banks  and  the  relatively  small  amount  of  Government 
securities  that  they  own.  You  will  see  here  that  the  ^eat  expansion 
in  Federal  reserve  credit  began  to  take  place  about  the  19th  of  Sep- 
tember, 1919,  and  that  it  went  up  very  rapidly  until  the  2d  of  Jan- 
uary, 1920,  and  then,  with  these  fluctuations,  it  went  up  imtil  the  5th 
of  November,  1920. 

This  broken  white  line  here  [indicating]  represents  the  Federal  reserve 
note  issues.  You  see  they  went  up  steadify  until  the  24th  of  Decem- 
ber, 1920.  Since  then  they  have  oeen  gomg  down,  and  at  the  date 
this  chart  was  made — the  latter  part  of  May — they  were  back  to  where 
they  were  in  September,  1919.  This  shows  the  tning  graphically.  I 
will  try  to  give  you  exact  figures,  although  in  the  statement  I  made 
before  the  House  committee  I  was  talking  from  the  original  of  this 
chart  and  gave  the  approximate  figures  shown  on  the  scale. 

Senator  Harrison.  In  speaking  of  the  basic  line  and  these  per- 
centages that  apply,  you  made  a  remark  a  moment  ago  which  is  quite 
true,  that  these  country  banks  keep  large  deposits  in  cities  in  the 
reserve  centers,  and  consequently  these  large  banks  use  the  deposits 
from  the  Federal  reserve  oanks,  do  they  not  ?  Their  percentages 
would  be  increased  that  much,  because  of  the  little  banks  keeping  j 
lai^er  deposits  in  the  cities  ? 

Gov.  Harding.  I  do  not  catch  that  exactly.  You  mean  that  the 
city  bank  which  has  a  large  amount  of  coimtry  accoimts 

Senator  Harrison.  Yes;  they  would  be  enabled,  therefore,  to 
have  a  larger  credit,  because  the  country  banks  are  keeping  a  large 
deposit  in  the  city  banks,  but  the  city  banks  do  not  keep  a  lai^ 
deposit  in  the  country  banks. 

Grov.  Harding.  Yes;  but  they  have  merely  to  carry  a  certain 
portion  of  that  credit,  13  per  cent  or  10  per  cent,  according  to  the 
classification  of  the  city.  That  does  not  enable  the  Federal  reserve 
bank  to  extend  as  much  credit  as  would  be  the  case  if  all  banks  were 
member  banks  and  dealt  directly  with  the  Federal  reserve  bank. 

Suppose  that  Senator  Smith  was  a  banker  and  you  were  a  banker 
and  you  kept  an  account  with  him;  that  you  did  not  belong  to  the 
Federal  reserve  system,  but  Senator  Smith  did.     You  keep  $100,000 
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balance  with  Senator  Smith.  Senator  Smith,  if  he  is  located  in  a 
reserve  city,  would  carry  with  the  Federal  reserve  bank — assuming 
that  your  deposit  was  all  on  demand,  only  $10,000  of  it.  The  reserve 
bank  would  not  get  the  benefit  of  your  $100,000.  It  would  get  only 
the  10  per  cent  reserve  against  your  deposit  with  Senator  Smith  s 
bank,  and  that  would  be  dl  the  Federal  reserve  bank  would  have  to 
base  its  loans  on,  as  far  as  your  deposit  is  concerned  ? 

Representative  Sumners.  I  want  to  ask  you  a  question  with 
regard  to  progressive  rates. 

Gov.  Harding.  Can  we  not  take  up  the  progressive  rate  matter  a 
httle  later  on  ? 

The  Chairman.  I  surest  that  perhaps  it  would  be  wiser  to  let 
Gov.  Harding  develop  me  system  nrst. 

Representative  Sumners.  I  do  not  want  to  insist  at  all.  I  imder- 
stood  the  governor  was  discussing  progressive  rates  a  moment  ago. 

Gov.  HTrdino.  No;  I  had  not  come  to  them  yet.  .  I  was  merely 
referring  to  them. 

Representative  Sumners.  I  thought  you  submitted  a  table  here 
with  reference  to  progressive  rates. 

Gov.  Harding.  That  was  about  the  basic  line. 

Here  is  an  address  I  made  at  Cleveland,  Ohio,  on  the  16th  of 
September,  1920,  at  a  time  when  demands  were  very  heavy  on 
the  Federal  reserve  system,  and  I  think  if  this  commission  would 
like  to  get  an  insight  into  what  the  views  of  the  Federal  Reserve 
Board  were  at  that  time  and  what  the  board's  poUcies  were,  it  mi^ht 
be  better  to  go  back  and  refer  to  things  which  took  place  at  the  time 
rather  than  nave  a  made-to-order  statement  at  the  present  time. 
[Reading:] 

The  Federal  reserve  banks,  as  the  custodians  of  the  ultimate  banking  reserves  of 
the  country,  as  the  mainstay  of  the  acceptance  market,  as  the  agencies  of  last  resort 
in  the  matter  of  rediscounts,  and  as  the  media  through  which  so  large  and  important 
a  put  of  the  currency  is  issued,  must  always  be  kept  in  an  absolutely  sound  ana  strong 
position.  Their  strength  must  be  measured  by  uie  liquidity  and  intrinsic  value  o! 
invested  assets,  which  include  rediscounts  for  member  banks,  as  well  as  by  the  pro- 
portion of  gold  and  lawful  money  to  their  liabilities.  A  cold  reserve  is  essential  to  a 
SDond  financial  system.  This  percentage  of  reserve  ou^t  normally  to  be  consider- 
ably higher  than  the  minimiim  required  by  law,  in  order  to  provide  ample  margin 
for  meeting  unusually  large  seasonal  requirements  and  unexpected  emergencies,  but 
even  though  the  reserve  should  fall  temporarily  below  legal  requirements — 

I  said  this  advisedly,  because  at  that  time  it  looked  very 
much  as  though  the  reserves  would  fall  below  legal  requirements, 
Mid  we  did  not  want  any  shock  to  come  upon  the  country  if  that 
action  was  taken.  When  we  had  a  large  issue  of  Federal  reserve 
notes  outstanding,  obligations  of  the  United  States  Government, 
and  those  notes  are  redeemable  in  gold  or  lawful  money  at  any  Fed- 
eral reserve  bank,  and  in  gold  at  the  Treasury  of  the  United  States, 
and  when  we  had  considerably  more  notes  outstanding  than  we  had 
gold  on  hand,  it  was  very  necessary  not  to  alarm  anybody  about  the 
value  of  the  currency.  Otherwise  we  might  have  been  deluged  with 
Federal  reserve  notes  for  redemption  b>;  people  wanting  gold. 

Bear  in  mind  that  the  war  obligations  of  the  Government  are 
payable  in  gold,  and  it  is  necessary  that  our  currency  system— that 
Js,  in  the  opinion  of  the  board — should  be  kept  on  a  gold  basis.  If 
the  pubUc  should  coincide  with  some  of  the  views  I  have  heard 
expressed  lately,  that  it  would  benefit  business  in  this  country  if  we 
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got  on  the  basis  of  the  German  paper  markj  which  is  worth  now  only 
about  7  per  cent  of  its  normal  gola  value — ^m  other  words,  if  we  wish 
to  get  on  the  basis  of  irredeemable  paper  currency  in  this  countay, 
that  is  the  business  of  Congress  and  not  of  the  Federal  Reserve  Board. 
The  Federal  Reserve  Board's  duty  is  to  administer  the  law  as  Congress 
has  given  it  to  us,  and  the  law  requires  tiie  Federal  reserve  banks  to 
be  in  a  position  to  redeem  in  gold  or  lawful  money  all  Federal  resove 
notes  presented  to  them  for  redemption. 

Now,  this  was  a  verv  serious  thing  we  had  to  consider  all  last  fall. 
You  will  renaember  tne  panicky  talk  that  was  going  on  last  fall. 
And  I  said  this  deliberately.  I  snowed  it  to  colleagues  on  the  Federal 
Reserve  Board,  and  they  approved  of  this  statement.  They  wanted 
to  do  what  they  could  to  prepare  the  public  mind  incase  the  reserves 
should  go  below  the  legal  minimum,  so  that  there  would  not  be  any 
scare  or  panic  or  shock.    I  said: 

Bnt  even  though  the  reeervee  should  foU  temporarily  below  l^gal  requirements,  there 
would  be  no  occasion  for  uneasiness  provided  the  assets  of  the  banks  are  of  the  s^-Uqui- 
dating  character  which  would  admit  of  the  restoration  of  the  reserve  within  a  reasonable 
time.  It  would  be  folly  to  inflict  serious  injury  u]^n  agriculture,  commerce,  and 
industry  merely  for  the  sake  of  maintaining  an  arbitrary  minimum  reBerve,  but  it 
would  be  still  more  consumate  folly  to  treat  a  low  reserve  position,  brou^t  about  by 
an  emergency,  as  a  normal  base  from  which  future  emergencies  are  to  be  met. 

In  other  words,  when  you  have  an  emergencv,  take  care  of  it,  but 
do  not  educate  tne  pubhc  and  the  banks  to  tne  idea  that  once  the 
Federal  reserve  system  has  reached  an  abnormally  low  reserve  that 
that  reserve  is  big  enough  and  stay  on  that  basis,  so  that  when  another 
emergency  comes  along  we  start  from  that  low  point.    [Reading :] 

The  average  reserve  now  required  of  aU  national  banks  is  about  8  per  cent  of  Aeir 
net  deposits.  As  this  reserve  must  be  carried  with  the  Federal  reserve  bank,  it  will 
amount  to  8  per  cent  in  terms  of  gold  and  lawful  money,  only  when  the  reserve  U  the 
Federal  reserve  bank  is  100  per  cent  of  its  liabilities,  and  it  is  reduced  pari  pasBU  as  the 
reserve  of  the  Federal  reserve  bank  declines. 

For  instance,  suppose  a  bank  in  Milwaukee  had  a  $1,000,000  reserve 
balance  with  the  Federal  reserve  bank  of  Chica^,  and  that  $1,000,000 
represented  10  per  cent  of  its  deposit  liabilities.  Now,  in  terms  of 
gold  and  lawful  money,  that  Milwaukee  bank  would  have  10  per  cent 
reserve  only  if  the  Federal  reserve  bank  of  duca^o  had  100  per  cent 
reserve  against  its  deposits  and  note  issue  liabilities.  If  the  Qhicago 
bank  has  a  50  per  cent  reserve,  then  your  Milwaukee  bank  has  only  a 
6  per  cent  gold  reserve.  If  the  Chicago  bank  has  25  per  cent  reserve, 
then  the  Amwaukee  bank  has  only  a  2  J  per  cent  gold  reserve.    [Read- 

There  are  some  who  believe  that  the  minimum  reserve  required  by  law  mav  be 
liditly  infringed  upon,  for  they  say,  "  What  is  a  reserve  for  if  it  is  not  to  use?  "  Some 
'vnio  hold  these  views  are  fond  of  referring  to  the  case  of  a  hospital  where  all  the  beds  are 
occupied,  except  a  few  which  are  held  m  reserve.  The  ambulance  brings  in  a  badly 
injured  man,  who  is  denied  adminission  upon  the  ground  that  all  the  beds  are  full. 
The  ambulance  surgeon  points  to  two  or  three  unoccupied  beds  and  is  met  wi^  th^ 
response,  "Tliose  are  reserved  beds  and  can  not  be  used.''  Certainly,  any  hospital 
under  sane  management  would  use  those  beds  in  case  of  real  emergency,  but  woula  not 
permit  their  use  by  strangers  of  sound  and  healthy  appearance  who  might  have  be^ 
unable  to  obtain  hotel  accommodations,  nor  would  a  hospital  with  its  ca^K^ity  taxed  to 
the  limit  encoiu^^  convalescent  patients  to  remain  a  oay  longer  than  necessary. 

The  law  fixes  the  minimum  reserve  to  be  carried  by  Federal  reserve  banks  agains^ 
their  note  issues  at  40  per  cent  and  against  their  member  banks*  deposits  at  ^  pec 
cent.  It  permits  temporary  suspension  by  the  Federal  Reserve  Board  of  these  mini' 
mum  reserves  under  certain  graduated  penalties,  but  in  order  to  ilhistxate  the  daagei 
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of  regaidiiig  the  legal  minimnm  as  the  nonnal  base  from  which  to  operate,  I  would 
like  you  to  consider  what  would  be  the  outcome  if  we  had  to  meet  anotner  emergency, 
such  as  war,  with  Federal  reserve  bank  reserves  at  their  present  level.  When  a 
fltate  of  war  was  declared  on  April  6,  1917,  tiie  combined  reserves  against  deposits 
tnd  note  lasaes  of  all  Federal  reserve  banks  averaged  84.7  per  cent. 

I  do  not  think  there  has  been  brought  out  in  the  hearing 
before  this  conunission  up  to  this  time  the  influence  that  Govern- 
ment borrowings  have  had  upon  the  entire  financial  situation. 
It  has  had  a  most  tremendous  effect.  Government  borrowings 
were  very  heavy,  especially  in  the  finailcial  centers.  The  many 
people  throughout  the  country  generally  had,  before  the  war,  never 
seen  a  Government  bond.  Tliey  subscribed  for  patriotic  purposes, 
but  as  soon  as  the  war  was  over,  or  perhaps  before,  manv  commencea 
seUing  them.  In  many  cases  they  sold  tnem  and  bought  all  sorts  of 
things,  including  stocK  in  speculative  undertakings.  One  of  the 
causes  for  the  depreciation  in  the  bond  market  was  the  pressure  to 
sell  by  people  wno,  instead  of  holding  their  bonds  by  saving  and 
paying,  concluded  they  would  take  the  loss  and  put  them  on  the 
nuurket  in  order  that  they  might  buy  something  else  that  they 
thouffht  would  bring  them  a  quicker  profit  or  a  better  return. 

All  this  Government  borrowmg  durmg  the  war  and  since  has  had  a 
tremendous  effect.  I  may  elaborate  upon  this  later,  but  I  think  the 
governor  of  the  Federal  reserve  bank  of  New  York,  who  wiU  follow 
me,  will  have  more  to  say  on  this  point  than  I  have,  because  he 
comes  in  closer  contact  with  those  matters  and  is  better  qualified  to 
talk  from  actual  experience  than  I  am.     [Reading:] 

When  a  state  of  wax  was  declared  on  April  6,  1917,  the  combined  reserves  against 
depositB  and  note  issues  of  all  Federal  reserve  banks  averaged  84.7  per  cent.  Due 
to  this  conditioil,  the  United  States  was  able  to  meet  all  financial  obligations  incurred 
without  any  impairment  of  its  own  ability  or  of  that  of  the  banks  to  redeem  currency 
in  gold,  thus  preserving  the  parity  of  all  forms  of  money  in  circulation.  This  was  an 
aduevement  impossible  of  accomplishment  during  the  Civil  War,  when  ciirrent 
prices  were  quoted  in  terms  of  irredeemable  paper  money,  which  was  not  brought 
back  to  a  panty  with  gold  until  14  years  after  tne  close  of  the  war. 

Early  in  January,  1919,  shortly  after  the  armistice,  the  combined  reserves  of  the 
PedentI  reserve  batiks  was  51.3  per  cent,  showing  a  diminution  of  33.4  per  cent  from 
the  date  of  our  country's  entry  into  the  war.  The  gold  embargo  was  removed  in  June, 
1919,  when  large  amounts  of  gold  held  for  foreign  accounts  were  released.  Even 
*ha  this  the  reserves  stood  at  51  per  cent  on  September  26,  after  which  date  they 
anowed  a  steady  and  continuous  decline  to  44.8  per  cent  at  the  close  of  the  year. 

During  the  last  six  months  of  the  year  1919,  tendencies  toward  unrestrained  extrav- 
agance and  abuse  of  credit  were  manifest  all  over  the  country. 

I  do  not  think  anybody  will  deny  that.  I  want  to  quote  and  put 
in  the  record  right  here  some  excerpts  from  the  report  of  the  Comp- 
troller of  the  Currency  for  the  year  1920,  dated  December  6,  1920, 
and  signed  by  John  Skelton  Williams,  comptroller.  I  have  read 
what  I  said  in  September,  1920,  and  I  am  going  to  read  from  the 
comptroUer's  report,  which  is  dated  December  6,  1920,  and  let  this 
commission  see  just  how  far  we  were  in  accord  or  how  far  we  dis- 
agreed. My  statement  hcye  was  made  on  September  16,  1920,  and 
hi  report  bears  date  December  6,  1920. 

Representative  Sumners.  Was  that  the  date  of  publication  or  the 
date  of  compilation  ?    Do  you  know  about  that,  Governor  ? 

Gov.  Harding.  This  report  went  to  Congress,  mv  recollection  is, 
cm  Februarv  7, 1921.  These  reports  always  bear  a  d.ate  prior  to  that 
on  which  they  are  made  public.  It  had  to  go  to  press,  and  it  bears 
die  date  of  December  6,  1920. 
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I  do  not  mean  to  say,  of  course,  that  the  comptroller  got  any  ideas 
from  me,  but  I  do  want  to  point  out  that  there  was  not  a  very  great 
difference  of  opinion  on  certain  conditions  as  expressed  in  his  report 
dated  December  6  and  in  my  address  of  September  16,  1920.  I  said 
[reading]: 

During  the  last  six  months  of  the  year  1919  tendencies  toward  unrestrained  extrava- 
gnnce  and  abuse  of  credit  were  manifest  all  over  the  country.  It  beotme  evident 
that  the  rediscount  facilities  of  the  Federal  reserve  banks  were  being  used  too  freely 
and  that  unless  corrective  measures  were  applied  the  situation  would  become  exceea- 
ingly  dangerous.  The  rediscount  rates  of  tne  Federal  reserve  banks  were  much  below 
the  market  rates  for  money,  thus  affording  member  banks  an  opportunity  for  profit 
in  their  rediscount  transactions  and  making  it  exceedingly  difficult  to  keep  in  check 
borrowing  demands  miade  upon  them.  The  Federal  Reserve  Board  and  the  Federal 
reserve  banks,  while  recognizing  the  necessity  of  holding  these  dangerous  tendenciee 
in  check  bv  means  of  a  reasonable  and  effective  control  of  credit  in  order  that  its 
flow  might  be  once  more  regulated  and  related  to  the  economic  welfare  of  the  country 
and  the  needs  of  its  producing  industries,  were  reluctant  to  take  any  precipitate  action. 
It  was  realized  that  productive  industries  are  profoundly  affectea  by  credit  condi- 
tions, that  modem  business  is  done  on  credit,  and  that  the  mood  and  temper  of  the 
business  community  are  deeply  affected  by  the  state  of  credit  and  may  be  easily 
disturbed  by  ill-considered  or  hasty  action.  The  test  of  the  functioning  of  a  credit 
system  must  be  principally  in  what  it  does  to  promote  the  production  and  distribu- 
tion of  goods.  It  is  well  understood  that  too  rapid  or  too  drastic  deflation  would  defeat 
the  very  purpose  of  a  well-regulated  credit  system  by  its  unsettling  effect  upon  pro- 
ductive industry.  On  the  other  hand,  overproduction  at  high  cost  on  expanded 
credit  would  be  a  mve  menace.  The  Federal  reserve  authorities  recognized  the 
importance  of  avoiding  extremes,  and  their  energies  were  therefore  directed  more 
particularly  to  the  prevention  of  further  expansion  for  noneesential  purposes  and  to 
the  gradual  and  orderly  liquidation  of  nonessential  loans. 

I  think  that  in  a  letter  which  was  read  yesterday  the  witness 
expressed  substantial  agreement  with  these  ideas  as  late  as  December 
28, 1920.    [Reading:] 

The  predominant  idea  was  not  necessarily  to  reduce  the  loan  accounts  of  the  banks 
of  the  country  but  to  bring  about  such  a  readjustment  in  them  as  would  ultimately 
lead  to  a  restoration  of  a  proper  balance  between  the  volume  of  credit  and  the  volume 
of  concrete  things  which  credit  helps  to  produce  and  which  are  the  normal  basis  of 
credit. 

Now,  the  comptroller  in  his  report  dated  December  6,  1920, 
beginning  on  page  3,  says  [reading]: 

The  urgent  and  unguarded  buying  of  American  products  by  the  Allies  in  the  early 
days  of  the  war  had  driven  the  prices  of  our  products  to  unprecedented  figures;  and 
it  became  difficult  subsequently,  when  a  more  orderly  system  of  buying  was  insti- 
tuted both  for  our  ovvn  Government  and  for  the  Allies,  to  return  to  anywhere  near 
normal  prices.  It  has  been  estimated  that  the  profits  and  increments  accruing  to 
the  people  of  this  country  during  the  last  year  of  the  war  amounted  approximately  to 
$50,000,000,000,  and  that  the  surplus  income  over  and  above  the  living  expenses  of 
the  people,  despite  the  extrava^nt  rate  at  which  they  were  li\ing,  approximated 
|1 5,000,000,000  for  that  year. 

After  the  armistice  the  demands  for  war  materials  of  course  ceased,  but  the  cries 
from  the  impoverished  countries  of  Europe  for  foods  continued,  and  ^e  denumds  /or 
materials  for  reconstruction  and  rehabilitation  developed  rapidly. 

The  profits  which  South  America,  China,  and  Japan  had  also  realized  in  supply- 
ing the  products  of  those  respective  countries  to  the  Allies  had  brought  about  a  con- 
dition of  high  prosperity  and  actixity  in  all  of  those  Countries,  and  their  peoples  had 
acnuired  a  taste  for  luxuries  and  for  the  products  of  other  countries  which  we  were 
called  upon  to  supply  in  huge  quantities. 

The  demands  made  upon  the  United  States  for  steel  and  iron  products,  machinerv% 
agricultural  implements,  fabrics,  foods,  automobiles,  and  specialties  of  all  kinds 
gave  to  our  business  men  \'isions  of  unchecked  and  limitless  prosperity,  and  our  ex- 
ports of  merchandise  for  the  year  1919,  following  the  war,  exceeded  by  nearly  IL- 
000,000,000  our  total  exports  for  the  war  year  1918.    Imports  into  this  countiy  of 
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mercbandifle  from  every  quarter  of  the  globe  also  broke  all  records,  and  amounted  for 
the  year  1919  to  $3,904,000,000-^early  $1,000,000,000  more  than  the  n^aximum 
amount  of  imports  ever  before  brought  in. 

TtTRN  OF  THB  TIDE. 

The  turning  of  the  tide  in  the  world  delirium  and  inflation  came  in  the  spring  of 
1920,  with  the  financial  and  industrial  collapse  which  took  place  in  the  Empire  of 
Japan.  The  Japanese  had  profited  hugely  from  the  supplies  wfiich  they  had  furnished 
to  the  Allies  and  from  the  operation  of  their  merchant  marine,  the  profits  of  which 
during  the  war  were  enormous.  This  great  business  had  brought  about  the  creation 
and  flotation  of  numerous  new  financial,  manufacturing,  ana  trading  corporations 
throughout  Japan,  and  in  the  flotation  of  these  companies  a  spirit  of  reckless  specu- 
lation had  been  developed  which  pervaded  every  section  of  the  population  of  that 
country — farmers,  merchants,  professional  men,  bankers,  and  public  ofiidals. 

The  efforts  which  were  made  primarily  in  this  country  to  bring  about  an  orderly 
deflation  and  the  curbing  of  reckless  speculation  began  to  make  tnemselves  felt  not 
only  here  but  in  all  the  countries  with  which  we  had  been  dealing.  The  apparently 
insatiable  demand  which  America  had  developed  for  such  luxuries  as  silks  nad  tre- 
mendously stimulated  the  silk  industry  of  Japan.  The  prices  of  raw  silk  had  ad- 
\'anced  in  the  space  of  a  year  or  two  approximately  400  per  cent,  maximum  prices 
having  been  reached  in  January  and  February  of  1920. 

A  rather  sudden  curtailment  or  suspension  of  the  American  demand  for  silks  had  an 
immediate  effect  upon  the  Japanese  market.  The  collapse  in  the  prices  of  raw  and 
manufekctured  silks  was  followed  by  the  prostration  of  the  Japanese  market  for  cotton 
goods  which  in  recent  years  has  become  one  of  the  great  industries  of  that  country. 
The  closing  down  of  numerous  other  industries  followed  in  the  wake  of  the  financial 
panic,  which  had  resulted  in  the  suspension  of  some  of  the  largest  buiks  and  business 
nouses  in  the  Empire,  and  an  acute  depression  in  business  set  in  and  still  continues. 

Afl  the  crisis  which  followed  the  turning  of  the  tide  in  Japan  is  typical  of  conditions 
b  many  other  countries  of  the  world  with  which  we  have  been  trading  and  with  which 
ve  are  still  doing  business,  it  may  be  illuminating  to  reproduce  here  the  following  ex- 
tnd  from  an  article  by  a  leading  and  well-informed  Japanese  banker  and  business 
man,  the  president  of  the  Tokyo  Bankers'  Association,  printed  in  the  latest  issue  of  a 
prominent  and  ably  edited  Japanese  (Tokyo)  magazine. 

I  do  not  care  whether  this  goes  in  the  record  or  not-j-that  is  for  the 
commission  to  say — ^but  I  think  that  is  a  very  illuminating  article, 
and  the  witness  did  not  refer  to  that  yesterday.  I  think  probably 
the  members  of  the  commission  would  be  interested  in  it,  because 
it  relates  to  agricultiural  conditions  and  labor.  I  do  not  see  anything 
in  it  criticising  the  Federal  reserve  system  or  the  Federal  Reserve 
Board,  however.    There  is  no  mention  of  that. 

The  Chaibmax.  Without  objection,  it  will  be  inserted  in  the  record. 
There  is  no  objection. 

(The  article  referred  to  s  here  printed  in  full,  as  follows:) 

The  outbreak  of  (World  War)  hostilities  saw  the  economic  world  of  Japan,  which 
liad  been  inured  to  peace,  paralyzed  by  the  suddenness  of  the  conflict.  All  business 
came  to  a  standstill.  This  general  depression  was  immediately  followed  by  a  state 
approximating  panic.  Industry  was  hard  hit  and  the  money  market  was  completely 
tied  up.  There  was  no  knowing  where  the  downward  tendency  would  stop.  It 
was  fortunate,  however,  that  the  closing  of  exchanges  and  suspension  of  specie  pay- 
ment were  not  experienced  here  as  in  European  countries.  In  other  respects  the 
economic  condition  of  Japan  was  (jiiite  as  depressed  as  that  of  Europe. 

When  Japan  entered  the  war  with  the  object  of  reducing  the  German  fort  in  the 
Far  East,  it  was  difficult  to  form  any  idea  of  the  extent  to  which  her  intervention 
would  affect  her  internal  affairs.  The  minds  of  the  people  became  uneasy.  Busi- 
ness and  industiy  sank  into  the  depths  of  depression.  With  the  progress  of  the  con- 
flict, however,  Japan  became  gradually  adjusted  to  war  conditions.  The  people 
i>ecame  engrossed  m  the  manufactiu-e  of  munitions  for  their  army  and  for  supplying 
the  demands  of  the  allied  countries.  Factories  which  had  hitherto  turned  out  only 
mw!handiBe  ea^gerly  took  up  the  production  of  munitions  of  war. 

By  encouraging  production  and  by  extending  shipping  facilities,  Japan  was  able 
W)t  only  to  keep  ner  own  needs  supplied  but  she  was  able  to  meet  the  requirements 
nude  of  her  by  her  allies.    Shipping  companies  were  feverishly  engaged  in  trans- 
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porting  munitions  to  the  ports  of  allied  countries.  Industriee  which  were  once  on 
the  verge  of  extinction  were  now  busy  and  working  overtime.  The  government,  in 
cooperation  with  the  people,  never  hesitated  to  take  measures  that  were  thought 
necessary  for  the  successful  prosecution  of  the  conflict,  even  though  these  involved 
sacrifices  on  the  part  of  the  industries.  While  supplying  Russia  with  war  funds, 
Japan,  on  the  other  hand,  raised  domestic  loans  for  the  benefit  of  England  and  Fiance. 

Not  only  was  Japan  called  on  to  assist  the  other  powers  in  these  ways  and  by  keep- 
ing the  Pacific  and  Indian  Ocean  routes  safe  for  tnmsport  of  troops  and  supplies,  thui 
preserving  the  peace  of  the  Far  East,  but  she  was  offered  what  was  at  the  same  time 
an  opportunity  and  a  duty  to  supply  those  oriental  markets  which  were  suffering  by 
reason  of  the  temporary  stoppage  of  European  and  American  trade.  In  order  to 
relieve  the  situation  Japan  sent  her  products  in  rapidly  increasing  quantities  to  ^eee 
markets.  Factories  were  kept  busier  than  ever  turning  out  commodities  for  export 
overseas,  and  always  there  was  a  call  for  more  goods  and  for  more  factories  to  make 
more  goods. 

The  various  phases  through  which  the  Japanese  economic  world  has  passed  since 
1914  fall  into  three  periods — first,  a  period  of  stagnancy,  then  transition,  and  finally 
a  P^od  of  prosperity.    And  now  we  are  in  the  midst  of  another  time  of  transition. 

With  the  conclusion  of  a  treaty  of  peace  at  Versailles,  Japan  foimd  herself  laced 
with  the  necessity  of  returning  to  prewar  conditions.  Exports,  which  during  the 
war  exceeded  imports  by  consideraole  amounts,  *  *  *  began  to  dwindle,  and 
soon  the  normal  prewar  condition  of  an  excess  of  imports  followed.  Japan's  trade 
balance  had  been  consistentiy  unfavorable  during  the  two  decades  preceding  the 
war,  the  average  import  excess  between  1893  and  1915  being  about  46,000,000  yen 
(a  yen  is  equal  to  about  51  cents  in  United  States  currency).  This  condition  was,  of 
course,  reversed  during  the  war  years,  a  favorable  balance  first  appearing  in  1915. 
This  excess  of  exports  increased  in  1916  and  again  in  1917,  amoimting  to  nearly 
600,000,000  yen  in  the  latter  year.  Then  came  a  drop  in  1918,  and  the  excess  of 
exports  gave  way  to  excess  of  imports  in  1919,  following  the  prewar  order  of  an  excess 
of  imports  diuing  the  first  half  year  which  the  excess  of  exports  of  the  latter  half  was 
unable  to  overcome.  It  may  be  noted  that  the  reason  for  the  unfavorable  baJance  of 
the  earlier  months  of  the  vear  is  the  heavy  importation  of  American  and  Indian 
cottons,  while  the  change  during  later  months  is  brought  about  by  shipment  of  raw 
silk  to  the  American  market. 

It  is  pleasing  to  note,  however,  that  late  official  forecasts  point  to  a  rice  crop  this 
year  which  will  be  the  largest  in  oiu-  history.  The  estimate  is  above  63,000,000  koku 
(a  koku  is  approximately  5  bushels),  which  is  4  per  cent  greater  than  last  yearns  crop, 
which  was  the  largest  up  until  that  time,  and  12  per  cent  above  the  average  tar  the 
last  several  years.  This  condition  is  attributable  to  the  favorable  weather  thus  far 
and  the  depressed  state  of  the  silk  market  at  the  planting  time.  Farmers  this  year 
are  giving  more  attention  to  rice  and  less  to  cocoons,  and  it  is  estimated  that  uiere 
will  be  a  reduction  of  15.6  per  cent  for  the  total  cocoon  crop  of  the  three  seasons  as 
compared  with  the  total  of  last  year.  This  is  the  greatest  decrease  experienced  in 
recent  years. 

Japan  is  still  an  agricultural  country  in  spite  of  her  renuukable  recent  industrial 
advancement.  About  55  per  cent  of  the  families  of  the  nation  are  of  the  ^rmer  class, 
and  rice  is  by  far  the  most  important  crop  of  the  country.  As  in  other  agricultural 
lands,  good  crops  may  be  taken  as  an  indication  of  good  times,  for  what  benefits  the 
farmers  as  a  class  benefits  the  nation  as  a  whole. 

Along  with  various  other  problems  brought  upon  us  by  the  war,  the  labor  question 
came  to  occupy  an  important  place,  this  question  being  made  still  more  pressing  by 
complications  with  other  social  problems.  Unemployment  has  been  greatly  in- 
creased by  the  general  industrial  depression  and  the  consequent  suspension  and 
curtailing  of  factory  operations.  The  position  to-day  is  that  unless  some  harmoniza- 
tion and  unification  of  aim  and  effort  is  effected  between  capital  and  labor,  the  further 
sound  development  of  industry  can  not  be  expected. 

Especially  at  the  time  of  transition  from  war  to  peace  conditions,  when  a  great 
chai^  occurred  in  the  relations  of  demand  and  supply,  Japan  was  onnpelled  to 
r^uijust  her  industries  and  to  change  the  nature  of  her  financial  machinery.  It  has 
already  been  noted  how  the  reckless  spirit  of  speculation,  brought  about  by  the 
sudden  change  of  Japan's  economic  position,  contributed  to  her  confusion.  Japan 
to-day  is  faced  with  the  necessity  of  adopting  such  a  poUcy  as  wiU  enable  her  to  cfajmge 
from  expansion  to  retrenchment.  She  is  once  again  treading  the  path  of  chiuoge  and 
transition. 

At  present  two  opposite  opinions  are  expressed  regarding  Japan's  economic  future- 
one  pessimistic,  the  other  optimistic.  The  careful  student  wul  take  both  these  viewa 
into  consideration  and  will  wei^  the  facts  and  conditions  on  whidi  tiiey  are  based. 
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It  10  my  opinion  that  the  worst  of  the  present  business  depression  is  now  past.  Some 
accentuation  of  financial  stringency  is  expected  to  be  felt  at  the  time  of  the  general 
New  Tear's  settlements,  but  it  must  not  oe  f  or^tten  that  business  is  naturally  duU 
at  the  beginning  of  the  year.  And  above  all,  it  must  be  remembered  that  behind 
our  scattered  cases  of  misfortune  and  failure  the  country  as  a  whole  is  financially 
Boondand  strong. 

Great  wealth  has  been  accumulated  during  prosperous  years,  and  that  wealth  has 
not  been  wiped  out  of  existence.  That  business  that  has  been  nrmly  established  and 
conducted  on  sound  principles  will  survive  and  all  will  be  the  better  off  when  specu- 
lative and  mushroom  enterprises  leave  the  field  clear  for  sturdier  growth.  It  is  my 
hope  and  belief  that  by  next  spring,  or  next  summer  at  t^e  least,  our  general  economic 
W(ffld  will  have  recovered  its  normal  stability  and  activity. 

Gov.  Harding.  I  shall  continue  reading  from  the  comptroller's 
report  [reading]: 

The  story  of  JajMtn's  industrial  and  financial  experience  is  larcely  similar  to  the 
experieiice  of  South  American  and  European  countries— e<Mne  of  uiem  our  allies  and 
otheiB  neutral.  Some  of  these  countries  are  now  going  throu^  a  business  cataclysm 
amilar  to  that  throu^  which  Japan  has  so  recent^  pMsed. 

Before  I  read  the  next  paragraph  of  this  report  of  the  Comptroller 
of  the  Currency,  dated  Decemoer  6,  1920,  I  want  to  read  an  extract 
from  an  address  made  at  Augusta,  6a.,  by  John  Skelton  Williams,  « 
fomier  Comptroller  of  the  Currency,  before  the  chamber  of  commerce 
and  the  Georgia  Press  Association  on  July  14,  1921.  He  says 
[reading]: 

I  believe  I  have  something  to  say  that  should  be  said.  Having  no  political  pur- 
poses, no  ax  to  grind,  as  you  people  say,  I  suppose  I  can  talk  rather  more  freely  than 
those  who  are  more  or  less  entangled  with  parties  or  ^tions  or  individuals.  My 
employment  throughout  the  last  seven  years  as  Comptroller  of  the  Currency  of  the 
Umtea  States  has  given  me  exceptional  opportunities  to  know  the  inside  and  the 
outside  of  our  commercial  and  banking  operations  and  conditions,  the  moving  spirits 
and  influences,  and  has  imposed  on  me  the  duty  of  making  a  special  study  of  tnem, 
divested  as  I  am  of  the  interests  and  alliances  tmit  sway  the  iudgments  of  men. 

In  my  opinion,  we  have  been  subjected  to  unnecessary  nardi^ps  and  losses  bv 
^lure  to  use  properly  the  means  provided  for  avoiding  or  ameliorating  these  hard- 
ships. But  there  nave  been  delays,  dismays,  and  disasters  from  methods  and  policies 
which  I  believe  to  have  been  unnecessary,  erroneous,  and  inexcusable. 

I  further  declare  the  opinion  that  the  partial  failure  is  not  the  ^ult  of  the  Federal 
reserve  system  itself  but  it  is  the  fault  of  the  administration  of  that  system  by  indi- 
viduals who  have  not  measured  up  as  they  shoiQd  have  done  to  the  great  responsi- 
bilities imposed  upon  them.  I  know  this  opinion  to  be  founded  on  facts.  I  formed 
that  ^nnion  through  close  knowledge  of  the  situation  and  development  acquired  by 
me  omdaUy  and  accurately  while  I  was  comptroller. 

Now,  gentlemen  of  the  commission,  you  heard  the  statements 
yesterday,  and  you  can  judge  of  them  for  yourselves.  Now,  I  want 
to  read  from  the  more  calmly  considered  official  report  of  the  comp- 
troller dated  December  6,  1920,  following  right  along  on  page  6 
where  I  left  off  [reading]: 

In  our  own  country  we  have  been  thus  far  fortunate  enough — thanks  largely  to  the 

tadid  efficiency  and  stabilizing  influence  of  the  Federal  reserve  system — ^to  avoid 
financial  crisis  and  complete  disorganization  which  have  made  havoc  elsewhere. 
We  have  passed  with  comparative  safety  through  exceedingly  troubled  and  nerve- 
ncking  times;  but  difficult  and  dangerous  problems  remain  to  be  solved,  the  solution 
of  which  wiU  demand  clear  heads  and  steady  nerves. 

Gentlemen  of  the  commission,  I  am  curious  to  know  what  hap- 
pened after  the  6th  of  December,  up  to  the  28th  of  December  and 
2d  of  March,  and  recently.  Beginning  with  early  in  January, 
when  I  commenced  making  speeches  in  New  York,  saying  we  had 
passed  the  danger  noint  and  reached  a  more  normal  state  of  mind: 
nuule  speeches  in  North  Carolina,  pointing  out  that  the  farmers 
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credits  had  to  be  carried,  that  additional  credits  should  be  granted, 
ureing  a  liberal  policy  upon  the  member  banks  and  the  exercise  of 
forbearance  and  patience,  I  am  curious  to  know  what  happened  to 
make  such  a  great  change  in  the  opinions  of  a  man  who  wrote  this 
as  an  official  and  the  man  who  wrote  this  other  as  an  individual  seek- 
ing to  arouse  the  passions  and  prejudices  of  an  audience. 

That  is  not  all.  I  want  to  read  some  more  of  this  in  the  record. 
He  refers  here,  on  page  6,  to  "Vain  eflForts  to  maintain  excessiye 
profits";  page  7,  ''Deflation  becomes  world-wide."  He  says  [reading]: 

The  deflation  which,  as  we  have  seen,  took  place  so  precipitately  in  Japan  has  made 
headway  in  every  country,  civilized  and  uncivilized,  from  Uie  Arctic  Ocean  to  the 
tropical  jungles;  and  most  of  the  products  of  human  labor  and  human  enterinrise  in 
nearl}r  every  country  on  the  globe  are  now  obtainable  for  a  fraction  of  the  prices  which 
prevailed  a  year  ago.  The  raw  silks  of  Japan  are  quoted  at  one-fourth  to  cme-fifth  of 
last  Januarv's  prices.  The  raw  cotton  from  our  own  Southern  States  is  selling  at 
one-third  the  price  of  last  summer.  Rubber  from  the  Valley  of  the  Amazon  or  the 
Congo  forests,  vegetable  oil  from  the  Far  East,  wool  from  Australia,  hidee  from  the 
Argentine,  coffee  from  Brazil,  sugar  from  Java  and  Cuba,  all  may  now  be  purchased 
at  prices  from  one-fourth  to  one-half  of  those  paid  since  the  armistice. 

The  shrinkage  in  prices  during  the  last  year  in  the  products  of  our  own  country, 
and  in  the  products  of  other  countries,  purchased  at  high  prices  b^  our  m^xrhanta 
and  business  men,  if  applied  to  our  crops,  and  the  products  of  our  mines,  forests,  and 
factories,  would  represent  an  apparent  loss  sufficient  to  stagger  the  boldest  imagination. 

At  the  top  of  page  8  of  his  report  the  comptroller  says  [reading]: 

A  serious  shrinkage  of  values  was  foreseen  and  predicted  more  than  a  year  ago  by 
those  who  studied  conditions  and  considered  the  nistory  of  past  wars.  It  has  crane 
toter  and  more  violently  than  heretofore — 

Note  that  he  does  not  say  because  of  any  action  of  the  Federal  Re- 
serve Board;  he  says  [readmg]: 

It  has  come  faster  and  more  violently  than  heretofore,  presumably  because  m(»e 
rapid  communication  and  transportation  expedite  the  succession  of  inevitable  effect 
on  cause.  Thus  far  results  have  not  only  come  more  quickly  than  after  our  fornix 
severe  wars,  but  have  been  less  calamitous.  There  is  every  reason  to  believe  that  the 
same  facts  that  hasten  disaster  will  hasten  recovery;  and  that  the  people  of  different 
countries  and  classes,  being  more  intimatelv  in  touch  with  each  other  than  exex 
before,  will  more  proniptly  understand  eaon  other's  rights  and  requirements  and 
realize  that  it  is  to  the  interest  of  all  to  work  together  for  fair  readjustments. 

The  precipitate  decline  which  has  already  oeen  witnessed  in  so  many  leading 
commoaities  encourages  the  belief  that  in  most  cases  we  are  near  the  bottom,  the 
fall,  in  some  instances,  having  been  already  excessive  and  abnormal  and  really  not 
justified  by  actual  conditions.  Despite  the  tremendous  decline  in  the  prices  of  the 
raw  materials  for  the  articles  upon  which  the  cost  of  living  is  based — food,  clothing, 
and  the  cost  of  shelter  or  housmg — the  private  citizen  is  not  yet  receiving  the  fuU 
benefit  of  the  drop;  but  he  is  required  to  pay  a  tax  in  the  shape  of  middlemen's  profits, 
which  in  many  cases  is  inexcusable  and  unwarranted.  We  need  not  imagine  that 
we  have  reached  a  firm  and  stable  foundation  until  excessive  profits  are  further 
deflated;  until  the  private  citizen  is  able  to  acquire,  at  the  expenditure  of  $1  of  his 
hard-earned  money,  something  approximating  tne  quantity  and  quality  which  thai 
dollar  commanded  in  prewar  times. 

One  of  the  chief  blessings  erowing  oixt  of  the  war  has  been  the  movement  towatd 
equalization  and  the  deddea  raising  of  the  wages  of  the  working  people  to  a  fairer 
and  more  equitable  basis.  This  is  for  the  permanent  betterment  of  tne  country.  Yet 
wages  have  not  been  altogether  equalized;  in  some  cases  the  advance  has  been 
insufficient,  in  others  it  has  been  excessive. 

Man^r  industries  will  find  it  impossible  to  continue  the  present  high  wages  when 
competition  with  foreign  countries  again  begins  in  earnest,  as  it  will,  and  when  com- 
merce with  all  parts  of  the  world  will  have  been  a^n  speeded  up,  as  it  will  be 
presently,  through  the  agency  of  our  enormously  developed  merchant  marine. 
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Gentlemen,  I  am  not  reading  this  in  any  flippant  spirit  at  all;  I 
am  reading  this  into  the  record  because  some  oftne  statements  made 
have  a  very  direct  bearing  upon  certain  policies  which  the  Federal 
Reserve  Board  adopted.  I  am  coming  to  that  later.  And  some 
of  these  things  have  a  bearing  upon  the  problem  which  you  are 
primarily  considering.    The  comptroller  goes  on  [reading]: 

We  can  not  meet  this  foreign  competition  if  our  miners,  mechanics,  and  laborers 
loaf  three  days  in  the  week  and  demand  wages  for  the  other  three  days  equal  to  those 
they  fomierly  received  for  six  days*  labor.  If  this  country  is  to  prosper  and  g^ow  and 
keep  pace  with  the  reawakened  world — ^to  say  nothing  of  leading  that  worla--it  will 
be  necessary  for  our  people  to  work  full  time  and  intensely,  and  to  proceed  with  all 
the  skill  and  intelligence  of  which  they  are  capable. 

The  nations  with  which  we  must  compete  have  huge  populations,  with  modem  and 
sdentifically  equipped  mills,  factories,  and  workshops,  and  are  determined  to  get  on 
their  feet  again  ana  achieve  prosperity;  and  they  know  that  they  can  succeecl  only 
by  eneigy.  thrift  and  sacrifice. 

We  n^  not  depart  from  the  8-hour  day,  nor  relinquish  any  of  the  legitimate  benefits 
which  the  laboring  man  has  won  and  is  now  enjoying  in  the  shape  of  improved  environ- 
ment and  working  conditions^  in  order  to  keep  this  country  on  the  highest  plane  of 
proepeiity  and  on  a  basis  which  will  enable  it  to  ccnnpete  with  any  ^er  country. 
The  important  thing  is  that  waste  shall  be  eliminated  as  quickly  as  possible;  that  all 
prices  snail  be  brought  down  to  a  sound  and  healthy  level;  that  excessive  and  ex- 
orbitant profits  shall  be  dropped,  and  that  we  go  ahead  at  full  speed  to  produce. 

Remeoies  for  ills;  a  pathway  to  prosperity — 

I  read  that,  because  this  is  the  official  report  of  the  Comptroller  of 
the  Currency  of  December  6  last  [reading]: 

Reiteratbn  of  certain  indisputable  basic  facts  and  deductions  may  be  useful  in 
helping  to  drive  into  the  minds  of  the  business  community  and  our  i>eople  generally 
the  fundamental  and  only  remedies  for  existing  hindrances  and  assurances  for  renewed 
stability  and  prosperity. 

The  prices  of  many  basic  commodities  and  leading  raw  materials  have  already  re- 
timied  to  a  prewar  basb,  while  some  articles  are  now  below  the  prices  of  1914 .  It  now 
ramains  for  the  middleman  to  adjust  his  profits  to  the  new  i>rices  before  the  ultimate 
consumer  will  receive  the  benefit  of  the  reduced  cost  of  living. 

The  laboring  man  will  soon  be  in  a  position  where  he  must  determine  whether  he 
prefers  a  shut-down  and  idleness  to  a  lower  wage  scale,  which  must  take  into  considera- 
tion the  lower  living  charges.  Unless  manufacturers  can  turn  out  their  products  at 
prices  at  which  the  pubUc  will  buy,  and  can  afford  to  buy,  the  mills  and  factories 
can  not  afford  to  run;  but  obviously  it  is  better  for  manufacturers  to  operate  and  pro- 
dace  goods  at  cost,  or  at  a  very  narrow  margin  of  profit,  rather  than  close  down  entirely. 
The  attention  of  this  oflice  was  directed  some  time  since  to  the  case  of  a  large  steel 
manufacturer  employing  many  thousands  of  men  who  threatened  to  close  his  fac- 
tories and  throw  his  employees  out  of  work  unless  certain  large  consumers  of  steel  and 
iron  products  would  place  their  orders  at  prices  which  would  yield  him  a  profit  three 
times  as  neat  as  the  normal  or  average  profit.  Such  an  attitude,  of  course,  is  wholly 
indefensible  and  is  deserving  of  the  severest  public  condemnation. 

Even  with  the  help  of  tariffs  intended  to  prevent  foreign  finished  products  from 
^>€ing  imported,  if  we  try  to  maintain  a  wage  scale  which  does  not  sc^uaro  with  the 
J^yised  costs  of  living,  we  will  be  unable  to  sell  our  products  abroad  in  competition 
with  those  of  o^er  countries  whose  manufacturing  powers  are  well  developed  and 
whose  wa^es  are  much  below  our  own.  It  is  clearly  far  bettor  for  world ngmen,  as  the 
C08tof  living  declines,  to  agree  to  a  readjustment  of  wages  on  a  ba^is  which  will  permit 
factories  to  run  and  the  wheels  of  industry  to  revolve,  rather  than  to  hold  out  for  wages 
which  it  will  be  impossible  for  employers  to  pay  when  obliged,  as  they  will  be,  to  meet 
keen  competition  at  home  and  abroad. 

It  is  hoped  and  believed  that  our  working  people  and  manufacturers  will  l>oth 
appreciate  these  simple  and  economic  realities  and  that  arrangements  will  be  per- 
fected with  the  owners  of  mills  and  fectories  which  shall  secure  to  the  laborer  hip 
f«U  share  of  the  profits  and  that  he  will  be  allowed  to  participate  with  capital  in 
jjatever  earning  mav  be  realized  over  and  above  a  fair  return  on  the  capital  invested, 
ynly  on  this  principle  can  we  expect  to  restore  business,  bring  about  renewed  in- 
dustrial activity,  and  establish  a  permanent  and  country- wide  prosperity  and  con- 
tentment. 
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Inflation  with  reduced  production  bring  hard  times:  In  the  report  of  the  Comp- 
troller of  the  Currency  a  year  ago  attention  was  directed  to  the  ^ve  dangers  indd^t 
to  the  then  prevalent  reckless  expansion  in  prices,  accompanied  by  a  reduced  pro- 
duction of  commodities  and  articles  representing  r^  wealtn,  and  warning  was  given 
as  to  the  inevitable  consequences.  In  dlBCuasing  l^e  general  business  and  fimmdal 
situation  at  that  time,  I  said — 

I  shall  not  jead  that,  but  he  goes  on  to  say: 

*'Our  bankers,  however,  have  not  been  able  to  restrain,  except  in  a  very  limited 
way,  the  individual  extravagance  and  indulgence,  luxury,  and  display  which  con- 
stitute tiie  most  serious  peril  to  us  and  which  have  reacned  proportions  which,  in 
our  present  conditions,  amount  to  crime  with  the  majority  of  our  citizenship  guilty. 
Nor  nave  tiie  banking  forces  or  any  other  exponents  of  our  real  business  sense  been 
able  to  limit  the  crazy  rapacity  developed  in  some  of  our  leading  industries  amonr 
men  who  should  know  better,  but  who  apparently  have  become  wildly  intoxicmted 
by  special  opportunities  for  exorbitant  profits." 

That  is  in  the  report  of  1919,  which  he  reprints  in  1920.  Now,  I 
want  to  quote  just  one  more  passage  here  from  this  statement  on 
page  11.    This  is  the  report  for  1920  again: 

''The  deflation,  which  at  that  time  was  obviously  inevitable,  has  come,  and  ih» 
country  is  now  in  many  respects  on  a  soimder  basis,  economically,  than  it  has  been 
for  years." 

That  is  on  December  6,  1920,  and  you  remember  what  he  wrote 
me  on  December  28  about  horses  selling  at  $3.  apiece  in  Kansas  and 
being  fed  to  the  hogs— I  believe  he  did  not  say  in  Kansas,  but  ont 
West  somewhere.  Com  is  very  cheap  in  the  West,  and  I  do  not 
believe  the  people  are  buying  horses  to  feed  to  hogs;  I  think  they 
are  feeding  them  on  com.     [Reading:] 

''When  conditions  abroad  become  more  settled  or  stabilized,  and  when  at  home 
much  needed  adjustments  are  effected  in  the  costs  to  consumers  of  steel  and  iron 
products,  which  are  still  quoted  about  twice  their  prewar  prices,  and  when  coal,  for 
which  the  Government  itself  has  paid  in  recent  months  as  much  as  four  times  the 
prewar  price,  and  certain  other  commodities  which  are  now  being  kept  up  artificially 
or  as  a  result  of  monopolistic  control  far  above  the  prewar  figures  get  back  to  normal 
level,  our  country,  resting  on  a  solid  foundation,  will  be  prepared  to  enter  upon  a 
new  and,  let  us  hope,  long-enduring  era  of  prosperity  and  nealthy  progress. 

So  far  I  have  not  f oimd  a  single  criticism  of  the  Federal  Reserve 
Board.  He  speaks  of  the  '^splendid  efficiency"  of  the  system.  Effi- 
ciency is  not  a  matter  of  law  or  legislation;  it  is  a  matter  of  operation. 
A  system  could  not  be  splendidly  efficient  imless  the  operation  of  the 
system  was  efficient. 

Representative  Mills.  What  is  your  comment  upon  what  you  have 
been  reading  there  ?    Do  you  agree  with  it  or  not  f 

Gov.  Harding.  Well,  parts  of  it  I  agree  with  and  parts  I  do  not 
agree  with.  I  do  not  mean  necessarily  that  I  aCTee  with  it,  but  what 
I  want  to  say  to  you  is  that  the  Comptroller  of  tne  Currency  says  that 
he  realized  tnat  prices  were  unduly  inflated  and  advanced  and  that  a 
reaction  was  coming,  and  the  point  I  am  leading  to  is  this,  that  in  the 
year  1920,  when  tne  Federal  Reserve  Board  first  autnorized  the 
mcrease  in  discoimt  rates,  the  reaction  did  not  come — here  is  where 
I  essentially  disagree  with  him.  You  would  get  the  impression  from 
his  statement  that  a  clique  met  somewhere  and  decreed  that  there 
should  be  deflation.  Nobody  issued  any  decree  or  order  for  deflation 
at  any  time,  but  these  various  economic  forces,  which  the  comptroll«i 
describes  in  his  report  here,  were  working — silent,  unseen,  powerful, 
irresistible  forces,  forces  even  greater  than  the  Confess  of  the  United 
States,  and  certainly  much  greater  thim  any  board  created  by  an  act 
of  Confess. 
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There  was  a  strike  going  on.  The  Federal  reserve  banks  reported 
these  tremendously  increased  borrowings  of  the  member  banks.  The 
member  banks  themselves  said,  *'  We  have  loaned  more  than  we  want 
to  loan,  but  we  do  not  seem  to  be  able  to  stop  it  some  way.  We  are 
afraid  of  all  this."  WeU,  now,  if  a  supervisory  board  of  a  banking 
system  in  this  country  has  reason  to  beueve  that  the  loans  of  member 
banks,  manv  of  which  have  been  rediscounted  at  the  Federal  reserve 
banks  and  form  the  basis  of  the  currency  that  has  been  issued,  may 
become  unsatisfactory,  and  yet  permits  low  discount  rates  to  con- 
tinue, and  encourages  further  ana  further  borrowings,  how  far  would 
this  inflation  business  go  on  ?  Would  there  not  eventually  have  been 
an  explosion?  What  benefit  would  the  business  interests  of  this 
<X)imtry,  or  the  farming  interests,  or  any  other  interests  of  this 
countiy  have  gotten  if  these  conditions  had  gone  on  for  a  few  months 
longer  m  the  year  1920  and  then  the  explosion  come  and  we  had  found 
our  banking  system  in  this  coimtry  in  the  same  condition  that  the 
banking  system  of  Cuba  is  in,  for  instance  ?  There  would  have  been 
no  benefit  to  anybody  in  that. 

I  shall  go  into  this  thing  later,  and  I  am  going  to  show,  from  state- 
ments read  as  we  go  along,  just  what  the  board  s  position  was  all  the 
way  through.  I  am  not  trying  to  manufacture  sentiment  now.  I 
am  not  trying  to  palliate  anythmg  at  all.  I  am  reading  from  actual 
reports  of  meetings  and  conferences  and  statements  issued,  etc. 

There  is  another  thing  I  want  to  get  in  the  record  from  this  report, 
if  you  please. 

Representative  Sumkers.  You  turned  aside  from  your  report  a 
moment  ago  to  answer  some  questions  propounded  by  Mr.  Ten  Eyck, 
and  I  wondered  if  you  would  mind  stating  at  this  time  at  what  date 
you  put  into  operation  the  increase  of  the  rediscount  rates. 

Gov.  Harding.  Why,  the  rediscount  rates  have  been  changed  and 
modified  occasionally  ever  since  the  system  was  established. 

Renresentative  Sumners.  I  understood  you  in  your  reply  to  Mr. 
Tmi  Eyck  to  refer  to  some  year  in  which  you  put  in  the  increase. 

Gov.  Harding.  An  increased  rediscoimt  rate  ought  not  to  be  riven 
the  significance  that  has  been  give  to  it.  It  should  not  be  considered 
as  a  political  question.  It  is  not  a  politicd  question  at  all;  it  is 
purely  a  banking  Question. 

Rej>re8entative  Sumners.  That  is  the  reason  I  thought  you  would 
not  mind  answeringwhen  you  put  it  into  effect. 

Gov.  Harding.  The  rediscount  rates  have  been  changing  ever 
since  the  system  was  inaugurated. 

Representative  Sumners.  My  question  was,  however,  directed  to 
the  statement  you  made  to  Mr.  Ten  Eyck  a  moment  ago. 

Gov.  Harding.  WeU,  changes  were  made  early  in  December,  1919. 
A  more  marked  change  was  made 

Representative  Sumners.  What  do  you  mean  by  a  change?  Do 
jou  mean  an  increase  or  a  decrease  ? 

Gov.  Harding.  I  mean  they  were  increased  slightly  in  December, 
1919,  and  thev  were  increased  generally  to  a  6  per  cent  level  on  or 
about  the  23d  of  January,  1920.  Progressive  rates  were  put  in,  as 
brought  out  in  the  statement  yasterday,  on  various  dates  in  April, 
May  and  Jtme,  1920,  and  the  maximum  rates  were  put  in  along  early 
in  June,  1920,  of  about  7  per  cent.  All  the  changes  in  discount  rates 
i^hich  have  been  made  this  year  have  been  on  a  downward  scale. 
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Now,  I  want  to  continue  with  this  report.  There  are  some  im- 
portant things  here  that  I  want  to  get  in.  On  page  16  of  the  comp- 
troller's annual  report  he  states: 

The  figures  below  give  for  each  Federal  reserve  district  the  aggregate  of  loans  and 
discounts,  plus  United  States  Grovemment  securities,  held  by  all  national  banks 
November  15,  1920,  and  the  increase  as  compared  with  March  4, 1919. 

This  is  ''loans  and  discounts,  plus  United  States  Grovemment 
securities."  Now,  United  States  securities  are  held  more  largely  in 
the  New  York  district  than  anywhere  else — the  greater  proportion 
of  them.  I  do  not  know  why  the  comptroller  put  ''plus  United 
States  Grovemment  securities  into  this  table  or  why  he  made  his 
comparison  between  March  4,  1919,  and  November  15,  1920,  why  he 
went  over  practically  a  two-year  period  instead  of  a  one-year  period. 
But  anyway  here  is  what  he  has  in  here.  He  gives  the  total  and 
the  increase.  I  will  give  the  round  figures;  the  table  wiU  speak  for 
itself. 

(The  table  referred  to  is  here  printed  in  full,  as  follows:) 

Loans  and  discounts,  plus  United  Stales  secwrilies,  Nov,  15.  1920. 


Total. 


Increase  since 
Mar.  4, 1919. 


Percent 


Boston  Federal  reserve  district 

New  York  Federal  reserve  district 

Philadelphia  Federal  reserve  district. . 

Cleveland  Federal  reserve  district 

Bichxnond  Federal  reserve  district 

Atlanta  Federal  reserve  district 

Chicago  Federal  reserve  district 

St.  Louis  Federal  reserve  district 

Minneapolis  Federal  reserve  district . . 
Kansas  City  Federal  reserve  district . . 

Dallas  Federal  reserve  district 

San  Francisco  Federal  reserve  district 

Total 


1978,478,000 

3,491,136,000 

1,044,083,000 

1,288,236,000 

832,460,000 

507,440,000 

1,784,210,000 

648,391,000 

683,932,000 

920,479,000 

631,026,000 

1,034,514,100 


$138,857,000 
24,362,000 
21,507,000 

121,523,000 
95,716,000 
31,413,000 

127,230,000 
58^485,000 
52,390,000 
84,112,000 

137,5n,000 

161,309,000 


W 


U7 

2 

10 
13 
7 
8 
12 
8 
10 
27 
IS 


13,744,385,000 


1,054,490,000 


1  Shown  in  oomptrcdler's  report  as  1  per  cent. 
>  Less  than  1  per  cent. 

Note.— Figures  do  not  include  United  States  bonds  held  to  secure  drculation. 

Gov.  Harding.  The  actual  increase  in  New  York  was  smaller  than 
in  any  other  district  except  Philadelphia.  The  largest  actual  increase 
was  in  San  Francisco,  and  the  next  largest  actual  increase  was  in 
Boston.  The  percentage  of  increase  was  27  per  cent  in  Dallas  as 
against  2  per  cent  in  Pniladelphia,  and  less  than  1  per  cent  in  New 
York. 

Those  are  the  figures,  giving  for  each  Federal  reserve  district  the 
aggregate  of  loans  and  discounts,  plus  United  States  securities,  held 
by  all  banks  in  those  districts  November  15,  1920,  and  the  increase  as 
compared  with  March  4,  1919.  That  shows  there  was  an  expansion 
of  credit  in  the  agricultural  districts,  an  expansion  much  greater 
before  November  15,  1920,  than  there  was  in  large  city  districts. 

I  am  going  to  read  into  the  record  in  due  course  some  figiures  show- 
ing that  the  liquidation  which  has  taken  place  during  the  past  year 
of  over  a  billion  dollars  has  been  in  the  reduced  holdings  by  the 
Federal  reserve  banks  of  bankers'  acceptances,  which  have  gone  down 
from  a  total  of  two  or  three  hundred  million  dollars — I  am  not  trying 
to  give  actual  figures  here,  however — down  to  about  $19,000,000,  in 
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a  recent  statement  made  by  the  combined  Federal  reserve  banks,  and 
also  in  paper  secured  by  Government  obligations,  Liberty  bonds,  and 
Treasury  certificates  of  indebtedness.  The  decrease  in  all  other 
papier,  including  commercial  paper  and  agricultural  live-stock 
paper 

TPhe  Chairman.  Gov.  Harding,  I  suggest  that  it  is  now  half  past  12. 
Unless  you  desire  to  go  on  at  tnis  time  the  commission  will  take  a 
recess. 

Gov.  Harding.  I  will  just  finish  that  sentence — w^  $138,000,000, 
and  that  decrease  is  accounted  for  bypayments  to  the  Federal  reserve 
banks  by  banks  in  New  York  City,  Cnicago,  and  Boston. 

Just  one  other  thing 

Representative  Ten  Eyck.  May  I  ask  you  a  question  rieht  there  ? 

Gov.  Harding.  May  I  get  one  other  statement  right  in  nere.  On 
page  52  of  the  comptroller's  annual  report  for  1920  occurs  this  lan- 
guage: 

Liftilgely  through  the  aid  and  excellent  functioning  of  the  Federal  reserve  system,  the 
business  and  banking  interests  of  the  country  have  passed  successfully  through  the 
penis  of  inflation  ana  the  strain  and  losses  of  deflation  without' panic  and  wiUiout  the 
demoralization  which  has  been  produced  in  the  past  at  various  times  from  fsa  lees 
serious  and  racking  causes.  Those  banking  and  otner  interests  which  at  the  outset  so 
vigorously  opposed  the  Federal  reserve  syc^m  are  now  among  its  warmest  advocates. 

Representative  Ten  Eyck.  Just  this  one  question:  Gov.  Harding, 
Tou  said  that  the  discounts  of  farm  and  live-stock  pape^  had  increased. 
I>oes  not  that  cover  the  increased  discounts  of  the  country  banks  and 
also  the  discounts  of  dealers  in  farm  products  and  live  stock?  I 
believe  that  we  should  differentiate  between  tilie  loans  to  the  farmers 
on  their  products  owned  by  them  in  warehouses 

Gov.  Habdino.  I  have  some  very  clearly  defined  ideas  on  that 
which  I  would  like  to  present  in  a  later  part  of  my  testimonv  here. 

Representative  Ten  Eyck.  Yes — and  the  man  who  deals  in  live 
stock  and  farm  products. 

Gov.  Harding.  I  want  to  go  into  that  very  exhaustively. 

Representative  Ten  Eyck.  Don't  you  think  that  is  right  ? 

Gov.  Habdino.  I  want  to  show  why  it  is  impossible,  I  think,  under 
present  conditions  for  the  farmer  generally — I  am  speaking  of  the 
small  farmer— to  get  credit  that  he  really  ought  to  have,  and  I 
i^ant  to  explain  why  that  has  come  about  and  why  it  is  impossible 
for  the  Federal  reserve  system  to  cure  it.  And  I  want  to  suggest  a 
remedy. 

Representative  Ten  Eyck.  That  is  what  I  want — a  remedy. 

Gov.  Harding.  But  it  is  going  to  take  time  for  me  to  go  through 
all  this.  You  see,  there  have  been  so  many  things  introduced  into 
the  record  that  I  am  taking  4;he  time  of  the  comnussion  more  than  I 
otherwise  would.  But  later  on  I  will  make  a  definite  recommenda- 
tion. I  will  ^o  into  this  matter  and  state  my  experience  in  dealing 
with  things  (3  this  sort,  and  you  can  determine  for  yourselves  then 
whether  or  not  I  know  what  i  am  talking  about,  and  whether  my 
opinions  are  worth  considering  or  not. 

(Thereupon,  at  12.35  o'clock  p.  m.,  the  commission  took  a  recess 
until  2  o'clock  p.  m.) 
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AFTEB  RECESS. 

The  joint  commission  reconvened  at  2  o'clock  p.  m.,  pursuant  to 
recess,  Hon.  Sydney  Anderson  (chairman),  presiding. 

The  Chairman.  The  commission  will  come  to  order.  Governor 
Harding,  you  may  proceed. 

STATEHElfT  OF  GOV.  W.  P.  0.  HARDIVO— ContiBned. 

Gov.  E[ARDiN(f.  Mr.  Chairman,  as  bearing  upon  the  distribution 
of  credits  throughout  the  country,  I  would  uke  to  introduce  into  the 
'  record  a  table  which  appears  at  the  top  of  page  17  of  the  annual 
report  for  1920  of  the  Comptroller  of  the  Currency.     He  says  [read- 
ing]: 

In  the  following  statement  there  are  giv^i  the  figures  of  November  15,  1920,  as  to 
1he  total  bills  payable  and  rediscounts  and  Government  deposits  held  by  all  the 
-national  banks  m  each  district  and  the  increase  or  reduction  as  compared  with  March 
A,  1919. 

There,  a^gain.  I-  do  not  understand  why  he  included  United  States 
•deposits  with  the  bills  pa^rable  and  rediscounts.  But  I  give  you  the 
intormation  for  whatever  it  is  worth,  as  showing  the  cr^t  distribu- 
tion. I  suppose  that  was  his  idea,  as  to  what  the  total  credit  dis- 
tribution was  by  districts.  This,  of  course,  as  I  understand  it, 
Tdates  exclusiyely  to  national  bwks,  does  not  include  State  banks 
wUch  are  members  of  the  Federal  reserve  system  or  those  ivinaii 
:Bxe  not. 

In  this  table  he  gives  the  following  figures: 

Boston  Federal  reserve  district:  Total,  $117,406,000;  decrease,  $73,842,000,  or  38.61 
^>er  cent  decrease. 

New  York  Federal  reserve  district:  Total,  $813,648,000;  increase,  $95,982,000,  or 
13.37  per  cent  increase. 

Philadelpliia  Federal  reserve  district:  Total,  $144,313,000;  decrease,  $69,108,000, 
•or  32.38  per  cent  decrease. 

The  Chairman.  May  I  interrupt  you  there  to  ask  where  you  are 
reading  from  ? 

Goy.  Habdino.  The  report  of  the  Comptroller  of  the  Currency  for 
1&20,  the  table  at  the  top  of  page  17,  wnich  is  headed  ''Total  bills 
payable  and  rediscounts,  including  United  States  deposits,  Novem- 
ber 15,  1920." 

Cleveland  Federal  reserve  district:  Total,  $87,072,000;  decrease,  $32,254,000.  or 
27.03  DOT  cent  decrease. 

RicJhmond  Federal  reserve  district:  Total,  $142,755,000;  increase,  $5,425,000,  or 
3.95  per  cent  increase. 

Atlanta  Federal  reserve  district:  Total,  $135,018,000;  increase,  $55,320,000,  or  69.41 
per  cent  increase.  i 

Chicago  Federal  reserve  district:  Total,  $399,688,000;  increase,  $241,797,000,  (M 
153.14  per  cent  increase. 

St.  liouis  Federal  reserve  dbtrict:  Total,  $108,300,000;  increase,  $52,394,000.  o« 
93.72  per  cent  increase. 

Minneapolis  Federal  reserve  district:  Total,  $127,884,000;  increase,  $99,332,000,  « 
347.90  per  cent  increase. 

Kansas  City  Federal  reserve  district:  Total,  $181,702,000;  increase,  $78,419,000. 
75.  93  per  cent  increase. 

Dallas  Federal  reserve  district:  Total,  $118,912,000;  increase,  $18,806,000,  or  18.11 
per  cent  increase. 

San  Francisco  Federal  reserve  district:  Total,  $159,385,000;  increase,  $23,537,001, 
or  17.33  per  cent  increase. 
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The  total  bills  payable  and  rediscounts,  including  United  States 
deposits,  as  of  November  15,  1920,  in  national  banks  of  all  districts 
appears  from  this  report  to  be  $2,536,083,000. 

It  does  not  say  how  much  of  that  was  with  the  Federal  res^^ve 
banks  or  how  much  with  other  banks,  and  it  does  not  give  the  figures 
separatelv.  I  would  suggest  that  if  the  commission  would  like  to 
get  a  little  clearer  light  on  the  situation,  that  when  the  witness  who 
was  on  the  stand  yesterday  comes  back  again  that  you  ask  him  if 
he  can  give  you  the  separate  figures — ^how  much  the  United  States 
deposits  amounted  to,  and  how  much  the  total  bills  payable  and 
rediscounts  amounted  to.  It  does  not  seem  to  be  shown  in  this 
report  here. 

Now,  I  think  an  inquiry  was  made  this  morning  as  to  dates  when 
changes  in  rediscount  rates  were  made. 

Representative  SuMNSRs.  I  asked  that  question;  yes.  Have  you 
that  information  ? 

Gov.  Harding.  I  have  that  information  here:  This  table  that  I 
have  here  begins  with  the  changes  from  January  1,  1920,  to  July  25, 
1921 .  I  will  state  from  memory  that  some  slight  increases  were  made 
the  latter  part  of  November  or  the  early  part  of  December,  1919,  but 
that  the  substantial  changes  were  made  after  the  1st  of  January,  1920. 

Representative  Sumxers.  Governor,  does  your  data  there  show 
what  the  discount  rate  was  at  the  beginning  of  the  period  to  which 
you  refer? 

Gov.  Harding.  It  shows  what  the  changes  were  from  one  date  to 
the  other. 

Representative  Sumners.  You  are  going  to  incorporate  it  in  the 
record? 

Gov.  Harding.  Yes.  Exhibit  A.  This  is  '*Rate  changes  and 
votes  thereon  from  January  1,  1920,  to  July  25,  1921." 

Philadelphia.    Effective  January  2, 1920. 

I'^>er  secured  by  certificates  of  indebtednees  raised  to  4)  per  cent  from  4}  per  cent. 
Mr.  Williams  not  present.    Action  unanimous. 
January  2, 1920.    MinneapoUs. 

Paper  secured  by  certificates  of  indebtedness  raised  to  4)  per  cent  for  1  to  60  days 
tnd  to  5  pear  cent  for  61  and  90  days;  both  raised  frcnn  4)  per  cent. 

The  Chaibmax.  Was  that  in  correspondence  with  the  increased 
rates  borne  by  the  certificates  ? 
Gov.  Hakding.  Yes,  sir;  it  was. 
Mr.  Williams  not  present.    Action  unanimous. 

,  I  may  state  also  that  all  of  these  changes  were  made  on  the  initia- 
tive of  the  directors  of  the  Federal  reserve  banks  concerned,  the  board 
approving  or  modifying  the  action. 

Representative  Sumners.  What  reason  was  suggested  why  they 
Aould  be  changed  at  that  time.  Governor,  if  you  Enow? 

Gov.  Harding.  Why,  the  Treasury  had  raised  its  rates  on  certifi- 
cates of  indebtedness,  and  all  we  wanted  to  do  was  to  facilitate  the 
placing  of  the  certificates  without  giving  the  member  banks  a  profit 
in  the  transaction. 

Representative  Sumners.  And  that  change  was  made  with  refer- 
ence to  the  interest  rate  of  certificate  rather  than  to  any  general  credit 
condition  in  the  countrv  at  that  time  ? 

.  Gov.  Harding.  Well,  I  don't  think  I  could  answer  that  properly 
ni  view  of  the  action  that  was  taken  the  next  day. 
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Effective  January  3, 1920.    Kanaaa  City. 
Commercial  paper  rate  raised  from  5  per  cent  to  5}  per  cent. 
Agricultural  loaper  maturing  after  90  days  raised  from  5^  per  cent  to  6  per  cent. 
Paper  securea  by  Liberty  bonds  and  Victory  notes  raised  nrom  5  per  cent  to  5^  per 
cent. 
Paper  secured  by  certificates  of  indebtedness,  frcHu  4^  per  cent  to  4}  per  cent. 
Mr.  Williams  present.    Action  unanimous. 

Representative  Sumners.  Why  was  the  diflFerence  made  with 
reference  to  agricultural  paper? 

Gov.  Habdino.  That  was  made  upon  the  suggestion  of  the  directors 
of  the  Federal  reserve  banks.  I  may  state  that  later  on  in  the  year 
those  differences  were  ironed  out,  so  that  at  the  present  time  mere 
is  no  distinction  at  all  between  agricultural  paper  maturing  after 
90  days  and  paper  maturing  in  15  days.  ! 

Effective  January  3,  1920.  Boston.  Paper  secured  by  certificates  of  indebtedneee 
rai^Bd  from  4^  per  cent  and  4^  per  cent,  according  to  the  rate  borne  by  the  certificate,  j 
to  4}  per  cent. 

Mr.  WUliams  present.    Action  unanimous. 

Representative  Sumnbbs.  Now,  at  that  particular  time  did  Boston 
raise  its  rate  with  reference  to  the  general  collateral  that  was  redis- 
counted? 

Gov.  Habdino.  No,  sir;  all  the  changes  that  are  made  are  immedi- 
ate, and  the  other  rates  were  not  affected. 

Effective  January  5,  1920.    Richmond.  | 

Paper  secured  by  certificates  of  indebtedness  raised  from  4}  per  cent  to  4}  per  cent. 
Mr.  Williams  not  present.    Action  unanimous. 
Effective  January  6,  1920.    Atlanta. 

Paper  secured  by  certificates  o^  indebtedness  raised  from  4 J  per  cent  to  4}  per  cent. 
Mr.  Williams  present.    Action  unanimous. 
Effective  January  10,  1920.    Chicago. 

Paper  secured  by  certificates  of  indebtedness  raised  from  4i  per  cent  to  4f  per  cent 
Mr.  Williams  present.    Action  unanimous. 
Effective  January  12,  1920.    Cleveland. 

Rate  on  certificates  of  indebtedness  raised  from  4J  per  cent  to  4|  per  cent. 
Rate  on  commercial  paper  mised  from  4}  i>er  cent  to  5  per  cent. 
Rate  on  agricultural  paper  over  90  days  raised  from  5^  per  cent  to  5}  per  cent,     j 
Paper  secured  by  Liberty  bonds  and  Victory  notes  raised  from  4}  per  cent  to  ^ 
per  cent. 
Mr.  Williams  not  present.    Action  unanimous. 

Representative  Sumners.  Why  should  there  be  the  difference  bei 
tween  the  rate  on  commercial  paper  and  agricultm'al  paper  ? 

Gov.  Harding.  That  was  because  of  the  time  of  maturity.  Ani 
agricultural  paper  maturing  in  less  than  90  days  was  accorded  th^ 
same  rate  as  commercial  paper.  Now,  the  theory  is  that  a  Federal 
reserve  bank  keeping  its  assets  liquid,  and  turning  over  frequentlyj 
that  paper  having  a  short  maturity  is  given  a  lower  rate  than  papej 
having  a  longer  maturitv,  but  as  the  agricultural  emergency  increasec 
the  board  and  the  Federal  reserve  banks  decided  that  thev  woulc 
ignore  that  scientific  or  theoretical  distinction  and  place  the  long 
term  agricultural  paper  on  the  same  basis  as  the  short-term  com 
mercial  paper. 

Representative  Ten  Eyck.  How  long  did  this  difference  exisl 
before  you  changed  it  ? 

Gov.  Harding.  Well,  I  will  read  this  record  and  you  will  see  whei 
they  were  leveled  up.  But  there  was  no  distinction  ever  made  a 
any  time  as  between  commercial  paper  and  agricultural  paper  o 
the  same  maturity.     You  see,  the  banks  can  not  take  commercia 
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paper  maturing  any  longer  than  90  days.  They  can  take  agricul- 
tural paper  maturing  up  to  six  months,  so  the  only  distmction  that 
was  ever  made  in  the  rate  on  agricultural  paper  applied  only  to  that 
part  of  the  a^cultural  paper  which  matured  beyond  90  days. 

Representative  Ten  Eyck.  Did  they  make  a  distinction,  however, 
as  r^ards  the  acceptance  of  the  two  ?  Is  it  not  a  fact  that  most 
member  banks  prefer  to  take  more  Uquid  assets  then  agricultural 
paper?    Is  that  not  really  a  fact  now? 

Gov.  Habdino.  No;  I  don't  know  that  it  is  a  fact  at  all.  It  may 
be  with  the  city  banks,  but  with  the  country  banks,  a  large  part  of 
their  business  is  taking  six  months'  agricultural  paper,  ^metimes 
it  nms  longer  than  six  months. 

Representative  Ten  Eyck.  When  you  say  country  banks,  does 
that  not  include  a  lot  of  city  banks,  too  ?  Is  it  not  a  fact  that  the 
definition  of  country  banks  mcludes  city  banks  as  well  as  what  you 
might  call  rural  banks  ? 

Gov.  Harding.  If  you  were  speaking  of  central  reserve  city  banks 
and  reserve  city  banks,  then  every  bank  which  is  not  located  in  a 
central  reserve  or  a  reserve  city  is  a  country  bank. 

Representative  Ten  Eyck.  That  is  what  I  imderstood  it  to  mean. 

Gov.  Harding.  I  remember  some  years  ago  the  city  of  Buffalo — 
in  fact  up  to  1914 — ^was  not  a  reserve  city,  although  it  had  over 
400,000  population,  and  it  was  always  classed  in  the  comptroller's 
report  as  ''country;"  that  is  a  bank  located  in  Buffalo  was  a  country 
bank,  under  that  classification.  But  What  I  am  talking  about  now 
are  banks  located  in  small  towns  of  2,000  or  2,500  people;  something 
like  that. 

The  Chairman.  I  take  it  if  a  bank  had  both  commercial  paper  and 
agricultural  paper  that  it  would  probably  discount  the  conamercial 
paper,  because  it  would  be  in  larger  amounts,  in  round  amounts, 
and  could  be  handled  with  less  difficulty. 

Gov.  Harding.  Partly  for  that  reason,  and  partly  because  of  the 
lower  rate.  For  instance,  if  a  Federal  reserve  bank  differentiated 
in  its  rates  according  to  the  maturity  of  the  paper  it  took,  if  the  rate, 
we  would  say,  was  4^  per  cent  on  paper  maturing  up  to  30  days, 
and  5  per  cent  on  paper  maturing  from  30  to  60  days,  and  6  per  cent 
on  paper  maturing  irom  60  to  90  days,  and  6i  per  cent  on  paper 
maturing  bevond  90  days,  why  it  would  naturally  follow  that  if  a 
country  bank  would  desire  acconmiodation  for  a  snort  time  it  would 
look  up  its  short-time  paper  and  discount  the  paper  that  bore  the 
cheaper  rate. 

Representative  Ten  Eyck.  Yes;  but  if,  on  the  other  hand,  the 
same  rate  was  accorded  to  both  classes  of  paper,  and  one  was  a  liquid 
paper  wid  the  other  was  a  long-time  paper,  they  undoubtedly  would 
discount  the  long-time  paper  quicker  than  they  would  the  paper  of 
liquid  assets  that  thev  could  go  into  the  market  and  sell  immediately, 
18  not  that  a  fact  ?    As  a  realbanker  ? 

.  Gov.  Hakding.  Yes;  I  have  an  idea  that  the  banks  generally,  feel- 
ing that  they  could  get  their  paper  discounted  with  the  Federal 
reserve  bank  with  greater  readiness  than  they  could  by  the  correspond- 
^t  member  banks,  would  probably  give  the  Federal  reserve  bank 
some  of  their  long-time  paper,  particidarly  if  rates  were  the  same, 
and  discount  their  well-rated  commercial  paper  with  the  city  corre- 
spondent.   But  the  point  I  wanted  to  stress  is  that  these  distmctions 
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in  rates  were  based  on  the  time  of  maturity  and  not  on  the  classifici- 
tion  of  paper. 

Representative  Ten  Eyck.  Yes;  I  understand. 

Gov.  Harding.  Yes. 

Effective  January  12,  1920.    San  Francisco. 

Rate  on  paper  secured  by  certificates  of  indebtedness  raised  from  4)  per  cent  to  4} 
per  cent. 
Mr.  Williams  present.    Action  unanimous. 

I  will  explain  that  date.  One  record  there  shows  that  he  was  not 
present  and  the  other  shows  that  he  was  present.  The  Comptroller  of 
the  Currency  is  a  very  busy  man.  Sometimes  he  could  not  attend  a 
meeting,  and  sometimes  he  would  come  in  after  the  board  met  and  was 
present  for  a  little  while  and  then  he  would  go  out,  and  for  the  last  two 
or  three  years  we  have  always  made  it  a  practice  of  putting  on  the 
minutes  those  who  were  present,  and  then  if  the  Comptroller  of  the 
Currency  came  in  after  tne  proceedings  had  gotten  under  way,  the 
minutes  would  note  that  "At  this  point  the  (5)mptroller  of  the  Cur- 
rency entered  the  meeting,"  and  if  he  left  before  the  meeting  was 
concluded,  there  would  be  noted  in  the  minutes,  ''At  this  point  the 
Comptroller  of  tho  Currency  withdrew  from  the  meeting,"  so  we  could 
tell  from  those  two  entries  m  the  minutes  what  action  he  participated 
in.    The  records  will  show  that. 

Effective  January  23, 1920.    Boston,  New  York,  Philadelphia. 

All  three  raised  rates  on  commercial  paper  from  4}  per  cent  to  6  per  cent. 

Rate  on  agricultural  paper  over  OO^days  from  5  per  cent  to  6  per  cent. 

Now,  you  may  notice  the  differential  was  done  awav  with  there. 
Up  to  that  time  the  rate  was  4J  per  cent  on  commercial  paper  under 
90  days,  and  agricultural  paper  was  classed  commercial  paper  with 
maturity  under  90  days,  ana  the  rate  on  i^cultural  paper  over  90 
days  had  been  5  per  cent,  a  differential  of  one-quarter  of  1  per  cent, 
against  agricultural  paper;  but  in  this  readjustment,  where  the  rates 
were  both  raised  to  6  per  cent,  the  agricultural  paper  was  not  raised  as 
much  as  the  shorter  time  agricultural  and  conmiercial  paper.  I  am 
talking  about  agricultural  and  livestock  paper  over  90  days.  So  it 
was  the  same. 

Rate  on  paper  secured  by  Liberty  bonds  and  Victory  notes  from  4J  per  cent  to 
5J  per  cent. 

Mr.  Williams,  Mr.  Hamlin,  and  Mr.  Moehlenpah  voted  *'No,"  except  that  the 
vote  to  raise  the  agricultural  paper  of  over  90  days  from  5  per  cent  to  6  per  cent  wm 
unanimous. 

Effective  January  23,  1920.    Richmond. 

Rate  on  commercial  paper  raised  from  4}  per  cent  to  6  per  cent. 

Rate  on  agricultural  paper  over  90  days  raised  from  5  per  cent  to  6  per  cent. 

Note  there  again  the  uniformity  in  the  rate.  Now,  I  will  state 
here  that  in  regard  to  that  rate  on  conunercial  paper,  that  means 
the  paper  maturing  in  less  than  90  days.  It  is  an  inclusive  term; 
it  includes  agricultural  paper  provided  it  matures  in  less  than  90  days. 

Rate  on  paper  secured  by  Liberty  bonds  and  Victory  notes  raised  from  4}  per 
cent  to  5J  per  cent. 
(These  rates  are  the  same  as  those  approved  for  New  York  from  Jan.  23.) 
Mr.  Williams  not  present. 
Effective  January  23,  1920.     Kansas  City. 
Rate  on  commercial  paper  raised  from  5i  per  cent  to  6  per  cent. 
(All  rates  to  correspond  to  those  authorized  for  New  York  Jan.  23.) 
Mr.  Williamfl  not  present. 
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Representative  Sumners.  Was  the  last  item  New  York  t 

Gov.  Habdino.  No;  this  was  Kansas  City.  That  aJl  their  rates 
were  raised  so  as  to  correspond  with  the  rates  authorized  for  New 
York,  Boston,  and  Philadelphia. 

Representative  Sumnbbs.  Yes. 

Gov.  Habdino.  You  see,  we  were  getting  uniform  rates. 

Effective  January  24,  1920.    Chicago,  St.  Louia.    . 

Rate  on  commercial  paper  raised  from  4}  per  cent  to  6  per  cent. 

I  think  I  will  sav  with  greater  accuracy  that  the  rate  on  paper  up 
to  90  days  raised  nrom  4f  per  cent  to  6  per  cent. 

Rate  on  agricultural  paper  over  90  days  from  5}  per  cent  to  6  per  cent. 

Note  that  evening-up  process  again. 

Rate  on  paper  secured  by  Liberty  bonds  and  Victory  notes  raised  from  4}  per  cent 
to  51  per  cent. 

St.  Louis  also  raised  rate  on  paper  secured  by  certificates  of  indebtedness  from 
4}  per  cent  to  4 1  per  cent.  (By  this  change  the  same  rates  throughout  were  authorized 
for  Chicago  and  St.  Louis  as  were  authorized  on  January  23  for  rJew  York.) 

Mr.  Williams  was  present.    Action  imanimous. 

Effective  January  26,  1920.    Atlanta,  Minneapolis. 

Rate  on  commercial  paper  raised  from  4}  per  cent  to  6  per  cent. 

Rate  on  agricultural  paper  over  90  da>s  raised  from  5^  per  cent  to  6  per  cent. 

Rate  on  paper  secured  by  Liberty  bonds  and  Victory  notes  raised  from  4i  per  cent 
to  5J  per  cent. 

Mr.  Williams  present.    Action  unanimous. 

Effective  January  28, 1920.    Cleveland. 

Rate  on  commercial  paper  raised  from  5  per  cent  to  6  per  cent. 

Rate  on  agricultural  paper  over  90  days  raised  from  5^  per  cent  to  6  per  cent. 

Rate  on  paper  secured  by  Liberty  bonds  and  Victory  notes  raised  from  5  per  cent  to 
5J  per  cent. 

Mr.  Williams  not  present.    Action  unanimous. 

Effective  February  2,  1920.    Dallas. 

Rate  of  commercial  paper  raised  from  5  per  cent  to  6  per  cent. 

Rate  on  agricultural  paper  over  90  days  raised  from  5|  per  cent  to  6  per  cent. 

Rate  on  paper  secured  by  Liberty  bonds  and  Victory  notes  raised  from  5  per  cent 
to  5i  per  cent. 

^te  on  paper  secured  by  certificates  of  indebtedness  raised  from  4^  per  cent  to 
4}  per  cent. 

Mr.  Williams  present.    Action  unanimous. 

Effective  Febraaiy  2, 1920.    San  Francisco. 

Rate  on  commercial  paper  raised  from  4}  per  cent  to  6  per  cent. 

Rate  on  agricultural  paper  over  90  days  rused  from  5i  per  cent  to  6  per  cent. 

You  will  notice  there  that  there  was  a  much  lower  rate  on  the  paper 
under  90  days,  4}  per  cent,  which  was  raised  to  6  per  cent,  than  there 
was  on  the  agricultural  paper  over  90  days,  which  was  raised  only 
from  5i  per  cent  to  6  per  cent. 

Rate  on  paper  secured  by  Liberty  bonds  and  Victory  notes  raised  from  4}  per  cent 
to5|ptf  cent. 

Mr.  Williams  not  present.    Action  unanimous. 

Effective  February  26, 1920,  to  March  10,  1921. 

An  banks,  except  Minneapolis,  raised  rates  on  certificates  of  indebtedness  to  5  per 
'^t  and,  thereafter,  the  rate  went  up  with  the  rate  b(»*ne  by  the  certificates  and 
fetched  6  per  cent  at  all  banks  on  July  1, 1921,  and  on  Jidy  21, 1921,  these  rates  went 
<iown  to  5}  per  cent  again  at  Boston,  New  York,  Philadelphia,  and  San  Francisco. 

Effective  May  3, 1920.    San  Francisco. 

Rate  cm  paper  secured  by  Liberty  bonds  and  Victory  notes  raised  from  5}  p^  cent 
to  5f  p«  cent. 

Mr.  WiUiams  not  present.    Action  unanimous. 

Effective  May  13, 1920.    Cleveland. 

Rate  on  paper  secured  by  Liberty  bonds  and  Victory  notes  raised  from  51  per  cent 
topper  cent. 
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Mr.  Williams  present.    Action  unanimous. 

Effective  June  1,  1920.    New  York. 

Rate  on  conunercial  paper  raised  from  6  per  cent  to  7  per  cent. 

Under  90  days. 

Rate  on  agricultural  paper  over  90  days  raised  from  6  per  cent  to  7  dot  cent. 

Rate  on  paper  secured  oy  Liberty  bonds  and  Victory  notes  raised  mm  5}  per  cent 
to  6  per  cent. 

Mr.  Williams  and  Mr.  Moehlenpah  voted  ''no."  The  chairman  (the  Secr^ary  of 
the  Treasury^  who  was  chairman  ex  officio),  the  governor,  and  Mr.  Miller  voted  "aye." 

Effective  June  1,  1920.    Ghi<»go. 

Rate  on  commercial  paper  raised  from  6  per  cent  to  7  per  cent. 

Rate  on  agricidtural  paper  over  90  days  raised  from  6  per  cent  to  7  per  cent. 

Action  taken  May  28,  Mr.  Williams  not  voting. 

Effective  June  1,  1920.    Minneapolis. 

Rate  on  commercial  paper  raised  from  6  per  cent  to  7  per  cent. 

Rate  on  agricultural  paper  over  90  days  raised  from  6  p^  cent  to  7  i>er  cent. 

Action  taken  by  boara  May  29,  Mr.  Williams  present.    Action  unanimous. 

Representative  Sumnebs.  What  bank,  Governor,  is  that  you  are 
reading  with  reference  to  now? 

Gov.  Habdino.  Minneapolis.  In  other  words,  the  members  wlio 
voted  against  raising  the  New  York  Qty  rate  from  6  to  7  per  cent 
voted  to  raise  the  lifinneapolis  rate  from  6  to  7  per  cent  a  lew  days 
afterwards. 

Effective  June  1, 1920.    Richmond. 

Rate  on  loaaos  secured  by  Liberty  bonds  and  Victory  notes  raised  from  5^  per  cent 
to  6  per  cent. 

Mr.  Williams  present.    Action  unanimous. 

Effective  June  4, 1920.    Boston. 

Rate  on  commercial  paper  raised  from  6  per  cent  to  7  per  cent. 

Rate  on  agricultural  paper  over  90  days  raised  from  6  per  cent  to  7  per  cent. 

Rate  on  paper  secured  by  Liberty  bonds  and  Victory  notes  raised  m>m  5^  per  cent 
6  per  cent. 

Mr.  Williams  present  and  voting  ''no." 

The  govemorfttated  that  he  was  authorised  by  tha  chairman  to  say  that. the j[>n>po8ed 
changes  in  discount  rates  were  agreeable  to  him,  and  that  he  would  vote  "ajre*'  were 
hepresent. 

Effective  June  7, 1920.    San  Francisco. 

Rate  on  paper  secured  by  Liberty  bonds  and  Victory  notes  raised  from  5}  per  cent 
to  6  per  cent. 

Action  by  the  board  taken  June  2.    Mr.  Williams  present.    Action  unanimnng. 

Effective  September  28, 1920.    Kansas  City. 

Rate  on  paper  secured  by  Liberty  bonds  and  Victory  notes  caisod  from  5^  per  cent 
to  6  per  cent. 

Mr.  Williams  present.    Action  unanimous. 

Effective  November  1, 1920.    Atlanta. 

Rate  on  commercial  paper  raised  from  6  per  cent  to  7  per  cent. 

Rate  on  agricultural  paper  over  90  days  raised  from  6  per  cent  to  7  per  cent. 

This  action  was  taken  by  hosixd  October  28  and  involved  the  abolition  of  the  pro- 
gressive discount  rate. 

Mr.  Williams  was  not  present. 

Now,  a  record  was  introduced  yesterday  of  a  vote  taken  on  August 
31,  at  which  time  I  stated  to  the  Federal  Reserve  Board  that  the 
governor  of  the  Federal  reserve  bank  of  Atlanta  had  requested  me  to 
sound  the  board  out  as  to  how  it  would  feel  about  approving  action, 
if  taken — it  had  not  been  taken — ^but  how  it  would  feel  about  approv- 
ing action  if  taken  by  the  directors  of  the  Federal  reserve  bank  of 
Atlanta  to  abolish  their  pro^ssive  rate.  At  that  time  the  maximum 
flat  rate  for  a  normal  basic  line  was  6  per  cent.  I  asked  Grov.  WeH- 
bom,  and  reported  to  the  board  what  Mr.  Wellborn  said  as  to  his 
reasons  for  desiring  to  abolish  the  progressive  rate.    He  said  that  he 
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found  that  the  large  city  banks,  the  banks  with  large  capital  and 
deposits,  notably  in  New  Orleans,  Atlanta,  Savannah,  and  Nashville, 
were  in  favor  of  the  progressive  rate  because  they  had  large  deposits 
and  large  balances,  and  their  basic  line  was  very  large,  as  I  tned  to 
explain  this  morning  in  this  memorandum  I  gave,  and  that  they 
figured  that  the  operation  of  the  progressive  rate  would  give  them 
money  cheaper  than  if  they  went  to  a  flat  7  per  cent  rate. 

He  said,  on  the  other  hand,  the  country  banks  which  had  smaller 
capital,  smaller  deposits,  and  necessarily  smaller  reserves,  and 
therefore  a  smaller  basic  line,  were  in  favor  of  the  7  per  cent  flat  rate 
for  the  same  reason,  that  it  would  give  them  their  money  cheaper. 

I  explained  that  to  the  board.  At  that  time  there  was  a  disposition 
on  the  part  of  some  of  the  banks  in  the  large  cities  to  use  very  large 
amounts  of  money  which  involved  moving  grain  and  other  a^cm- 
tural  products  wnich  came  from  other  Fec^ral  reserve  distncts  to 
iheports. 

Tne  board  instructed  me  to  say  to  the  Federal  reserve  bank  of 
Atlanta  that  we  were  prepared  to  approve  the  abolition  of  the  pro- 
gressive rate  whenever  tne  directors  of  the  Federal  reserve  bank 
recommended  it,  provided  they  would  reconmiend  a  substitution 
of  a  7  per  cent  flat  rate  for  a  6  per  cent  progressive  rate,  but  they 
were  not  prepared  to  make  that  recommendation  until  the  latter 
part  of  October,  and  when  thev  did,  the  board  agreed  to  it,  and  the 
substitution  was  made  about  tne  1st  of  November. 

Representative  Sumnbbs.  Governor,  if  it  would  not  interrupt  voU| 
right  at  that  point  I  want  to  see  if  I  am  dear  as  to  the  effect  of  the 
pn^ressive  rate.  In  the  illustration  which  you  gave  this  mornii^ 
with  regard  to  the  basic  rate,  I  wanted  to  get  that  information  this 
morning,  but  seemed  to  be  unfortunate  in  framing  my  question. 

Gov.  Habdiko.  Congressman,  if  you  could  just  let  me  finish  this 
stoiy  and  then  take  it  up  we  would  have  it  all  consecutive  in  the 
record. 

Representative  SuMNSBB.  Yes. 

Gov.  Habding.  It  does  not  make  any  difference  to  me,  however. 
I  want  to  enlighten  you. 

Representative  Suhnbbs.  Very  well.    I  will  bring  that  up  later. 

Gov.  Harding  (reading) : 

Effective  February  10, 1921.    Cleveland.  ^ 

Rate  on  paper  secured  by  Liberty  iMdds  and  Victcny  notes  raised  from  5}  per  cent 
to6  per  cent. 
Mr.  WilUamfl  present.    Action  unanimous. 

Other  rates  were  6  per  cent,  and  they  were  giving  a  differential  in 
favor  of  Liberty-bond  holders,  and  found  that  that  did  not  seem  to 
be  fair  in  certiEdn  instances,  and  they  wanted  to  make  the  rate 
uniform. 

Effective  February  15, 1921.    Dallas. 

Bate  on  commercial  paper  raised  from  6  per  cent  to  7  per  cent. 

Bate  on  paper  secured  by  Liberty  bonds  and  Victory  notes  raised  from  5}  per  cent 
to  6  per  cent. 

Bate  on  ajg^iicultural  paper  over  90  days  raised  from  6  per  cent  to  7  per  cent. 

(This  action  was  taken  oy  the  board  February  15,  1921,  and  abolished  at  the  same 
^ime  the  prpgresaive  rate;) 

Action  unanimous.    Mr.  Williams  present. 

Effective  April  15,'  1921.    Boston. 
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This  was  after  Mr.  Williams  left  the  board ,  and  we  have,  of  couise, 
no  further  reports  to  make  as  to  his  action. 

Kate  on  commercial  paper  reduced  from  7  per  cent  to  6  per  cent. 

Rate  on  agricultural  paper  over  90  days  reduced  bom  7  per  cent  to  6  per  cent. 

That  was  a  voluntary  recommendation  on  the  part  of  the  Federal 
reserve  bank.  Its  reserve  position  justified  it.  The  lower  tendency 
of  discoimt  rates  generally  m  the  Boston  district  also  justified  it. 

Effective  May  5, 1921.    New  York. 

Rate  on  commercial  paper  reduced  from  7  per  cent  to  6)  per  cent. 

Rate  on  agricultural  paper  over  90  daya  reduced  from  7  per  cent  to  ^  per  cent 

The  Bank  of  England  had  recently  reduced  its  rate  from  7  to  6i 
per  cent  before  that  action  was  taken  in  New  York. 

Effective  May  6, 1921.    Atlanta. 

Rate  on  commercial  paper  reduced  from  7  per  cent  to  6  per  cent. 
Rate  on  agricultural  paper  over  90  days  reduced  from  7  per  cent  to  6  per  cent. 
Rate  on  paper  secured  oy  liberty  bonds  and  Victory  notes  raised  from  5}  per  coit 
to  6  per  cent. 

To  all  borrowers  on  the  same  basis. 

Effective  May  7,  1921.    Chicago. 

Rate  on  commercial  paper  reduced  from  7  per  cent  to  6}  per  cent. 
Rate  on  amcultunJ  paper  over  90  days  reduced  from  7  per  cent  to  6}  per  cent. 
Effective  May  10^  1921.    Minneapolis. 

Rate  on  commercial  paper  reduced  from  7  per  cent  to  6}  per  cent. 
Rate  on  agricultural  paper  over  90  days  reduced  from  7  per  cent  to  6^  per  cent. 
Effective  May  16, 1921.    Dallas. 

Rate  on  commercial  paper  reduced  from  7  per  cent  to  6^  per  cent. 
Rate  on  agricultural  paper  over  90  days  reduced  from  7  per  cent  to  6^  per  cent 
Effective  May  21, 1921.    St.  Louis. 

Rate  on  paper  secured  by  Liberty  bonds  and  Victory  notes  raised  from  5^  per  cent 
to  6  per  cent. 
Elective  June  16^  1921.    New  York. 

Rate  on  commercial  paper  reduced  from  6^  per  cent  to  6  per  cent. 
Rate  on  agricultural  paper  over  90  days  reduced  from  6}  per  cent  to  6  per  cent. 

And  the  Bank  of  England  followed  suit  a  few  days  after  that  and 
reduced  its  rate  to  6  per  cent.  There  was  no  necessary  connection, 
of  course,  between  one  bank  and  the  other,  but  London  and  New 
York  are  both  great  financial  centers,  and  without  any  prearrange- 
meht  one  action  followed  the  other. 

The  Chairman.  May  I  ask  if  that  followed  any  decline  in  the  rate 
of  money  ? 

Gov.  Harding.  There  was  a  declining  tendency;  yes.  It  is  v«y 
hard  to  determine,  by  the  way,  just  what  is  the  market  rate.  New 
York  has  the  only  real  call-money  market,  and  in  a  great  many 
financial  centers  there  are  no  call-money  rates.  The  interest  rates 
of  the  different  States  seem  to  fix  the  limitations  on  money  in  a  great 
many  States.  I  think  tiie  best  criterion  to  judge  by  now  as  to  the 
market  rate  for  money  is  the  rate  at  which  securities  can  be  sold, 
income  return,  and  even  that  is  complicated  with  the  question  of 
income  taxes,  and  so  on. 

Ordinarily  the  commercial  paper  rate,  that  is  on  paper  sold  by  bill 
brokers,  has  been  accepted  as  a  criterion  of  the  commercial  paper  rate 
on  the  market.  But  that  is  hardly  fair  now,  because  the  bank  which 
has  idle  funds  to  invest  has  an  opportunity  of  investing  its  funds  in 
paper  which  carries  a  smaUer  credit  risk  than  the  one-name  com- 
mercial paper  that  is  offered  through  note  brokers.  For  instance,  a 
bank  can  buy  Treasury  certificates  of  6  months'  or  12  montns' 
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maturity  when  they  are  offered,  or  shorter  maturitv,  if  thev  buy  on 
the  market,  and  there  is  a  good,  strong  demand  for  member  bank 
acceptances,  which  are  the  obligations  oi  a  trader,  an  exporter,  or  an 
importer,  or  a  merchant,  accepted  by  a  member  bank.  But  the 
acceptance  rate  in  New  York  now  is  less  than  the  ojQGicial  bank  rate, 
sli^tly  less.  And  that  is  an  ideal  situation  which  we  have  been 
tr^ng  to  work  to,  but  never  have  succeeded  in  getting  to,  and  under 
the  conditions  existing  in  this  countrv  it  may  be  several  years  before 
we  can  get  to  it — that  is,  to  keep  the  discount  rate  of  the  Federal 
reserve  bank  a  little  above  the  market  or  goin^  rate,  so  that  while 

Eroviding  funds  for  accommodation  there  is  no  mcentive  for  a  mem- 
er  bank  to  discount  merelv  for  the  sake  of  making  a  profit  because  of 
the  difference  in  rate  which  he  charges  his  customer  and  the  rate  at 
which  the  Federal  reserve  bank  will  rediscount  for  him. 

Effective  June  25,  1921.    Dallas. 

Rate  on  commercial  paper  reduced  from  6}  per  cent  to  6  per  cent. 

Rate  on  agricultural  paper  over  90  days  reduced  from  6i  per  cent  to  6  per  cent. 

And,  again,  I  want  to  stress  that  that  ''commercial  paper"  means 
all  paper  of  a  commercial  and  agricultural  type  maturing  imder  90 
days. 

Effective  July  21,  1921.    Boston,  New  York,  Philadelphia,  San  Francisco. 
Rate  on  commercial  paper  I'educed  from  6  per  cent  to  5J  per  cent. 
Effective  July  21,  1921.    Boston,  New  York,  Philadelphia,  San  Franciflco. 
Rate  on  paper  secured  by  Liberty  bonds  and  Victory  notes  reduced  from  6  per  cent 
to  5 J  per  cent. 
Effective  July  21,  1921.    Boston,  New  York,  Philadelphia,  San  Frantisco. 
Rate  on  agricultural  paper  over  90  days,  reduced  from  6  per  cent  to  5i  per  cent. 
Effective  July  30,  1921.    Chicago. 
Rate  reduced  from  6i  per  cent  to  a  fiat  6  per  cent  rate. 

The  Chairman.  Was  the  increase  in  the  discount  rate  on  loans 
secured  by  Government  paper  adopted  by  all  of  the  Federal  reserve 
banks  at  about  the  same  time  ? 

Gov.  Habdino.  Well,  over  a  period  of  10  days  or  2  weeks,  I 
I»'eBume. 

The  Chairman.  I  tried  to  follow  it,  but  I  did  not  get  in  my  mind 
whether  that  particular  increase  took  place  in  all  member  banks 
about  the  same  time,  or  took  place  in  different  banks  at  different 


Gov.  Habdino.  You  see  the  directors  of  the  Federal  reserve  banks 
do  not  have  uniform  days  for  meeting.  For  instance,  they  meet  on 
Tuesday  in  one  bank  and  Wednesday  in  another,  and  every  other 
week  in  another  bank,  and  so  on.  But  it  took  place  at  practically  the 
same  time. 

Now,  I  want  to  quote  from  Table  48. 

Representative  T^n  Eyck.  Gov.  Harding,  may  I  ask  a  question 
ri^tnere. 

Gov.  Hardino.  Yes,  sir. 

Representative  Ten  Eyck.  As  a  sort  of  an  appendix  to  your 
statement  this  morning,  will  you  tell  me  what  is  the  practice  or 
procedure  of  the  reserve  banks  in  bringing  to  your  attention  sug- 
gested raises  or  lowerings  of  discount  rates  ? 

Gov.  Harding.  Why,  sometimes  they  will  communicate  with  me 
inforaially  and  ask  me  to  sound  out  the  board  and  find  out  what 
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the  board's  view  is  about  such  and  such  a  change  in  their  rate 
schedule;  how  the  board  would  feel  about  it. 

Representative  Ten  Eyok.  And  give  you  their  reasons  for  doing 
it? 

Gov.  Harding.  And  give  me  their  reasons  for  doin^  it.  That  is 
not  the  usual  way.  I  think  more  frequently — well,  I  don't  know 
about  that  either.  I  guess  it  is  about  six  to  one  and  half  a  dozen  of 
the  other. 

Representative  Ten  Eyck.  Well,  what  is  the  other  w:ay  ? 

Gov.  Harding.  The  other  is  that  thev  will  go  ahead  and  act  and 
fiend  a  telegram  to  the  board  saying:  "Our  durectors  to-day  voted, 
•effective  such  and  such  a  date,  subject  to  the  approval  of  the  board, 
to  fix  the  following  rate." 

Representative  Ten  Eyok.  Now,  if  the  board  refused  to  accept 
their  su^estions,  then  what  is  the  outcome  ? 

Gov.  HA.RDINO.  Why^  then  the  same  old  rate  continues  in  effect. 

Representative  Ten  Eyck.  I  merely  asked  this  to  get  your  ex- 
planation of  the  working  of  the  system,  Governor. 

Gov.  Habdinq.  Yes.  You  see,  it  is  very  dear  from  paragranh 
J)  of  section  14  of  the  Federal  reserve  act  that  the  board  has  the 
power  of  review  and  determination,  but  the  initiative  seems  to  be 
vested  in  the  Federal  reserve  bank.  Nowj  it  is  a  very  different 
proposition  from  a  Fedek*al  reserve  bank  imtiating  a  rate  and  pro* 
posing  to  the  board  that  such  and  such  be  the  rate,  and  the  board 
nolding  back  and  saying,  "No,"  and  the  ho&td  going  ahead  without 
consulting  with  the  Federal  reserve  banks  and  sending  them  a  tele- 
gram advising  them  that ''  Your  rate  from  to-morrow  is  so  and  so." 

The  Chairman.  Gov.  Harding,  if  you  are  willing  to  suspend  at 
this  time  I  would  like  to  have  Mr.  rowell,  who  is  here  from  Cali- 
fornia, proceed. 

(Thereupon  Gov.  Harding  suspended  his  statement  to  permit 
Hr.  G.  Harold  Powell  to  make  a  stat^nent  to  the  commission.) 

(At  the  conclusion  of  Mr.  Powell's  stat^nent  Gov.  Harding  ocm- 
tinned  his  statement,  as  follows:) 

Gov.  Harding.  Mr.  Chairman,  I  would  like  to  place  in  the  record 
Table  No.  48,  which  appears  on  page  188  of  the  Annual  Report  of 
the  Federal  Reserve  Board  for  the  year  1920,  the  date  of  that  repcNi 
being  February  16,  1921. 

Tms  table  snows  the  average  rate  chained  oh  bills  discounted  by 
months  during  the  year  1920  at  each  Federal  reserve  bank. 

Tliat  table  nas  also  been  extended  by  our  statistical  division  so  as 
to  show  the  average  rate  charged  on  bills  discoimtedfrom  January, 
1921,  to  June  30,  1921. 

For  the  year  1920,  the  highest  rate  which  appears  at  any  of  the 
Federal  reserve  banks  at  any  month  is  7.41  per  cent  for  the  month 
of  November  at  the  Federal  reserve  bank  of  Kansas  City.  Tht 
lowest  rate  which  appears  in  the  table  at  any  Federal  reserve  bank 
for  a  certain  month  is  4.78  per  cent,  at  the  Federal  reserve  bank  afc 
Dallas,  during  the  month  of  January,  1920.  I  read  this  so  as  t4» 
show  you  the  effect  of  the  progressive  rate.  The  average  on  billi 
discounted  by  months  at  Kansas  City  was  as  follows:  January,  5.52; 
February,  5.79;  March,  5.80;  April,  6.55;  May,  6.81;  June,  6.72; 
July,  6.62;  August,  6.45;  September,  6.78;  October,  7.13;  November, 
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7.41;  December,  7.16,  and  the  average  for  the  year  1920,  6.65.  The 
aFcrage  rate  for  all  banks  for  the  year  1919-20  is  as  follows:  Boston, 
6.03;  New  York,  5.97;  Philadelphia,  5.44;  Cleveland,  5.66-  Richmond, 
5.78;  Atlanta,  5.97;  Chicago,  6.32;  St.  Louis,  5.98;  Minneapolis, 
«.40;  Kansas  Qtv,  6.65;  Dallas,  5.78;  San  Francisco,  5.82. 

That  Atlanta  bank,  Mr.  Chairman,  is  the  bank  where  that  excep- 
tional case  in  Alabama  came  up,  and  I  will  comment  on  that  in  a 
few  minutes.  The  average  rate  charged  at  all  banks  in  that  district 
was  5.97.  The  general  average  for  all  the  banks  in  the  system  for 
theyear  1920  is  6.02. 

(The  Table  No.  48,  so  referred  to,  is  printed  in  full,  as  follows:) 

No.  48. — Average  rate  charged  on  hilU  discaurUed,  by  morUhi,  during  19t0, 

(Per  cent.] 


FMenl  reserve  bank. 

January. 

Febru- 
ary. 

March. 

April. 

May. 

June. 

July. 

Boston 

4.89 
4.86 
4.88 
4.92 
4.90 
4.92 
4.86 
4.88 
&05 
5.62 
4.78 
4.81 

5.54 
5.42 
5.46 
5.46 
5.60 
6.55 
5.63 
5.62 
5.70 
5.79 
5.32 
&55 

5.68 
5.53 
6.44 
5.58 
5.63 
5.67 
6.79 
6.67 
5.77 
5.80 
.5.50 
5.70 

5.60 
5.48 
5.46 
5.71 
5.59 
6.68 
6.77 
5.78 
5.81 
6.55 
5.66 
5.70 

5.60 
5.56 
5.48 
5.64 
5.58 
5.72 
5.85 
6.78 
5.89 
6.81 
5.73 
5.84 

6.24 
6.19 
6.51 
5.75 
5.95 
5.82 
6.64 
6.94 
6.78 
6.72 
5.95 
5.93 

6.31 

New  York 

6.25 

PUidfllpUa 

5.54 

chwhiiS!?.. ..:::::::::::::::::;:;.: 

6.84 

Sktimaod 

5.96 

itittto.  „.;;;:::::::::::;::::::::::: 

5.94 

<«cigo:;:;:;:::;::::::::::;:;::::::: 

6.65 

stiSib :: 

6.04 

iflmieBpoiii::::;;:;;:::::::::::::::;: 

6.77 

KtusCUy 

6.62 

didm... J.:;:::::::::::::::;;::::;:: 

6.87 

SuFrmdieo 

195 

AH  banks: 

vm 

4.90 
4.18 
4.02 

5.52 
4.14 
4.02 

5.64 
4.15 
4.06 

5.67 
4.18 
4.23 

5.74 
4.16 
4.85 

6.20 
4.19 
4.42 

6.21 

1919 

4.14 

1918 

4,37 

Federal  reMrye  bank. 

Au- 
gttrt. 

uS&r. 

Octo- 
ber. 

Novem- 
ber. 

Decem- 
ber. 

Year 
1920. 

Year 
1919. 

Year 
1918. 

BcitOB 

6.47 
6.25 
5.57 
&81 
5.06 
6.01 
6.65 
5.84 
6.80 
6.45 
5.76 
5.06 

6.60 
6.47 
5.58 
5.82 
5.98 
6.04 
6.76 
6.06 
6.81 
6.78 
5.88 
5.97 

6.44 
6.47 
5.50 
5.88 
6.96 
6.22 
6.72 
6.10 
6.81 
7.13 
5.91 
5.98 

6.52 
6.41 
5.61 
5.87 
5.98 
6.65 
6.71 
6.60 
6.78 
7.41 
5.98 
6.98 

6.60 
6.51 
5.67 
5.87 
5.99 
6.46 
6.75 
7.08 
6.77 
7.15 
5.96 
5.98 

6.03 
5.97 
5.44 
5.66 
5.78 
5.97 
6.32 
5.98 
6.40 
6.65 
5.78 
5.82 

4.25 
4.14 
4.13 
4.24 
4.32 
4.25 
4.35 
4.26 
4.54 
4.74 
4.46 
4.60 

4  17 

New  York 

4.06 

PUhdcl^:            . 

4  00 

«e«taA.": :::;;; 

4.21 

ffiSS:         : 

4  38 

Aflirti....:: ::::::::::::: 

4  06 

SSp      : 

4.24 

S^:;v:::::::::;::::::;::;:;;:: 

4.27 

MtDDttpoUs 

4.72 

SM^y.:.::.: : 

4.80 

whi.!:.!:;.:;::::::::::::::::::::: 

4.55 

tePMnfin^ 

4.54 

An  banks: 

1929 

6.19 
4.12 
4.25 

6.39 
4.18 
4.24 

6.40 
4.19 
4-21 

6.45 
4.53 
4-20 

6.49 
4.67 
4.  lA 

6.02 

1919 

4.26 

1918 

4.26 

Gov.  Harding.  Now,  giving  figures  for  the  system,  I  have  had  the 
^tistical  department  make  out  a  table  for  this  year  from  January 
to  June  30,  and  I  have  the  figures  in  detail,  as  follows,  by  months: 
for  January,  6.36;  for  February,  6.41;  for  March,  6.43;  for  April, 
«-32;  for  May,  6.20;  for  June,  6.14. 
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(The  table  last  referred  to  is  printed  in  full,  as  follows:) 
Average  rate  charged  on  hUla  discounted  from  January  to  Junty  1921  ^  S65-day  6am. 


Federal  reserve  bank. 


Boston 

New  York 

Philadelphia. 

Cleveland 

Richmond 

Atlanta , 

Chicago 

St.  Louis 

Minneapolis. . . 
Kansas  City... 

Dallas 

San  Francisco. 

System. 


January. 


Percent. 
6.42 
6.53 
5.61 
5.90 
5.99 
6.40 
6.67 
5.98 
6.79 
6.70 
6.00 
6.00 


6.38 


February. 


Percent: 
6.46 
6.55 
5.67 
5.96 
6.00 
6.29 
6.70 
6.16 
6.73 
6.47 
6.27 
6.00 


6.41 


March. 


Percent. 
6.57 
6.52 
5.67 
6.X)0 
6.00 
6.39 
6.72 
5.90 
6.78 
6.50 
6.68 
6.00 


ApriL 


Percent. 
6.21 
6.45 
5.55 
6.00 
6.00 
6.38 
6.70 
6.03 
6.81 
6.44 
6.73 
6.00 


6.43 


6.32 


May. 


PereenL 
6.00 
6.26 
5.62 
6.00 
6.00 
6.12 
6.41 
6.24 
6.54 
6. 48 
6.62 
6.00 


6.20 


June. 


Percent. 

6.00 
&(« 

&ao 

6.00 
&00 
&3S 
6.17 
&45 
S.4I 

aiS 

6iOB 


6il4 


Average  rate  dutrged  on  bankers^  and  trade  acceptances  purchased  from  January  to  Juru, 

1921  y  365'day  basis. 


Federal  reserve  bank. 

January. 

February. 

March. 

April. 

May. 

June. 

Boston 

Percent. 
5.98 
5.97 
6.00 
6.02 
6.08 
7.10 
6.06 
6.29 
6.08 
7.10 

Percent. 
5.94 
5.96 
5.99 
6.02 
6.08 
7.10 
6.06 
6.04 

Percent. 
5.88 
5.96 
5.99 
6.01 
6.08 
7.10 
6.08 
6.09 
5.96 

Percent. 
5.84 
5.91 
5.84 
5.94 
6.08 
7.10 
5.93 
6.06 

Percent. 
6.74 
5.86 
6.87 
5.95 
6.08 
6.07 
5.91 
&83 

Percent. 

New  York 

5.87 

PhllAHAlnhff^ ,      „    . 

5.90 

Cleyfllfi'i?! 

5.99 

Rlcfimond 

6.  OS 

Atlftntft 

6.07 

Chicago 

&8S 

St.  Louis 

&07 

Mlnn«ipoMs. , 

Kansfts'City, 

7.10 
6.06 
6.02 

7.10 
6.60 
5.96 

7.10 

nftllfta     ..' 

7.10 
6.04 

6wOS 

fSan  Frandsco 

6.08 

6.03 

5.8s 

.4yiftAni ; 

6.05 

6.01 

6.01 

5.94 

5.88 

5.SH 

Gov.  Harding.  A  telegram  from  the  governor  of  the  Federal 
reserve  bank  at  Atlanta  says  the  average  rate  charged  the  member 
bank  in  Alabama  that  paid  something  over  80  per  cent  on  a  part  of 
its  loan  on  the  progressive  rate  system  was  8.7  per  cent  per  annum. 

The  Chairman.  That  was  the  average  rate  lor  the  entire  district? 

Gov.  Hardino.  No;  that  is  the  average  rate  for  that  member  bank 
that  paid  the  high  rate  on  its  loan. 

Representative  Sumners.  Was  that  the  average  rate  that  bank 
paid  at  the  time  it  was  paying  this  particularly  high  rate  ? 

Gov.  Harding.  I  suppose  that  is  the  average  rate.  I  will  read 
his  letter,  which  gives  tne  details.  I  wrote  for  information  regarding 
that  matter. 

And  I  want  to  say  in  connection  with  this  matter  that  I  had  no 
more  idea  that  the  application  of  the  progressive  rate  would  bring 
about  that  result  than  any  other  member  of  the  board  did.  My 
attention  was  not  called  to  it.  I  do  not  know  why  the  bank  itself 
did  not  call  my  attention  to  it.  But  I  never  learned  of  it  until  after 
the  progressive  rate  had  been  abolished,  which  was  on  November  1, 
1920.  I  suggested  to  the  directors  of  the  Federal  reserve  bank  of 
Atlanta,  when  I  met  with  them  in  Nashville  in  May  last,  that  thev 
refund  to  all  member  banks  penalties  for  deficient  reserves  and  all 
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excess  interest  above  a  maximum  rate  of  12  per  cent,  which  would 
make  a  reasonable  rate,  from  6  per  cent  up  to  12  per  cent,  you  see. 
And  the^  did  so,  and  the  amount  was  not  large. 

A  similar  refund  has  also  been  authorize  in  the  Kansas  City 
district. 

Representative  Sumnebs.  Grovemor,  do  you  know  what  effect  that 
high  rate,  during  the  time  it  was  in  operation,  had  upon  the  interest 
charges  of  the  banks  to  their  regular  customers? 

Gov.  Habdino.  I  think  the  rates  were  regulated  by  the  usury  laws 
of  the  various  States.  I  think  the  witness  stated  yesterdav  that  the 
banks  in  Alabama  did  not  chaise  over  8  per  cent;  that  the  reports 
showed  that. 

Now,  this  particular  bank,  I  may  say,  is  one  of  two  national  banks 
in  its  town.  The  other  bank  there  had  a  capital  and  surplus  of 
$W5,000,  with  a  basic  line  of  $59,990.  This  bank  has  a  capital  and 
surphis  of  $37,600— $36,000  last  year,  and  $37,600  this  year— and  a 
basic  line  of  $14,710.  The  aggregate  loans  to  this  bank  on  the  Ist 
of  June,  1920,  amoimted  to  $114,333. 

Its  larger  neighbor,  with  a  capital  and  surplus  over  four  times  as 
great,  was  borrowing  at  that  time  $87,427,  as  against  a  basic  line  of 
apMoximately  $60,000. 

On  June  30,  1921,  the  particular  bank  which  was  charged  this  high 
rate  of  interest  had  aggregate  loans  discounted  with  the  Atlanta 
Federal  reserve  bank,  of  $174,063. 

Representative  Mills.  What  was  its  basic  line  f 

Gov.  Habding.  $10,112;  in  other  words,  it  was  borrowing  17  times 
its  basic  line. 

The  Chairman.  What  were  its  reserves  at  that  time  f 

Gov.  Harding.  I  am  going  to  explain  that.  I  want  to  read  into 
the  record  this  letter  from  the  governor  of  the  Atlanta  bank,  which 
will  get  the  matter  before  you.    May  I  erase  Uie  name  of  the  bank  ? 

The  Chairman.  I  think  there  is  no  objection  to  that. 

Gov.  Harding  (reading) : 

July  23,  1921. 
Dear  Gov.  Harding:  In  accordance  with  request  contained  in  your  telegram  of  the 
2l5t  instant,  I  take  pleasure  in  inclosing  herewith  list  of  all  Alabama  member  banks 
dwwing  capital  and  surplus,  basic  line  and  amount  of  borrowings  with  us  at  the  close 
<rf  business  June  30, 1920,  and  June  30, 1921 .  I  am  also  inclosing  full  details  in  connec- 
tion with  our  charges  to  the  National  Bank, ~,  Ala.,  representing  pjro- 

pessive  discount  rates;  also  statement  showing  rebate  of  these  charges  aggregating 
12,281.58. 

It  is  strange  that  I  have  never  heard  a  complaint  from  that  bank, 
and  that  bank  is  located  in  the  town  which  is  the  home  of  a  Member 
of  the  House  of  Representatives.  I  never  heard  from  him  in  con- 
aection  with  it  until  the  whole  matter  was  settled  up,  and  then  he 
expressed  gratification  that  the  bank  had  been  refunded  the  excess 
rate.    [Continuing  reading:] 

There  is  also  inclosed  statement  showing  the  average  reserve  balance  of  this  bank 
and  required  reserve,  which  you  will  note,  at  a  glance,  shows  a  deficit  in  each  period. 

In  comparing  these  statements  referred  to  above,  it  can  readily  be  seen  that  the 
iwtjgreaaive  rates  run  exceedingly  high  due  to  the  fact  that  this  bank  did  not  at  any 
time  during  this  period  carry  its  reauired  reserve  balance;  therefore,  reducing  its 
basic  line,  or  discount  line,  whereby  tne  progressive  rate  increased  rapidly. 
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Now,  if  you  will  take  that  table  I  gave  you  this  morning  and  look 
at  the  basic  line,  based  upon  the  reserve  balance,  and  3  you  will 
follow  that  table,  you  will  see  what  I  mean.  If  a  baiik  has  no  reserve 
balance,  it  has  got  to  get  at  the  basic  rate  an  amount  based  only  on 
its  stock  in  the  reserve  bank;  this  bank  had  $37,500  capital  stock 
and  surplus,  and  fi^urin^  3  per  cent  of  that,  you  will  find  that  it  had 
SI,  125  of  stockholding  m  the  Federal  reserve  bank  of  Atlanta.  Ar- 
riving at  it  by  the  same  methods  as  indicated  on  the  table  I  introduced 
this  morning,  we  find  it  had  about  $2,500  basic  line.  In  other  words, 
under  the  operation  of  the  progressive  rate,  if  the  bank's  basic  line 
was  $2,500,  it  would  pay  6  per  cent  interest  on  $2,500:  then  as  the 
rate  of  progression  increased  we  get  this  result:  You  will  see  that  on 
the  next  $625  which  the  bank  borrowed  it  would  pay  at  the  rate  of 
6i  per  cent;  and  on  the  next  $625  it  would  pay  at  tne  rate  of  7  per 
cent;  and  on  the  next  $625  it  would  pay  at  the  rate  of  7i  per  ceat- 
and  on  the  next  $625  it  would  pay  at  the  rate  of  8  per  cent;  ana 
on  the  next  $625  it  would  pay  at  the  rate  of  8i  per  cent.  Now,  ihis 
gets  us  to  about  Si  per  cent  on  total  borrowings  of  $5,625,  whereas 
if  the  bank  had  maintained  the  reserve  balance  that  the  law  reauired 
it  to  maintain,  it  would  have  had  $10,000  at  6  per  cent.  It  woula  have 
had  $2,500  more  at  6^  per  cent,  and  $2,500  at  7  per  cent,  and  so  on: 
in  other  words,  it  would  have  had  $20,000  on  an  average  chaige  of 
6f  per  cent  on  the  whole  $20,000. 

Now,  here  is  a  statement,  however,  of  the  case.  [Continuing 
reading:] 

Taking  the  matter  as  a  whole,  however,  from  the  statement  submitted  below,  it 
can  be  seen  that  while  the  progressive  rates  seem  exorbitant  the  average  rates  paid 
to  us  for  money  borrowed  during  this  period,  when  applied  a^nst  tlie  average  bor- 
rowings, will  not  show  anything  in  comparison  to  tne  seemingly  hiph  proeressive 

rates  shown.    For  instance,  the  average  borrowings  of  the National  Bank  for 

the  period  from  June  15,  1920,  to  October  16.  1920,  was  $149,830.    The  normal  dis- 
count rate  at  6  per  cent  on  this  amount  would  be  $2,996.60. 

The  witness  yesterday  took  a  two  weeks'  period  to  illustrate  his 
figures.  The  Federal  reserve  bank  gives  us  the  whole  period  when 
the  borrowings  were  large,  from  June  15,  1920,  to  October  16,  1920, 
and  the  commission  can  judge  which  is  the  right  metiiod. 

Representative  Mills.  Ymat  did  that  average  for  this  period  ? 

Gov.  Harding.  For  this  period  $149,830,  ana  the  bank's  basic  line 
was  $10,000,  the  amount  wnich  the  Federal  reserve  bank  of  Atlanta 
could  loan  this  bank  if  all  its  member  banks  were  borrowing  the 
amount  of  their  basic  line. 

Representative  Mills.  What  was  the  average  interest  rate  ? 

Gov.  Habding.  I  am  coming  to  that.     [Continuing  reading:] 

The  normal  discount  rate  at  6  per  cent  on  this  amount  would  be  12,996.60.     Add  to 
this  amount  pro^'essive  discount  rates  charged,  $3,680.15,  and  this  less  progressive  | 
discount  rates  rebated,  $2,281.56,  would  leave  net  amount  of  interest  paia  $4,395.19, 
which  would  result  in  a  rate  charged  for  the  average  borrowings  of  0.0880032  per 
cent  per  annimi. 

It  should  be  noted  that  the  progressive  rates  did  not  apply  to  agricultural  pai)er 
in  amount  up  to  the  capital  and  surplus  of  a  member  bank.  We  made  a  specnal 
exemption  in  such  cases,  with  the  approval  of  the  Federal  Reserve  Board. 

For  your  information,  beg  to  advise  that  the  rebated  progressive  discount  rates 
referred  to  above,  aggregating  $2,281.56,  were  refunded  under  date  of  June  28,  1921. 

And  those  progressive  rates  were  refunded  in  every  case,  and  my 
recollection  is  that  the  amount  was  about  $20,000  for  tne  whole 
district. 
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Representative  Sumnebs.  Governor,  I  want  to  ask  you  with 
reference  to  the  operation  of  this  scale  of  rates.  Recurring  to  the 
illustration  given  by  yourself  this  morning  with  reference  to  the 
oountry  bank  and  the  city  bank,  the  country  bank  having  a  total 
cental  and  surplus  of  $40,000  and  the  city  bank  having  a  total 
capital  and  surplus  of  $40,000,000.  The  calculations  whioi  I  have 
made — ^in  regard  to  the  accuracy  of  which  I  am  not  in  position  to 
vouch  for  absolutely,  figuring  bemg  out  of  my  line — it  seems  that  on 
the  basis  of  capital,  the  country  bank  having  a  capital  and  surplus 
of  $40,000,  it  would  be  permitted  on  its  basic  line  to  borrow  $11,000, 
in  round  figures,  or  $11  to  every  $40  of  capital. 

Gov.  H^EtDiNO.  Tina  basic  fine  was  figured  on  the  contribution 
made  by  each  member  bank  to  the  Federal  reserve  bank  to  do  busi- 
ness with. 

Representative  Sumnebs.  Whereas  the  city  bank,  with  $40,000,000, 
would  be  privileged  to  borrow  $58,000,000,  and  the  country  bank, 
with  $40,000,  could  borrow  $11,000;  the  city  bank,  with  $40,000,000 
capital  and  surplus,  could  borrow  $58,000,000.  1  have  eliminated 
the  question  of  reserves,  each  one  maintaining  a  le^al  reserve. 

Gov.  Habdino.  Have  you  taken  into  consideration  the  amount  of 
deposits  carried  by  eacn  bank?  The  whole  proposition  is  this, 
Congressman:  Put  it  on  the  individual  case — there  is  no  way  of  dis- 
tributing credit  by  the  Federal  reserve  banks  por  stirpes,  i  ou  can 
not  distribute  Federal  reserve  funds  on  the  basis  of  personal  property 
owned  in  each  State,  or  on  any  other  basis  excepting  the  amount  the 
member  banks  can  borrow.  All  transactions  come  through  the 
member  banks.  If  the  member  banks  are  not  in  locaUties  where 
they  can  get  large  deposits,  they  can  not  carry  the  deposits  with  the 
Federal  reserve  bank  that  will  justify  them  in  giving  large  credits. 

Representative  Sumnebs.  I  understand  that. 

Gov.  Habding.  You  take  one  individual  who  is  worth  $1,000,000, 
and  another  individual  who  is  worth  $5,000;  they  are  both  excellent 
men,  and  the  man  who  is  worth  $6,000  may  be  a  better  man,  and 
have  just  as  good  an  appearance,  and  all  that,  as  the  miUionaire, 
but  on  the  question  of  tne  amount  of  money  each  can  borrow,  the 
millionaire  naturally  can  borrow  more  money  than  the  $5,000  man. 

Representative  Sumnebs.  Yes;  but  evidently  I  did  not  make 
myself  clear.  Let  me  make  my  statement  agam:  Figuring  on  the 
basis  of  canital  and  surplus  only,  if  the  country  bank  with  $40,000 
surplus  and  capital  would  be  privileged  to  borrow  $11,000  after  the 
progressive  rate  went  into  effect,  whereas  the  city  bank,  with 
$40,000,000,  would  be  privileged  to  borrow  $58,000,000  after  the 
progressive  rate 

GoY.  HABmNO.  That  is,  if  ypu  fijgxu*ed  on  capital  alone. 

Representative  Sumnebs.  That  is  what  I  am  talking  about. 

Gov.  Habdino.  Why  figure  on  capital  alone  ? 

Representative  Sumnebs.  I  do  not  see  any  reason  to  get  dis- 
turbed about  the  question. 

Gov.  Habdino.  Why  should  you  eliminate  the  gist  or  kernel  of  the 
whole  question  ? 

Representative  Sumnebs.  Is  my  statement  true,  or  not  ? 

The  Chaibman.  I  think  your  illustration  of  the  little  bank  is 
decidedly  unfortimate.  You  have  taken  a  hypothetical  case  that 
would  not  happen  once  in  many  thousands  of  times.    You  have 
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assiimed  time  deposits  of  $50,000  and  demand  deposits  of  $50,000, 
which  is  very,  very  small,  in  my  part  of  the  comitry,  at  least,  lor  the 
capitalization. 

Gov.  Harding.  I  was  leading  back  to  it.  I  was  taking  a  case 
where  a  bank  had  deposits  more  nearly  in  proportion  to  its  capital 
and  surplus.     I  know  some  banks  that  have  that  proportion. 

The  Chairman.  They;  are  quite  scarce,  if  I  know  anything  about 
it.  The  average  deposits  in  a  coun,try  bank  is  about  eight  tima 
the  capital  and  surplus,  and  here  vou  have  about  two  and  a  half 
times,  and  it  is  unfortunate  for  the  illustration  you  are  tryine  to  make. 

Gov.  Harding.  You  think  those  figures  are  correct,  if  that  is  the 
capitalization  and  surplus,  and  give  the  deposit  line  t 

Kepresentative  Mills.  Let  me  ask  you  a  question.  Gov.  Harding: 
It  would  not  necessarily  follow  that  every  bcmk  witii  a  capital  and 
surplus  of  $40,000  would  have  a  basic  line  of  approximately  $11,125, 
would  it? 

Gov.  EDlrding.  Not  at  all.  Let  us  take  another  case — an  ex- 
treme case 

Representative  Mills  (interposing).  Wait  a  minute.  That  would 
not  necessarily  follow  ? 

Gov.  Harding.  Not  at  all. 

Representative  Mills.  Nor  would  it  follow  that  a  bank  with,  let 
us  say,  $40,000,000  capital  and  surplus  would  have  a  basic  line  d 
$58,000,000? 

Qor.  EEarding.  Not  at  aU.  Let  us  work  it  around  the  other 
way- 


Kepresentative  Sumners  (interposing).  I  assumed  this  mominc 
when  you  submitted  this  data  that  it  was  in  some  degree  typical; 
at  least  sufficient  for  me  to  ask  a  question. 

Gov.  Harding.  It  is  a  possible  case. 

Representative  Sumners.  It  is  a  case  which  you  submitted  this 
mommg. 

Gov.  Harding.  I  know  of  a  case  where  this  illustration  would  fit. 

Representative  Sumners.  If  you  submitted  an  illustration  that 
does  not  illustrate,  I  am  not  responsible. 

Gov.  Harding.  You  are  using 

Representative  Sumners  (interposing).  It  is  an  illustration  which 
you  went  to  the  trouble  of  typewriting,  and  I  thought  it  was  typical. 

Representative  Mills.  Let  me  ask  a  question. 

Gov.  Harding.  This  illustrates  what  I  attempted  to  illustrate. 
But  you  have  overlooked  the  deposits. 

Representative  Mills.  That  is  the  Question.  It  is  the  deposits 
that  must  be  figured  in  with  the  capital  and  surplus? 

Gov.  Harding.  Exactlv.  And  another  point  you  ha^e  overlooked. 
I  assume  that  you  all  admit  that  ordinarily  there  is  some  relation 
between  deposits  and  loans.  In  other  words,  if  a  bank  with  $40,000 
has  only  $100,000  deposits,  it  would  not  have  probably  over  $125,000 
or  $150,000  of  loans.  Well,  now,  if  the  same  coimtry  bank,  with 
$40,000  capital,  had  $600,000  deposits,  it  would  probably  have 
$750,000  01  loans.  Now,  if  a  bank  has  small  deposits  and  small 
loans  and  its  basic  line  is  small,  it  does  not  have  any  occasicm  to 
rediscoimt  so  much.    The  thing  equalizes  itself. 

Representative  Mills.  Ijet  me  ask  you  about  this  further:  Will 
you,  to  make  the  record  entirely  clear — ^will  you  t  \e,  Grovemor, 
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the  same  bank  with  S40,000  of  capital  and  surplus^  afid  deposits 
of  $500,000,  and  give  us  the  basic  line  t 

Gov.  Haiu>ikq.  Certainly.  How  much  of  those  deposits  time  and 
how  much  on  demand  ? 

Representative  IM^lls.  Make  $50,000  time. 

Gov.  EL^RDiNQ.  I  do  not  think  that  would  be  a  fair  proportion,  be- 
cause the  average  in  all  country  banks  is  usually  about  50  per  cent 
time  deposits. 

Representative  Mills.  Then  make  it  the  average. 

Gov.  ELA.BDING.  Suppose  we  make  it  20  per  cent  time  deposits,  a 
bank  doing  an  active  commercial  business;  we  will  sav  $400,000 
demand  deposits  and  $100,000  time  deposits.     It  would  be  $53,375. 

Now,  the  rest  of  this  Alabama  bank  matter  is  this 

Representative  Sumnbrs  (interposing) .  I  want  to  ask  you  one  more 
question.  Governor,  before  you  go  on. 

Gov.  Harding.  Yes. 

Representative  Sumners.  In  the  illustration  this  morning  of  those 
two  banks  given  by  you,  if*  considered  solely  on  the  basis  of  capital 
stock  and  surplus,  it  would  seem  that  the  country  bank  for  every 
S1.02  of  stock  and  surplus  could  borrow  $11,  whereas  the  city  bank 
for  every  $1.02  of  stock  and  surplus  could  borrow  $58  ? 

Gov.  Harding.  No;  if  the  city  bank  did  not  carry  any  reserve  at 
all  with  the  Federal  reserve  bank  and  the  country  ba^  <ud  not  carry 
anj  reserve,  they  would  be  figured  on  the  same  basis.  The  difference 
is  in  the  classification  of  the  towns  in  which  the  banks  are  located. 

Representative  Sumnbbs.  I  want  to  be  entirely  fair  about  this;  I 
do  not  want  any  advantage  and  do  not  want  anytMng  except  to 
discover  the  truth.  If  eacn  carried  its  legal  reserve,  then  it  would 
seem  to  me  that  the  coimtry  bank,  for  every  $1.02  of  its  capital  and 
surplus  would  be  able  to  borrow  $11. 

Gov.  Harding.  Mr.  Ck>ngressman,  }rou  are  figuring  on  a  case  that 
never  happened.  You  see,  if  the  basic  line  has  been  figured  on  the 
basis  of  capital  and  surplus  alone,  then  the  city  bank  mikht  have  had 
an  advantage.  In  order  to  cure  ^lat  inequality,  we  wie  the  other 
proposition,  and  it  is  a  more  scientific  proposition  anyway,  because  it 
takes  into  consideration  every  bank  ratably,  audit  is  absolutelvfair. 
This  is  the  first  time  that  I  have  ever  heard  that  question  raisea,  that 
there  was  any  inequality  in  the  matter  between  a  country  bank  and  a 
city  bank  on  the  matter  of  the  pro^essive  rate.  And  since  it  has 
been  abolished,  there  is  no  use  for  it,  except  for  o(miparative  and 
statistical  purposes. 

Now,  as  to  this  Alabama  bank 

Representative  Funk  (interposing).  Mr.  Chairman,  can  not  that 
matter  be-  submitted  in  the  form  of  information  for  printing  in  the 
record  ?  It  is  now  4.30.  and  we  have  listened  all  day  to  a  reading  of 
tables,  and  I  must  ccmiess  that  I  have  not  heard  anything  that  nas 
come  near  to  the  crux  of  this  situation.  The  Federal  Reserve  Board 
has  been  criticized,  and  it  has  been  said  that  it  has  discriminated 
against  agriculture.  I  have  not  heard  one  word  from  this  witness  on 
that  subject.  Instead  of  that  we  have  been  compelled  to  listen  to 
table  after  table  that  could  be  submitted  in  the  form  of  exhibits. 
What  I  would  like  to  know,  and  what  the  people  of  this  country  would 
like  to  know,  is  whether  the  Federal  Reserve  Board  did  have  or  did 
not  have  a  policy  of  discrimination  against  agriculture. 
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Represetitatiye  Mills.  Now,  Mr.  Chairman,  it  seems  to  me  tiiat  it 
should  be  noted,  in  fairness,  that  for  two  days  we  allowed  charge  i^ter 
charge  to  be  presented  here,  which  were  wholly  irrelevant  to  the 
questions  we  are  discussing,  and  yet  they  were  aUowed  to  be  nuuie. 
And  if  the  gentleman  will  remember,  I  objected,  and  pointed  out  tlie 
irrelevancy,  and  yet,  by  his  vote,  Mr.  Wilnams  was  allowed  to  intro- 
duce into  the  record  three  speeches,  and  I  then  pointed  out  that  we 
would  have  to  allow  other  men  to  come  in  and  submit  answers  to  Uiose 
charges,  whether  they  had  to  do  with  agriculture  or  not.  And  the 
gentleman  voted  to  have  these  irrelevant  matters  come  in,  which  I 
submit  had  nothing  to  do  with  the  question.  But  in  fairness  to  tiiis 
witness,  after  you  nave  permitted  and  allowed  charges  to  be  made 
he  should  be  permitted  to  answer  them  in  detail. 

Gov.  Habdino.  I  will  try  to  be  as  brief  as  I  can.  I  do  not  enjoy  it 
any  more  than  you  do. 

Kepresentative  Funk.  I  do  not  intend  to  be  criticized  by  any 
memoer  of  this  commission  wh^i  I  give  expression  to  my  views. 
You  consumed  most  of  yesterday  in  croes-examing  the  witness.  Hie 
record  will  show  that  nine^tentns  of  the  record  was  your  questions, 
and  when  I  make  one  suggestion  I  am  criticized. 

Representative  Mills.  1  am  not  criticizing. 

Representative  Funk.  If  you  will  handle  your  affairs,  Mr.  Mills,  I 
will  handle  mine. 

Tlie  Chairman.  The  Chair  thinks  that  the  commission  itself  has 
voted  to  have  submitted  the  matters  which  Mr.  Williams's  testimony 
covers,  and  that  this  witness  then  has  a  right,  in  answering,  to  refer 
to  the  matters  which  were  charged  in  his  statements  and  speeches. 

Representative  Funk.  I  do  not  object,  Mr.  Chairman,  if  he  makes 
some  comment  on  it.  But  to  read  a  dry  table  which  can  be  put  into 
the  record  in  the  form  of  exhibits 

The  Chairman  (interposing).  We  list^ied  yesterday  to  8  or  10  dry 
letters. which  contained  more  or  less  detail. 

Representative  Funk.  It  was  through  no  vote  of  mine  that  the 
letters  went  in.  My  vote  went  only  to  the  three  speeches,  which  were 
not  read  or  commented  upon. 

The  Chaieman.  You  may  proceed. 

Gov.  Habdino.  Does  the  commission  wish  to  hear  from  me  any 
further  ? 

The  Chairman.  You  may  proceed. 

Gov.  Habding.  I  am  informed  that  the  Federal  reserve  bank  of 
Dallas  had  a  basic  line  which  was  based  on  the  capital  and  surplus  of 
the  member  banks. 

Representative  Suhnebs.  That  is  what  I  was  trying  to  get. 

Gov.  Habi»nq.  I  had  overlooked  that  point,  that  me  Dallas  basic 
line  was  on  that  basis.  That  is  the  way  they  wanted  it.  I  know 
that  the  scientific  theory  of  the  basic  line  is  as  I  stated  it  this  morn- 
ing. But  for  the  purposes  of  applying  the  prosressive  rate,  the 
directors  of  the  Federal  reserve  bank  at  Dallas,  for  reasons  which 
seemed  to  th^n  sufiBicient,  recommended  that  the  basic  line  be 
upon  the  capital  and  surplus  of  each  bank,  and  it  was  so  C4)plied. 
Now,  I  will  look  through  the  board's  files,  if  you  widb,  and  find  the 
reasons  for  wantii^  it  applied  in  that  way. 

Representative  Ten  £tok.  Was  that  in  only  one  locality  I 
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Oov.  Harding.  That  was  in  the  Federal  reserve  bank  of  Dallas. 

The  CHAnufAN.  What  proportion  of  the  capital  and  surplus  is 
represented  by  the  basic  line  ? 

Gov.  Habdino.  I  think  the]^  took  the  entire  capital  and  surplus 
of  the  member  bank  as  the  basic  line.  I  presume  tney  acted  on  tins 
theory:  You  recollect  under  the  old  national  banking  laws  the  bor- 
rowings of  a  baoik  were  limited  to  100  per  cent  of  its  capital  stock. 
The  Federal  reserve  bank  of  Dallas  said,  we  will  take  the  capital 
and  surplus  as  a  basis  and  loan  the  amount  of  this  capital  and  siur- 
plus,  and  that  is  the  basic  line  they  adopted.  And  the  secretary  of 
the  board  states  that  the  reason  they  wanted  it  was  that  it  was  more 
advantageous  to  the  country  banks. 

Representative  Sumnbbs.  The  graduated  rediscount  rate  would 
not  go  into  effect  so  soon  that  way  and  would  be  equal  and  uniform 
as  between  the  country  and  the  city  bank. 

Gov.  ELabdinq.  One  word  more  about  the  progressive  rate,  and  I 
am  through  with  it.  In  the  annual  report  of  tne  Federal  Reserve 
Board  ior  the  year  1919,  it  was  stated  that — 

Any  attem]>t  to  control  credit  by  the  application  of  a  definite  rule  is  subject  to 
Benous  administrative  difficuHiea.  If  the  paper  ofifered  is  eligible  and  good,  it  would 
be  better  for  a  reserve  bank  to  ^;Tant  accommodation  at  a  price  rather  than  to  refuse 
it  entirely,  but  jthe  act,  subdivision  (d),  section  14,  provides  that  a  Federal  reserve 
bank  shall  have  power  to  establish  from  time  to  time,  subiect  to  review  and  determi- 
nation of  the  Federal  Reserve  Board,  rates  of  discount  to  be  charged  by  the  Federal 
reserve  bank  for  each  class  of  paper,  which  shall  be  fixed  with  a  view  of  accommodating 
commerce  and  business.  There  is  no  authority,  however^  for  establishing  graduated 
lates  based  upon  thie  total  borrowings  of  a  member  bank,  and  consequently  when  it 
becomes  necessary  to  advance  the  discount  rate  in  order  to  curb  the  demands  of  those 
banks  rediscounting  with  the  Federal  reserve  banks  in  very  large  amounts,  the  same 
iste  would  have  to  apply  to  the  moderate  reouirements  of  other  member  banks  who 
Diay  rediscount  with,  tne  Federal  reserve  banks  ii^requently  and  never  excessively. 
Thus  the  application  of  rate  advances  as  a  corrective  or  deterrent  to  certain  banks  tends 
to  raise  the  level  oi  current  rates  to  all 

,  The  board,  therefore,  recommends  to  Congress  that  an  additional  power  be  granted 
it,  by  addine  to  subdivisioiL  (d),  section  14,  a  proviso  that  each  Fedefai  reserve  bank 
inay^  with  the  approval  of  the  Federal  Reserve  Board,  determine  by  imiform  rule, 
^tpiicable  to  all  its  member  banks  alike^  the  noi^mal  maximum  rediscount  line  of  each 
member  bank  and  that  it  may  submit  for  the  review'and  determination  of  the  Federal 
Reserve  Board  eraduated 'rates  on  an  ascending  scale  to  apply  equally  and  ratably  to 
all  iti  member  banks  rediscounting  amounts  in  excess  of  toe  normal  line  so  deter- 
mined. In  this  way,  in  the  opinion  o^  the  board,  it  would  be  possible  to  reduce 
exoesaive  borrowings  of  member  banks,  and  to  induce  them  to  hold  their  own  large 
borrowers  in  check  without  raising  the  basic  rate.  The  J^ederal  reserve  banks  would 
thus  be  provided  with  an  effective  method  of  dealing  with  credit  expansion  more 
neaily  at  the  source  than  is  now  practicable  and  without  nnnecesBary  hardship  to 
banks  and  borrowers  who  are  conducting  their  a^airs  ^thin  the  bounds  of  moderation. 

A  bill  was  prepared,  based  on  that  recommednation  and  was  trans- 
mitted to  the  committees  and  Congrees  enacted  the  legislation. 

Now,  the  application  of  the  basic  line  was  a  new  jH^oposition.  I 
think  if  tlw  board  had  it  to  do  over  again,  or  if  we  should  permit  the 
progressiye  rate  to  be  applied  again,  we  would  fix  the  maximum  limit 
uulhave  the  differential  not  one-half  of  1  per  cent  at  a  time,  but  1 
per  cent  at  a  time,  for  instance,  with  a  normal  rate  of  6  per  cent  and 
an  intermediate  rate  of  7  and  a  maximimi  of  8  per  cent.  But  I  hope 
the  oonditions  are  such  as  not  to  make  it  necessary  to  have  a  pro- 
gressive rate  apply  any  more. 

The  OoAiBiCAN.  I  have  no  doubt  that  the  proCTCssive  rate  is  theo- 
retically sound;  but  it  seems  to  me  that  there  snould  be  some  flexi- 
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bility,  and  not  purely  an  arbitrary  rule  for  determining  credit;  that 
there  must  be  some  oiscretion  somewhere  for  determining  the  credit. 
There  is  always  hardship  attending  the  application  of  an  arbitrary 
rule.  It  can  not  be  maae  sufficiency  flexiDie  to  meet  the  conditioi^ 
that  will  arise. 

Gov.  Harding.  Since  the  close  of  the  year  1920  tiiere  has  been  » 
marked  reduction  in  the  loans  and  note  issues  of  the  Federal  reserre 
banks  combined,  although  this  reduction  has  been  by  no  means  uni- 
form at  all  the  banks.  As  a  matter  of  fact;  the  liauidati<m  in  tte 
New  York  district  has  been  about  eaual  to  tJiat  in  all  otiier  ^tricts 
combined.  The  rediscounts  and  aavances  of  the  Federal  reserve 
bank  of  New  York  at  the  close  of  business  on  June  30,  1921,  were 
lower  than  they  had  been  since  July  10,  1918.  I  have  here  copies  of 
the  weekly  statement  of  condition  of  all  Federal  reserve  banks  for 
July  9,  1920,  and  July  6,  1921,  and  desire  to  call  your  attention  to 
the  fact  that  on  the  earlier  date  the  Federal  reserve  bank  of  New 
York  had  total  bills  discounted  and  bought  amounting  to 
$1,001,864,600,  while  on  July  6,  1921,  total  bills  held  at  the  Federal 
reserve  bank  of  New  York  were  S461,585,000,  a  reduction  of 
$540,279,000.  If  comparison  should  be  made  a  week  earlier  in  eadi 
case,  it  would  be  seen  that  a  reduction  took  place  of  $588,880,000. 
Bills  held  at  the  Federal  reserve  bank  of  New  York  increased  from 
June  29,  1921,  to  July  6,  1921,  from  $423,169,000  to  $461,585,000,  a 
net  increase  for  the  week  of  $38,416,000.  The  detail  is  as  follows: 
July  9,  1920,  secured  by  United  States  bonds  and  certificates, 
$544,229,000;  commercial  paper,  etc.,  $303,454,000:  bills  bought  in 
open  market,  $154,181,000;  total  $1,001,864,000.  On  July  6,  1921, 
secured  by  United  States  bonds  and  certificates,  $212,999,000;  com- 
mercial paper,  etc.,  $236,970,000;  bills  bought  in  open  market, 
$11,616,000;  total,  $461,585,000. 

Some  of  those  who  have  complained  of  ihe  curtailment  of  oredit 
live  in  the  Richmond  and  Atlanta  districts  and  it  may  be  interesting, 
tiberefore,  to  ascertainjust  what  the  Federal  reserve  banks  in  those 
districts  are  doing.  Tne  inclosed  statements  show  that  on  July  6. 
1921,  the  Federal  reserve  bank  of  Richmond  had  total  bills  on  hand 
amounting  to  $105,974,000,  against  $110,052,000  on  July  9,  1920, 
but  there  was  a  reduction  between  these  dates  of  $15,830,000  in  the 
amoimt  of  notes  secured  by  Government  obligations,  which  probably 
represents  sales  of  bonds  and  certificates,  wmle  loans  on  conunercial 
and  agricultural  paper  increased  from  $58,344,000  on  July  9,  1920, 
to  $74,280,000  on  July  6,  1921. 

The  Federal  reserve  bank  of  Atlanta  shows  between  July  9,  1920, 
and  July  6, 1921,  an  apparent  reduction  in  total  bill  holdings  of  about 
$17,000,000,  but  you  will  notice  that  commercial  and  agricultural 
paper  increased  from  $61,611,000  on  July  9,  1920,  to  $65,754,000  on 
July  6,  1921.  When  the  difference  in  the  value  of  cotton  is  cm- 
sidered  it  is  evident  that  the  real  amount  of  accommodation  pvesi 
is  considerably  greater  now  than  was  the  case  a  year  ago.  It  should 
be  noted,  however,  that  the  decrease  in  the  total  loans  of  the  Federal 
reserve  bank  of  Atlanta  is  not  as  great  as  it  appears,  for  the  bank  on 
July  6, 1921,  reports  United  States  bonds  and  notes  owned  amounting 
to  $10,142,000  against  $117,000  on  July  9,  1920.  This  increase  rep- 
resents bonds  and  notes  purchased  imder  resale  agreement  from 
certain  member  banks  which  had  previously  been  using  the  bonds  as 
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lollateral  for  loans  with  the  Federal  reserve  bank  of  Atlanta,  so  the 
actual  reduction  in  the  amount  of  the  bank's  total  loans  is  only 
ibout  $7,000,000,  instead  of  $17,000,000. 

Some  figures  relating  to  the  Federal  reserve  bank  of  San  Francisco 
[nay  be  of  interest  to  you.  The  total  bill  holdings  of  the  Federal 
reserve  bank  of  San  Francisco  on  July.  6,  1921,  amounted  to  $161,- 
203,000,  as  against  $199,003,000  on  July  9,  1920.  This  reduction, 
however,  is  made  up  as  follows:  A  decrease  of  $4,446,000  in  the 
amount  of  paper  secured  by  Grovemment  obligations  and  a  decrease 
of  $44,687,000  in  the  amoimt  of  bills  and  acceptances  bought  in  the 
open  market.  Conmiercial  and  agricultural  paper  under  rediscount 
for  member  banks  amounted  on  Jiuy  6,  1921,  to  $114,623,000  against 
1103.290,000  on  July  9,  1920,  an  increase  in  commercial,  agricultural, 
and  live-stock  loans  of  $11,333,000. 

Let  us  now  consider  the  figures  for  the  system  as  a  whole.  On 
July  9,  1920,  the  total  bills  on  hand  at  all  Federal  reserve  banks 
unounted  to  $2,934,184,000.  On  July  6,  1921,  this  total  amounted 
\o  $1,832,499,000,  a  decrease  of  $1,101,685,000.  The  detail  of  this 
decrease  is  as  follows:  On  paper  secured  by  Government  obligations, 
K2 1,973,000,  which  can  be  accoimted  for  m  part  by  Government  re- 
l^nptions  of  bonds  and  Treasury  certificates  and  private  purchases 
for  mvestment  account,  and  in  bills  bought  in  the  open  market, 
K41,455,000.  While  the  volume  of  the  acceptance  business  has 
declined  during  the  past  12  months,  this  decrease  is  accounted  for 
principally  by  the  greater  demand  for  first-class  acceptances  on  the 
part  of  member  and  nonmember  banks  and  trust  companies.  The 
volume  may  be  smaller  because  of  the  smaller  volume  of  trade.  The 
total  of  agricultural,  conunercial  and  live-stock  paper  on  hand, 
rediscounted  for  member  banks,  on  July  6,  1921,  was  $1,126,986,000, 
as  against  a  total  of  $1,265,243,000  on  July  9,  1920,  a  decrease  of 
only  $138,257,000,  which  is  more  than  accounted  for  by  the  decrease 
in  the  holding  of  paper  of  this  kind  by  the  Federal  reserve  banks  of 
Boston,  New  1  ork,  and  Chicago. 

The  Federal  Reserve  Board  has  made  no  suggestion  whatever 
that  any  Federal  reserve  bank  should  undertake  to  force  farmers 
to  sell  their  cotton  before  the  new  crop  comes  in  and  telegraphic 
inquiry  made  of  the  Federal  reserve  banks  in  the  cotton-producing 
districts  shows  that  no  such  restrictions  have  been  made  by  the 
Federal  reserve  banks. 

I  have  here  a  copy  of  recent  correspondence  between  the  Federal 
reserve  bank  of  Atlanta  and  one  of  its  member  banks,  from  which 
you  will  see  that  the  governor  of  the  Federal  reserve  bank  calls  the 
attention  of  his  correspondent  bank,  which  writes  that  it  has  noti- 
fied its  customers  who  are  borrowing  on  cotton  to  sell  it  and  pay 
tbeir  notes  by  July  1,  to  the  fact  that  this  is  a  matter  which  the 
Federal  reserve  bank  has  nothing  to  do  with  and  that  it  has  made 
no  such  demands.  I  also  inclose  copv  of  a  letter  written  by  the 
governor  of  the  Federal  reserve  bank  of  Atlanta  to  the  commissioner 
pf  amculture  of  the  State  of  Georgia,  dated  September  17,  1920, 
in  which  he  states  what  the  bank's  policy  will  be  regarding  loans  on 
cottcm. 

The  comptroller's  abstract,  No.  130,  made  up  from  reports  ren- 
dered as  of  April  28,  1921,  shows  that  the  total  rediscounts  with  the 
Federal  reserve  bank  of  Richmond  by  national  banks  in  South 
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Carolina  on  that  date  were  $12^506,000,  while  total  loans  and  dis- 
counts of  the  South  Carolina  national  banks  on  the  same  date, 
exclusive  of  the  amounts  rediscoimted,  amounted  to  $75,208,000. 
Adding  these  two  items  together,  we  find  that  the  South  Carolina 
national  banks  had  total  loans  and  discounts  on  April  28,  1921,  of 
$87,714,000  and  of  this  amount  they  had  rediscoimted  with  the 
Federal  reserve  bank  $12,506,000.  They  had  also  borrowed 
$6,759,000  from  the  Federal  reserve  bank  on  their  own  collateral 
notes.  The  total  accommodation  granted  to  national  banks  in 
South  Carolina  as  of  April  28,  1921,  was  tJierefore  $19,265,000,  or 
22  per  cent  of  their  total  loans.  At  the  same  time  the  total  reserves 
carried  by  all  national  banks  in  South  Carolina  with  the  Federal 
reserve  bank  of  Richmond  amounted  to  $3,829,000.  Deducting 
the  loans  to  State  member  banks,  $2,285,000,  the  loans  of  the  Fed- 
eral reserve  bank  of  Richmond  to  national  banks  in  South  Carolina 
on  June  30,  1921,  amounted  to  $18,820,000,  and  the  total  loans  to 
all  member  banks  in  South  Carolina  on  June  30,  1921,  by  the  Fed- 
eral reserve  bank  of  Richmond  amounted  to  $21,105,000,  against 
$17,316,000  on  June  30,  1920,  and  yet  the  Federal  reserve  bank  of 
Richmond  has  been  charged  with  restricting  loans  in  South  Caro- 
lina. I  may  add  that  the  Federal  reserve  banks  of  Richmond  and 
Atlanta  were  both  heavy  borrowers  during  the  latter  half  of  1920 
from  other  Federal  reserve,  banks  and  the  Federal  reserve  bank  of 
Richmond  has  recently  shown  loans  as  high  as  $25,000,000  from 
the  Federal  reserve  bwk  of  New  York.  It  is  worthy  of  note  also 
that  the  Federal  reserve  bank  of  Richmond  has  never  had  the  pro- 
gressive rate  and  has  never  had  a  higher  rate  than  6  per  cent.  The 
legal  rate  of  interest  in  South  Carofina  is  8  per  cent.  So  you  can 
see  that  there  is  a  margin  of  profit  to  member  banks  in  that  State 
of  two  full  points  or  33^  per  cent  in  their  rediscount  transactions 
with  the  Feaeral  reserve  Dank. 

The  attitude  of  the  Federal  reserve  board  toward  agriculture  has  j 
been  greatly  misunderstood  and  grossly  misrepresented.  The  board  | 
has  amays  advocated  as. liberal  a  policy  as  possible,  consistent  with ; 
the  terms  of  the  Federal  reserve  act  and  with  reasonable  banking 

Srudence  toward  agriculture,  which  it  recognizes  as  the  basic  in- 1 
ustry  of  the  coimtry  and  the  foundation  upon  which  aQ  other! 
industries  necessarily  rest.    The    trouble  is  that  the  loans  made  bj 
the  member  and  nonmember  banks  throughout  the  countary  are  not  i 
well  distributed  and  in  a  number  of  cases  nave  not  been  judiciouslj  \ 
made.     Something  over  a  third  of  all  member  banks  are  not  borrow- 
ing from  the  Federal  reserve  banks  at  all  and  of  the  two-thirds  which 
are  borrowing,  more  than  one-half  are  borrowing  very  lai^  amounts. 
Manv  of  these  banks  have  extended  themselves  so  far  mat  they  do 
not  feel  warranted  in  making  any  new  loans,  regardless  of  the  disposi- 
tion of  the  Federal  reserve  banks  to  rediscount  the  paper.     They  do 
not  want  their  names  on  any  more  paper  than  they  already  have. 
They  do  not  like  the  idea  of  increasing  their  contmgent  hability. 
In  view  of  the  fact  that  the  12  Federal  reserve  banks  are  independent 
bodies  corporate  and  are  controlled  and  directed  each  by  its  own 
board  of  directors,  subject  only  to  the  general  supervision  of  the 
Federal  Reserve  Board,  whose  authority  with  respect  to  discount  is 
confined  principally  to  defining  eligible  paper  in  accordance  with 
the  terms  of  section  13  of  the  F^leral  reserve  act,  it  seems  to  me  that 
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the  statement  which  many,  both  in  CongreBS  and  on  the  outside, 
urge  be  issued  by  the  Federal  Reserve  Board,  stating  that  the  Federal 
reserve  banks  will  adopt  certain  policies  in  connection  with  the 
rediscounting  of  agricultural  'paper,  would  have  to  be  made  by  the 
Federal  reserve  banks  themselves.  And  we  had  a  conference  here, 
as  you  remember,  two  or  three  weeks  ago,  where  we  ffot  the  governors 
c^  the  Federal  reserve  banks  in  the  agricultural  districts  together 
and  had  them  annoimce  their  policies  on  the  matter  of  loans  for  the 
orderly  marketing  of  the  crops. 

The  Federal  Keserve  Board  has  no  power  to  interfere  with  the 
discretion  given  or  the  responsibility  imposed  by  law  upon  the 
directors  of  a  Federal  reserve  bank  with  respect  to  passing  upon  the 
merits  of  eUgible  paper  offered  for  discount. 

Congress  did  not  establish  a  central  bank  in  this  country.  It 
establShed  12  banks  under  the  general  supervision  of  the  Federal 
BesOTve  Board,  which  does  not  exercise  banking  functions.  These 
functions  are  exercised  exclusively  by  the  Federal  reserve  banks. 
The  board  has  taken  up  repeatedly  with  the  various  Federal  reserve 
banks  complaints  of  a  general  nature  regarding  the  restriction  of 
agricultural  credits  and  me  banks  have  always  made  a  good  showing 
(n  what  tktey  have  done  for  agriculture.  Verv  few  specilc  cases  have 
been  brought  to  the  attention  of  the  board,  where  eligible  agricul* 
tnnd  paper  has  been  refused  for  rediscount  and  in  those  cases  it  seems 
^t  the  management  of  the  Federid  reserve  banks  have  justified 
themsdves  in  the  refusal. 

In  some  agricultural  states  there  was  two  years  ago  unfortunately 
^t  speculation  in  farm  lands  and  member  and  nonmember  banks 
in  those  localities  loaded  themselves  up  with  a  large  volume  of  real 
estate  mortg^es,  which  paper  is  not  eligible  for  discoimt  under  the 
terms  of  the  Federal  reserve  act,  and  many  of  them  have  sustained 
losses  in  deposits.  In  the  present  circumstances,  the^r  are  endeavor- 
ing to  work  out  from  imder  the  tremendous  load  which  they  ought 
never  to  have  taken  on  and  do  not  feel  able  or  else  are  inoisposed 
to  extend  accommodations  for  agricultural  purposes  which  ordinarily 
they  would  be  glad  to  do.  In  aunost  every  State,  however,  there  are 
a  number  of  mtraconservative  banks  which  have  strong  reserves 
which  are  not  borrowing  and  which  ought  to  do  their  part  in  assisting 
agriculture  at  the  present  time. 

In  the  present  condition  of  the  country  it  seems  to  me  that  the 
strong  position  of  the  Federal  reserve  banks  should  be  a  source  of 
satisfaction  rather  than  the  cause  of  so  much  reckless  criticism.  The 
Federal  reserve  banks  can  not  be  expected  to  encourage  their  member 
banks  to  make  loans  to  the  pubUc  on  the  basis  of  values  which  ob- 
tained 18  months  ago.  The  inabiUtv  of  any  banking  system  to 
Duuntain  values  in  the  face  of  a  world-wide  decline  is  evidenced  by 
the  plight  of  the  banks  in  Cuba,  which  were  heavily  loaded  up  with 
loans  on  sugar  at  high  prices.  Surely  the  return  of  better -conditions 
in  this  country  would  not  be  expedited  by  having  American  banks  in 
the  same  condition  that  Cuban  banks  are  in  to-aay. 

By  way  of  sunmiary ,  let  me  state  that  while  the  Federal  reserve 
act  imposes  a  general  limitation  upon  the  maturity  of  paper  eligible 
fw  discount  of  three  months,  it  is  provided  in  section  13  *^  that  notes, 
drafts,  and  bills  drawn  or  issued  for  agricultural  purposes  or  based  on 
live  stock  and  having  a  maturity  not  exceeding  six  months,  exclusive 
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of  days  of  grace,  may  be  discounted  in  an  amount  to  be  limited  to  a 
percentage  of  the  assets  of  the  Federal  reserve  bank,  to  be  ascertained 
and  fixed  by  the  Federal  Reserve  Board."  Had  the  board  beep 
unfriendly  to  agriculture,  as  many  of  its  critics  claim  it  has  been,  it 
could  easuv  have  limited  the  amoimt  of  six  months'  a^cultural  paper 
which  could  be  discounted  by  a  Federal  reserve  banK  to  a  vwy  suiall 
percentage  of  its  total  assets.  But  in  order  to  offer  the  fullest  possible 
accommodations  to  agriculture,  the  board  more  than  five  years  ago 
fixed  this  percentage  at  99  per  cent  and  has  never  changed  it.  It  has 
alreadv  been  pointed  out  tnat  the  decrease  of  more  than  $1,100,000,- 
000  wnich  has  taken  place  in  the  loans  and  earning  assets  of  tile 
Federal  reserve  banks  is  represented  mainlv  by  a  re<mction  in  loans 
secured  by  Government  ooligations  and  by  bills  and  acceptances 
bought  on  the  open  market. 

The  actual  reduction  in  commercial,  agricultural,  and  hve-sto(^ 
paper  rediscounted  for  member  banks  from  July  9,  1920,  to  July  6, 
1921,  was  $138,257,000.  This  reduction  is  more  than  accounted  for 
by  the  decrease  of  paper  rediscounted  by  banks  in  Boston,  New  Yoi^ 
and  Gxicago.  The  bank  liquidation  wnich  has  taken  place  has  been 
mainly  in  financial  and  industrial  centers,  and  the  figures  of  the 
Federal  reserve  banks  do  not  indicate  that  there  has  durine  the  past 
12  months  been  anv  decrease  in  Federal  reserve  accommodations  to 
banks  in  the  agricultural  and  live-stock  districts,  but  on  the  contrary 
there  has  been  a  considerable  increase. 

Now,  I  have  the  detailed  statements  here  from  Federal  reserve 
banks  showing  the  amount  of  loans  to  various  banks,  the  small  banks, 
on  June  30,  1920,  and  the  same  banks  on  June  30, 1921. 

Representative  Sumners.  This  statement  that  you  fixed  a  per- 
centage of  99  per  cent  on  agricultural  paper  really  meant  that  you 
put  no  limit  on  the  amount  of  agricultural  paper? 

(jov.  Harding.  We  went  as  far  as  we  could.  The  law  says  it  has 
to  be  limited  to  a  certain  proportion. 

Representative  Sumners.  In  the  practical  operation  you  put  no 
limit  on  it  ? 

Gov.  Harding.  Yes.  Now,  I  want  to  say  regarding  agricultural 
and  live-stock  loans — I  have  a  table  here 

Representative  Ten  Eyck  (interposing).  Governor,  before  you  read 
that,  may  I  ask  you  a  question  ? 

Gov.  Harding.  Certainly. 

Representative  Ten  Eyck.  Pertinent,  perhaps,  to  what  you  are 
about  to  read.  Would  it  be  possible  to  make  the  country  national 
banks,  both  member  and  nonmember  of  the  Federal  reserve  bwik, 
report  on  the  amount  of  loans  made  to  farmers  in  their  regular  reports, 
in  comparison  to  the  loans  made  to  all  other  industries  ? 

Gov.  HORDING.  Yes;  it  would  be  possible,  and  it  has  already  been 
done. 

Representative  Ten  Eyck.  I  imaraie  that  it  has  been  done  in  this 
way,  that  it  shows  the  loans  that  nave  been  made  on  agricultural 
paper,  but  I  bring  up  a  distinction  between  paper  on  farm  products 
owned  by  the  farmers  and  paper  on  agricultural  products  which  is 
in  the  hands  of  the  merchants  and  commission  men. 

Gov.  Harding.  I  would  suggest  that  that  matter  be  taken  up 
with  the  Comptroller  of  the  Currency.  He  issues  all  calls  to  national 
banks  for  statements. 
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Representative  Ten  Etok.  This  is  not  in  criticism;  this  is  a  ques- 
tion asked  for  the  purpjose  of  getting  your  opinion,  with  a  view  to 
making  a  recommendation  by  this  commission  later  on,  so  that  we 
can  consider  your  opinion  when  we  are  considering  our  final  report 
as  a  commission. 

Gov.  Bardinq.  The  Federal  Reserve  Board  can  only  call  for  state- 
ments from  State  member  banks.  Now,  if  the  Comptroller  of  the 
CurrenOT  will  get  out  a  questionnaire  asking  the  national  banks  for 
this  information,  why  tne  Federal  Reserve  Board,  I  thmk,  will 
midoubtedly  agree  to  get  out  a  like  questionnaire  to  the  State  member 
banks. 

Representative  Ten  Eyck.  Well,  do  you  think  it  is  a  good  thing, 
or  not;  would  it  be  a  good  policy  ?    . 

Gov.  Hasdinq.  You  could  not  get  the  information,  I  think,  accu- 
rately, unless  vou  gave  notice  in  advance  so  that  the  banks  could 
keep  their  books  accordingly. 

Representative  Ten  Eyck.  Well,  do  you  think  it  good  policy  for 
the  bimks  to  keep  their  books  that  way  ?  We  are  looking  to  you  as 
an  exp^t,  and  we  have  got  to  make  recommendations  later  on,  and 
this  conmiission  is  primmly  formed  for  the  purpose  of  looking  after 
the  interests  of  the  farmers,  and  what  we  want  is  to  get  the  experts 
to  conunit  themselves  on  something  that  we  have  in  our  minds. 

Gov.  Harding.  Of  course,  it  would  be  possible  for  the  banks  to 
keep  their  books  that  way,  but  as  to  whether  they  would  or  not  I  do 
not  know. 

Representative  Ten  Eyck.  I  have  asked  this  question  of  a  number 
of  other  witnesses.     It  is  not  asked  of  you  particularly. 

Gov.  Harding.  Now,  if  you  will  turn  to  page  32  of  the  annual 
report  of  the  Comptroller  of  the  Currency  for  1920  you  will  find 
that  he  has  a  table  there  showing  the  distrioution  of  loans  according 
to  occupation  of  the  borrowers.  The  total  loans  and  discounts, 
including  rediscounts  of  national  banks,  November  16,  1920, 
amount^  to  $13,764,721,000.  According  to  reports  of  national 
banks,  $9,707,798,000  were  made  under  the  foUowmg  classifications. 
You  see,  he  was  able  to  get  information  as  to  only  a  part  of  the 
loans.  Whereas  the  total  loans  were  in  excess  of  $13,000,000,000 
he  could  get  information  regarding  only  approximately  $9,000,000,000 
of  it.  Of  that  $9,000,000,000  there  was  loaned  to  farmers,  a^- 
cultarists,  and  live-fitock  raisers  $1,998,993,000;  to  manufactunne 
corporations  and  firms,  individuals,  and  associations  directly  engaged 
in  manufacturing,  $2,862,506,000;  to  merchants  and  mercantile 
corporations,  firms,  and  individuals  engaged  in  the  jobbing  business 
of  trading,  wholesale,  etc.,  $3,581,462,000,  and  so  on.  The  other 
amounts  are  smaller. 

Representative  Ten  Eyck.  Of  course,  I  have  seen  that,  but  that 
does  not  tell  me  what  I  want  to  know.  In  other  words,  I  am  over  the 
hin  now,  on  the  other  side  that  we  have  not  been  looking  at  in  the 
past,  and  I  want  information  on  what  the  farmer,  himself 

Gov.  Harding  (interposing).  Now,  he  says,  "Of  the  total  loans  to 
farmers  and  agricultural  interests,  83.25  per  cent  were  made  by  the 
country  banks;  16.75  per  cent  by  the  banks  in  reserve  and  central 
reserve  cities. " 

Representative  Ten  Etok.  That  does  not  go  far  enough.  What 
I  would  like  to  know  now  is  what  the  governor  will  say  in  answer  to 
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my  question:  Whether  he  thmks  it  is  feasible  to  obtain  that  infor- 
mation, and  whether  it  is  sood  information  to  have. 

GoY.  Harding.  I  do  not  oelieYe  it  is  feasible  to  get  the  information, 
imless  you  give  notice  in  advance. 

Representative  Ten  Etck.  That  is  your  recommendation;  to  eive 
notice  in  advance,  in  order  to  have  the  data  collected.  Now,  if  we 
did  that,  do  you  think  it  is  good  information  to  have,  from  the 
farmers'  standpoint? 

Gov.  Harding.  I  think  it  would  be  good  information  to  have. 

Representative  Ten  Eyck.  One  other  question.  What  can  be 
done  to  liberalize  the  loans,  both  of  member  banks  and  nonmember 
banks,  on  products  owned  by  the  farmers  ? 

Gov.  Harding.  In  order  to  answer  that,  I  would  Uke  to  read  a 
report  made  bv  the  deputv  governor  of  one  of  the  Federal  reserve 
banks,  which  does  a  large  business  with  banks  in  farming  communi- 
ties. The  whole  trouble  of  the  Federal  reserve  system  in  meeting 
this  agricultural  situation  is  this:  The  Federal  reserve  banks  c^ 
not  and  do  not  make  loans  directly  to  the  individual  or  the  public. 
They  can  only  rediscount  paper  of  the  member  banks  that  is  brought 
to  £nem.  In  other  words,  m  order  to  ^et  a  loan  from  a  Fed«iil 
reserve  bank,  you  have  got  first  to  get  it  from  the  member  bank, 
and 

Representative  Ten  Eyck  (interposing).  My  question  did  not  refer 
to  the  Federal  reserve  bank  or  to  the  member  bank  only.  Mj 
question  was  relative  to  a  national  bank,  both  member  and  non- 
membei:  of  a  Federal  reserve  bank. 

Grov.  Harding.  The  national  banks  are  members  of  the  Federal 
reserve  system. 

Representative  Ten  Etok.  And  also  the  other  banks.  What  I 
want  is  to  get  an  expression  from  you  as  regutls  what  we  can  do  to 
liberalize  the  policy  of  all  the  banks  of  the  country  toward  loaning 
on  farm  products  that  are  owned  by  the  farmer  himself. 

Gk)v.  Harding.  Will  you  let  me  read  this  ?  I  have  a  memoran- 
dum here  that  shows  a  very  essential  problem,  that  shows  just  what 
the  problem  is. 

Representative  Ten  Eyck.  The  reason  why  I  think  you  are  com- 
petent to  answer  this  is  because  the  Federal  reserve  banks  are  dis- 
countii^  this  paper,  and  it  does  come  to  your  attention,  and,  there- 
fore, I  imagine  tnat  you  ought  to  be  in  a  position  to  make  a  recom- 
mendation at  this  time  as  to  what  we  can  do  to  liberalize  the  policy 
of  the  banks  in  the  coimtry  in  the  various  districts,  at  the  pomt  of 
borrowing. 

Gov.  ILiRDiNG.  I  am  prepared  to  make  a  recommendation,  but  I 
would  not  like  to  make  a  reconunendation  until  we  have  gone  into 
this  matter  thoroughly,  so  that  the  recommendation  will  oe  better 
understood  when  I  make  it. 

Representative  Ten  Eyck.  Very  well;  L  would  like  to  get  your 
recommendation  before  you  close  your  testimony. 

Gov.  Harding.  It  is  nay  idea,  before  I  conclude  my  testimony,  to 
make  such  recommendation. 

Representative  Ten  Eyck.  That  is  perfectly  satisfactory. 

Gov.  Harding.  I  regret  very  much  to  have  to  take  up  the  time  of 
the  commission  in  this  way,  but  it  was  stated  to  me  when  these  mat- 
ters were  attempted  to  be  put  into  the  record,  these  charges  of  mis- 
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management,  etc.,  some  of  which  are  in  the  record,  and  some  of 
which  are  not.  that  I  would  be  given  an  opportunity  to  present  the 
board's  side  oi  it.     I  am  not  going  into  detail  more  than  is  necessary. 

Representatiye  Ten  Eyck.  Grovemor,  I  do  not  want  you  to  make 
the  recommendation  before  you  want  to,  but  I  do  want,  before  you 
get  through,  an  answer  to  my  question. 

Gov.  !EUBDING.  Here  is  a  statement  made  by  the  deputj^  governor 
of  the  Federal  reserve  bank  of  Richmond,  and  I  think  it  will  interest 
every  member  of  this  commission.  This  is  dated  July  21,  1921. 
[Reading:] 

It  is  perfectly  true  that  many  fanners  were  denied  credit  and  it  is  also  true  that 
DO  inconsiderable  number  were  required  to  pav  up  at  a  n'eat  sacrifice  to  themselves, 
but  not  because  of  the  demands  of  the  Federal  Reserve  Board  or  the  Federal  reserve 
banks.  On  the  contrary,  such  deflation  of  this  kind  as  actually  took  place  was  in 
spite  of  the  efforts  of  the  Federal  reserve  bank  to  avoid  it,  or,  at  any  rate,  to  make  the 
burden  as  easy  as  possible.  The  deflation,  such  as  it  was,  was  not  a  general  deflation, 
as  is  demonstrated  by  the  fact  that  loans  to  the  banks  in  that  section  remained  the  same 
or  were  in  many  cases  increased. 

The  detailed  statement  of  the  loans  of 'the  banks  shows  that. 
While  individual  farmers  were  suffering,  a  statement  of  all  the  loans 
will  show  that  they  were  greater  this  year  than  they  were  a  year  ago. 

'Hie  truth  of  the  matter  is  as  follows: 

During  the  year  preceding  the  time  at  which  the  all^;ed  deflation  took  place  the 
baob  had  haa  very  large  increases  in  their  deposits,  in  many  cases  far  laiger  than 
they  had  ever  been  before. 

The  comptroller's  report  shows  that  the  increases  in  South  Carolina 
were  the  greatest  in  history. 

While  they  had  these  large  deposits  they  made  loans  accordingly.  In  some  cases 
i  considerable  percentage  was  used  to  purchase  well-known  commercial  paper  origi- 
nating in  other  localitiee  and  which  could  be  counted  upon  to  be  liauidated  at  ma- 
turity; in  many  ouier  cases  the  entire  amount  available  was  put  out  locally,  some  to 
fanners,  some  to  merchants,  no  small  amount  to  various  phases  of  the  automobile 
businees,  a  great  deal  on  cotton-mill  stocks  at  high  values,  etc.  In  quite  a  number 
of  places  the  small  country  banks  not  only  loan^  all  of  their  inflated  deposits,  but 
actiuJly  borrowed  money  from  correspondents  and  from  the  Federal  reserve  bank 
to  make  further  loans. 

It  was  difficult,  if  not  impossible,  for  the  Federal  reserve  banks  to  check  these, 
because  at  the  time  the  borrowings  were  in  many  cases  not  excessive  and  eligible 
and  unimpeachable  paper  was  offered. 

Later,  when  the  squeeze  came,  and  when,  as  has  been  stated,  the  farmers  needed 
more  money,  the  deposits  of  the  bank  be^n  to  be  drawn  with  practically  the  same 
rapidity  with  which  they  had  formerly  risen.  It  was  then  that  the  banks  came  to 
OS  to  borrow  heavily,  and  while  many  of  them  were  increasing  their  rediscounts 
rapidly  with  us  they  were  also  cutting  off  loans  to  local  customers,  and  in  many 
caaes  pressing  local  cjistomers  for  payment  because  their  deposits  were  dropping 
faster  than  they  could  increase  their  rediscounts  with  us  and  much  faster  than  they 
could  make  collections.  As  a  matter  of  fact,  in  a  very  large  percentage,  if  not  all, 
of  tile  cases  we  are  now  nursing  and  in  which  we  have  loaned  many  times  the  basic 
amount  of  the  member  bank,  the  trouble  could  be  traced  back  to  the  making  of  in- 

C^'cious  loans,  and  loans  on  a  very  injudicious  scale,  at  the  time  when  the  banks 
actually  swollen  deposit  lines. 
There  was  another  circumstance  which  greatly  aggravated  the  situation.  While 
the  banks  were  fighting  for  their  lives  and  trying  to  collect  loans  on  the  one  band, 
and  trying  to  increase  their  rediscounts  with  us  on  the  other,  to  obtain  enough  money 
to  pay' their  depositors,  many  people  who  were  clamoring  for  loans,  in  some  cases  to 
protect  the  proauce  which  they  had  raised  and  the  price  of  which  had  been  seriously 
reduced,  and  in  some  other  cases  to  provide  adequate  margin  for  investments,  upon 
h^  turned  down  by  the  bank  would  appeal  to  some  friend  or  acauaintance  who 
luid  money  in  the  bank.  We  have  had  made  to  us  by  member  banks  hundreds  of 
statements  to  the  effect  that  if  they  refused  to  make  certain  loans  the  borrower  would 
appeal  to  some  large  depositor,  oner  him  more  interest  than  the  bank  was  paying, 
and  the  buik  would  lose  the  money  anyway. 
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Many  of  the  implied  chargee  against  the  Federal  reserve  system  could  be  explained 
by  the  fact  that  no  inconsiderable  part  of  the  trouble  arose  because  the  banks  Med 
to  realize  that  deposits  are  demand  obligations,  and  therefore  got  things  into  a  serious 
situation  by  a  large  volume  of  injudicious  loans  when  they  had  extraordinarily  higji 
deposits.  No  small  part  of  the  alleged  deflation  was  due  to  the  fact  that,  not  being 
able  to  collect  these  loans  to  satiny  depositors  when  the  demand  came,  all  thdr 
borrowing  power  with  the  Fed^ul  reserve  banks  was  used  for  that  purpose,  and  as  it 
was  not  enough  loans  had  to  be  called,  and  in  such  a  situation  payment  is  demanded 
from  the  man  who  can  pay,  regardless  of  the  fact  that  he  may  be  more  entitled  to  the 
accommodation  than  some  other  customer  who  can  not  pay. 

As  a  matter  of  fact,  Federal  reserve  banks  were  being  called  upon  not  only  to  fur- 
nish additional  sums  which  the  farmers  needed,  but  what  the  banks  needed  to  meet 
the  demands  of  their  dep>ositors,  and  since  the  demand  of  the  depositor  is  necessarily 
superior  in  the  eyes  of  the  banker  to  the  demand  of  a  would-be  borrower,  in  many 
cases  additional  funds  borrowed  from  the  Federal  reserve  bank  were  given  to  the 
withdrawing  depositor  rather  than  to  the  fanner. 

The  situation  at  one  time — in  fact,  all  during  the  year  1920— 
looked  ominous.  But  the  situation  began  really  to  brighten  up 
before  we  knew  it;  it  is  brighter  to-day  than  a  great  manj  people 
realize  J  infinitely  brighter.  And  if  there  could  be  a  cessation,  for  a 
brief  tune  of  this  pessimism  that  has  spread  all  over  the  country,  a 
pessimism  because  of  the  conditions  which  existed  some  time  ago, 
as  everybody  admits  they  did,  if  we  could  restrain  ourselves  and  not 
go  to  these  extremes,  we  would  not  have  these  periods  of  depression. 
Fundamentally  and  basically,  as  shown  by  the  figiiros  of  the  Federal 
reserve  banks,  this  situation  is  going  to  work  out  all  right.  You  take 
the  demand  for  wheat;  or  you  take  the  cotton  situation.  Why,  there 
is  no  comparison  at  all  between  the  cotton  situation  this  year  and 
what  it  was  last  year.  You  take  the  Government  report  on  the  25th 
of  July,  which  indicated  a  yield  of  8,200,000  bales,  and  compare  that 
with  tne  Government  report  which  came  out  in  August  of  last  year, 
which  indicated  a  yield  of  12,500,000,  and  the  actual  yield  proved 
to  be  13,365,000 — and  bear  in  mind  that  August  is  the  time  when 
deterioration  takes  place  in  cotton,  as  the  Con^essman  from  Texas 
knows — that  is  the  time  when  the  drought  and  insects  get  in  their 
work.  Based  on  present  reports,  I  feel  sure  the  cotton  situation  will 
be  much  improvea  this  year. 

Now,  consider  the  credit  situation.  When  cotton  was  tJieoretically 
worth  40  cents  a  pound — I  say  theoretically,  because  while  that  was 
the  price  on  the  exchanges  and  certain  grades  could  be  sold  at  that 
figure — the  demand  was  very  slu^ish,  and  it  had  to  be  nursed  along; 
large  offerings  would  have  broken  the  market.  Last  year  many  of 
the  banks  had  low  reserves  and  could  not  loan  as  they  usually  did  on 
cotton.  And  suppose  the  banks  had  gone  along  and  made  loans  on 
the  usual  basis  oi  80  per  cent  of  market  value,  where  would  they  have 
been  ? 

Now,  this  year,  with  cotton  at  the  present  price,  with  reduced  sup- 
ply in  prospect  and  with  the  improved  trade  outlook,  the  prospects 
are  very  much  brighter.  In  addition  to  all  this,  England  had  a  coal 
strike  and  other  labor  difficulties,  and  those  things  are  anticipated 
before  they  come  along,  and  affect  our  exports.  Already  our  exports 
of  cotton  are  beginning  to  pick  up,  and  so  the  member  banks  oi  the 
Federal  reserve  banks  are  fully  warranted  now,  from  the  standpoint 
of  sound  and  conservative  banking,  in  doing  things  that  they  could 
not  have  done  last  fall.  I  want  to  elaborate  on  that  a  little  more 
before  I  finish.     It  seems  to  me  the  best  thing,  to  do  for  the  farmer 
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and  everybody  else  is  to  set  out  of  this  everiasting  pessimism  and 
saying  we  are  going  to  the  aoes,  because  we  are  not.  We  have  passed 
through  other  situations,  and  we  will  get  through  this  one. 

Representative  Ten  Eyck.  I  agree  with  you  on  that. 

Gov.  Harding.  If  a  man  wants  to  get  credit  at  a  bank,  he  must 
make  a  lowing  or  put  up  his  collateral,  and  have  a  cheerful 
countenance.  'Die  banker  alwavs  thinks  of  the  obligation  he  is 
goin^  to  take;  he  is  ever  mindful  of  his  obligation  to  his  depositors, 
and  if  a  man  goes  into  a  bank  and  wants  to  borrow  $10,000,  and  says 
that  he  has  such  and  such  commodities,  but  they  are  unsalable  and 
that  he  does  not  know  what  thev  are  worth,  and  if  he  does  not  get 
the  money  he  will  be  everlastingly  ruined,  and  makes  a  poor  mouth, 
he  is  not  as  apt  to  get  it  as  if  he  were  cheerful  and  optimistic.  It 
may  be  well  enough  to  put  up  that  line  of  talk  to  the  tax  assessor, 
but  you  can  not  borrow  much  money  by  talking  to  a  banker  like  you 
talk  to  a  tax  assessor. 

Representative  Ten  Eyck.  You  must  tell  the  banker  the  truth. 

Representative  Sumners.  Governor,  I  want  to  compliment  you 
on  vour  position  on  that  matter. 

Gov.  Harding.  I  have  made  addresses  preaching  optimism  all 
this  year.  The  Federal  Reserve  Board  did  not  create  the  depression. 
It  saw  this  condition  coming,  and  got  ready  for  it,  and  the  people 
of  this  country  ought  to  be  mankfm  that  the  Federal  reserve  oanks 
have  protected  them  as  they  have. 

Now,  the  very  man  who  is  one  of  our  leading  critics  this  year — ^I 
read  from  his  annual  reports  this  morning,  and  i  want  to  insert  one 
more  reference  in  the  record  here  of  one  thing  which  he  stated.  I 
want  to  call  attention  to  this  statement  made  in  the  last  annual  report 
of  the  Comptroller  of  the  Currency. 

Representative  Funk.  What  I  want  to  know,  Mr.  Harding,  is 
whether  it  was  or  was  not  the  policy  of  the  Federal  Reserve  Board 
to  take  the  position  that  farmers'  credits  should  be  limited. 

Gov.  Harding.  No,  sir-  it  i^ever  was. 

Representative  Funk.  It  was  not  in  San  Francisco  ? 

Gov.  Harding.  No,  sir. 

Representative  Funk.  What  about  Julius  Barnes's  letter? 

Gov.  Harding.  Who  ? 

Representative  Funk.  The  Wheat  Corporation;  did  you  O.  K, 
or  did  the  Feder^  Reserve  Board  O.  fc.  his  position  upon  the 
deflation  of  wheat? 

Grov.  Harding.  I  never  heard  of  that  before. 

Representative  Funk.  The  Federal  reserve  bank  of  San  Francisco  ? 

Gov.  Harding.  Not  to  my  knowledge.  I  do  not  know  anything 
about  it. 

Representative  Funk.  They  sent  out  circulars  to  that  effect. 

Gov.  Harding.  Have  you  got  the  circulars  ? 

Representative  Funk.  Yes. 

Gov.  Harding.  What  was  wheat  worth  when  the  circular  was  sent 
out? 

Representative  Funk.  About  the  peak.  Mr.  Barnes  took  the 
position  that  wheat  would  fall,  and  the  bank  of  San  Francisco  sent 
out  to  its  member  banks 

Gov.  Harding  (interposing).  Did  it  fall? 

Representative  Funk.  Yes;  it  fell  rapidly. 


Digitized  by 


Google 


834  AGRICULTURAL  INQUIRY. 

Grov.  ELaading.  Did  that  circular  accentuate  the  fall  ? 

Representative  Funk.  I  think  so. 

Gov.  Harding.  The  Federal  Reserve  Board  has  cautioned  the 
reserve  banks  against  issuing  circulars.  It  has  advised  the  banks 
to  do  their  correspondence  as  far  as  possible  privately,  and  admon- 
ished them  to  do  it  quietly.  It  has  admonished  them  not  to  ^ve 
out  any  information  wnich  could  affect  prices.  It  is  not  the  function 
of  the  Federal  reserve  system  to  regulate  prices,  either  up  or  down. 
The  Federal  reserve  system  is  a  banking  system,  and  every  banker 
looks  to  his  collateral,  but  it  ought  to  be  done  in  a  auiet  way. 

This  matter  which  I  want  to  insert  in  the  recora  is  on  page  291 
of  the  comptroller's  annual  report  for  1920  [reading]: 

The  past  seven  years  have  been,  in  numbers  of  persons  and  extent  of  intereet 
involved,  the  most  momentous  and  critical  in  the  history  of  this  Republic.  We  hive 
had  to  face  and  to  solve  gigantic  and  unprecedented  probl^ns,  said  the  bankiBg  and 
finimcial  machinery  of  the  country  has  been  subjected  to  a  test  and  strain  unpar- 
alleled. It  has  been  the  duty  of  our  country  very  largely  to  finance  the  world,  and 
in  carrying  out  the  program  which  fate  imposed  upon  us  we  have  overcome  sacceas- 
fully  difficulties  that  at  times  seemed  almost  insurmountable  and  we  have  met  every 
righteous  demand  made  upon  us.  Our  Federal  reserve  financial  and  banking  sys- 
tem, inaugurated  in  1914,  nas  been  of  inestimable  value;  and  without  its  aid,  tasks 
which  we  nave  so  successfully  accomplished  would  have  been  impossible. 

Now,  Mr.  Chairman,  I  can  read  here  the  minutes  and  proceedings 
showing  the  policies  and  attitude  of  the  board  all  during  the  fateful 
year  of  1920.     I  can  show  you  what  happened  when  the  wool  growers 

fot  into  trouble  and  came  to  Washington.  I  can  show  you  what 
appened  in  May,  when  a  conference  was  held  here,  and  I  have 
never  seen  any  quotations  from  a  statement  issued  after  that  con- 
ference. 

The  Chairman.  What  I  think  the  commission  is  interested  in 
knowing  is  what  the  factors  were  which  moved  the  Federal  Reserve 
Board  m  adopting  the  policies  which  it  did  adopt  at  the  various 
stages  of  this  economic  crisis  through  which  we  have  been  passing. 
That  is,  after  all,  the  thing  this  commission  is  interested  in,  and  it 
is  interested  in  that,  I  believe,  only  in  so  far  as  an  understanding^  of 
what  has  occurred  and  why  it  has  occurred  is  helpful  in  determining 
what  should  be  done  in  the  future. 

Gov.  Harding.  I  want  to  say  that  that  change  in  discount  rates  of 
the  Federal  reserve  banks  was  not  a  change  in  policjr ;  it  is  not  a  change 
in  policy,  changing  a  discount  rate;  that  is  something  that  is  done  to 
meet  changes  in  tne  banking  situation. 

I  think  possibly  the  best  light  I  can  throw  on  the  policies  of  the 
Federal  Reserve  Board  for  1920  is  to  read  you  a  press  statement 
which  was  given  out  after  a  conference  held  on  May  28,  1920. 

The  Chairman.  I  am  going  to  suggest,  as  it  is  now  5.20  o'clock, 
that  we  take  a  recess. until  to-morrow  morning  at  10  o'clock. 

(And,  thereupon,  at  5  o'clock  and  20  minutes  p.  m.,  the  com- 
mission adjotuned  to  meet  at  10  o'clock  a.  m.,  on  fridav  August  5, 
1921.) 
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FRIDAY,  AUaUST  6,  1021. 

Congress  of  the  United  States, 
Joint  Commission  of  Agricultural  Inquiry, 

Wnshingiouj  D.  C, 
The  joint  commission  met  at  10  o'clock  a.  m.,  pm^uant  to  adjourn- 
ment of  yesterday,  in  room  70,  Capitol  Building,  Hon.  Sydney 
Anderson  (chairman)  presiding. 

The  Chairman.  The  commission  will  come  to  order.  Mr.  Harding, 
you  may  proceed  with  your  statement,  if  you  will. 

STATEMEVT  OF  GOV.  W.  P.  O.  HAEDIHe— Contiiraed. 

Gov.  BLardp^q.  Mr.  Chairman,  I  am  anxious  to  conserve  the  time 
of  this  commission,  and  I  think  I  can  get  through  thi^  morning.  1 
have  a  great  mass  of  material  here,  but  I  do  not  want  to  introduce 
very  much  of  it  now.  It  can  be  introduced  later,  if  the  commission 
so  desires. 

If  I  may  have  the  privilege  after  I  have  had  an  opportunity  ol 
digesting  the  record  of  the  proceedings  here  this  week  of  either 
coming  oef ore  the  commission  a^ain  at  some  future  date,  or  of  send- 
ing a  written  communication  to  it,  I  would  appreciate  it,  and  it  will 
^able  me  to  finish  this  morning  much  sooner  than  I  otherwise 
could. 

The  Chairman.  I  do  not  think  there  will  be  any  objection  to  that, 
whatever. 

Gov.  Harding.  Thank  you,  sir. 

The  Chairman.  I  want  to  say  in  this  connection  that  the  commis- 
sion  is  anxious  to  give  you  every  opportunity  to  express  your  views 
and  to  explain  the  provisions  and  policies  of  the  board  in  any  way 
that  you  desire. 

Gov.  Harding.  I  appreciate  that,  and  in  my  remarks  to  the  com- 
mission this  morning  I  shall  try  to  confine  myself  strictly  to  things 
that  are  germane  to  the  matters  that  this  commission  is  inquiring 
into.  I  would  like  the  privilege,  however,  of  filing  for  the  recora 
certain  statements,  which  are  not  very  long,  which  nave  a  bearing, 
I  think,  on  the  whole  situation. 

The  Chairman.  That  may  be  done. 

Gov.  ELarding.  I  would  like  to  file  a  statement  of  call  money 
rates  and  a  statement  of  cotton  quotations  over  a  period  of  months, 
in  order  that  the  commissipn  may  determine  what  relationship  there 
is  between  the  two  sets  of  figures,  if  there  is  any  relationship. 

The  Chairman.  Without  objection,  the  statements  will  go  into  the 
record.    There  appears  to  be  no  objection. 
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(The  two  statements  presented  by  Gov.  Harding  for  the  record  are 
here  printed  in  full,  as  follows:) 

CaU  money  rates  in  New  York  on  mixed  eoUateraU 


Closing. 

Ruling. 

Ckning. 

RoIlDK. 

1919. 
Oct.  31 

Percent 
130 

0 
12 

7.5 

10 
19 

Percent 
9 

1920. 
Sept.  10 

Percent 

7.5 

10 
10 
10 

5 

ft.5 

6w5 

6w6 
6w5 

7.5 
7,5 

5.5 

Percent 

Nov.7 

Sept.  17 

Nov.  12 

Sept.  24 

Nov.  14 

Oct.  1 

Nov.  21 

Oct.  8 

7.5 

Nov.  28 

Oct.  15 

Dec.5 

Oct.  22 

Dee.  12 

Oct.  20 

Dec.  19 

Nov.5 

Dec.  26 

Nov.  12 

Nov.19 

1920. 

Nov.  26 

,Jan.2 

Dec.3 

.Jan. 9 

Dec.  10 

Jan.  16 

Dec.l7 

Jin.  23 

Dec.  24 

Jan.30 

Dec.81  .             

Feb.  6 

1921. 
Jan.  7 

Feb.  13 

Feb.  20 

Feb.27 

Jan.  14 

Mar.  5 

Jan.  21 

Mar.  12 

Jan.  28 

Mar.  19 

Feb. 4 

Mar.  26 '. 

Feb.  11 - 

jLpr.2 

Feb.  18 

Ipr;?::;;;:;:;::::;:::;:;:;:::;;: 

Feb.  96 

j^.pr.  16 

Mtf.4 

Apr.  23 

Mar.U 

Am.dO 

Mar.l8 

May?:;::::::::;:::::::::::;;:::: 

Mar.  24 

"MayU 

Apr.  I 

iMay21 

Apr.  8 

May  28 

Apr.  15 ; 

.Jaiie4 

Apr.  22 - 

Jonell 

Apr.29 

:jiuMi8 

i&f^ ..;,;...; 

.'June  25 , 

mSi3;::;;;;;;;;;;;;;;:;;;;;;;;: 

.'July  2 

M^20 

July  9 

M^27 

July  16 

Junes 

.July  23 

Sie «:::::;:;;:;::'::::::::;:::: 

July  30 

June  17 

Aag.6 

June  24 

Aug.  13 

July! 

Aug.  20 

July  8 

&5 

Ane.27 

July  15 

6 

:Sept.3 

iPeak. 


Official  quotatiomfor  middling  upland  cotton  in  the  New  York  market. 


Cents  per  pound. 

1919— Oct.  31 38.40 

Nov.7 39.75 

Nov.  14 39.65 

Nov.21 38.40 

Nov.28 39.45 

Dec.  5 39. 25 

Dec.  12 38.00 

Dec.  19 39.25 

Dec.  26 39.26 

1920— Jan.  2 39.25 

Jan.  9 39.25 

Jan.  16. 39.25 

Jan.  23 39.30 

Jan.  30 39.50 


Cents  per  pound. 

1920— Feb.  6 37.80 

Feb.  13 38.45 

Feb.  20 39.00 

Feb.27 39.65 

Mar.  5 40.90 

Mar.  12 41.00 

Mar.  19 41.00 

Mar.  26 41.50 

Apr.  1 41.76 

Apr.  9 43,00 

Apr.  16 43.2» 

Apr.  23 41.6« 

Apr.  30 41.25 

May? 41.10 
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1920-Mayl4.. 
May  21.. 
May  28.. 
June  4... 
June  11.. 
June  18.. 
June  25.. 
July  2... 
July  9... 
July  16., 
July  23.. 
July  30.. 
Aug.  6... 
Aug.  13.. 
Aug.  20.. 
Aug.  27.. 
Sept.  3... 
Sept.  10. 
Sept.  17.. 
Sept.  24. 
Octl... 
Oct.  8... 
Oct  15.. 
Oct.  22. . 
Oct.  29.. 
Nov.  5.. 
Nov.  12. 
Nov.  19. 
Nov.  26. 
Dec.  3. . 
Dec.  10. 


Cents  per  pound. 

41.15 

41.00 

40.00 

40.00 

40.00 

39.25 

38.25 

39.75 

40.50 

..: 42.50 

M3.75 

40.00 

39.50 

37.50 

33.50 

33.50 

31.75 

32.25 

31.00 

28.50 

25.00 

24.50 

22.00 

21.00 

22.20 

20.85 

19.40 

17.55 

15.85 

16.15 

16.25 


1920— Dec.  17. 

Dec.  24. 

Dec.  31 . 
1921— Jan.  7.... 

Jan.  14.. 

Jan.  21.. 

Jan.  28.. 

Feb.  4. . 

Feb. 11. 

Feb.  18. 

Feb.  25. 

Mar.  4... 

Mar.  11.. 

Mar.  Id.. 

Mar.  24.. 

Apr.  1... 

Apr.  8... 

Apr.  15.. 

Apr.  22.. 

Apr.  29.. 

May  6... 

Mavl3.. 

May  20.. 

May  27.. 

Junes... 

June  10.. 

June  17.. 

June  24.. 

July  1... 

July  8... 

July  15.. 


Cents  per  pound. 

16.00 

15.25 

14.75 

16.75 

17.65 

16.65 

14.75 

13.80 

13.85 

13.40 

12.20 

11.50 

11.40 

11.45 

12.35 

12.00 

11.85 

12.30 

12.10 

12.35 

, 13.00 

12.60 

12.65 

13.15 

12.95 

12.50 

11.40 

11.05 

12.00 

12.20 

12.75 


Got.  Habdino.  I  would  also  like  to  file  a  statement  made  by  the 
President  of  the  United  States,  in  which  he  gives  his  opinion  as  to  the 
cause  of  the  present  depression.  That  is  in  the  form  of  literal 
excerpts  from  an  address  made  on  the  12th  of  July  before  the  Senate 
of  the  United  States.    It  is  a  very  short  statement. 

The  Chairman.  It  mav  go  in. 

Gov.  Habdino.  It  is  snort,  and  I  will  read  it.     [Reading:] 

Our  land  has  its  share  of  the  financial  chaos  and  the  industrial  depression  of  the 
wrid.  We  little  heeded  the  p:rowth  of  indehtedness  or  the  limits  of  expenditure 
daring  the  war  because  we  could  not  stop  to  count  the  cost.  Our  one  thought  then 
w  the  winning  of  the  war  and  the  survival  of  the  Nation .  We  borrowed  and  loaned — 
individuals  to  the  Nation,  and  the  Government  to  other  Governments,  and  to  those 
wbo  served  the  Nation,  with  little  thought  of  settlement.  It  was  relatively  easy  then , 
because  national  life  was  at  stake.  In  the  sober  aftermath  we  face  the  order  of  reason, 
nther  than  act  amid  the  passions  of  war,  and  our  own  land  and  the  world  are  facing 
problems  never  solved  before. 

There  can  be  no  solution  unless  we  face  the  grim  truths  and  seek  to  solve  them  in 
resolute  devotion  to  duty.  *  *  *  It  is  unthinkable  to  expect  a  business  revival 
and  the  resumption  of  the  normal  ways  of  peace  while  maintaining  the  excessive 
taxes  of  war.  *  *  *  Theslump  which  is  now  upon  us  is  an  inevitable  part  of  war's 
>ftermath.  It  has  followed  in  the  wake  of  war  since  the  world  began.  There  was  the 
unavoidable  readjustment,  the  inevitable  charge  off,  the  unfailing  attendance  of 
losses  in  the  wake  of  high  prices,  the  inexorable  deflation  which  inflation  had  pre- 
ceded. It  has  been  wholly  proper  to  seek  to  apply  Government  relief  to  minimize 
the  hardships  and  the  Government  has  aided  wnerever  possible,  and  is  aiding  now. 
but  all  the  special  acts  ever  dreamed  of,  all  the  particular  favors  ever  conceived  will 
not  avoid  all  the  distresses  nor  ward  off  all  the  losses.  The  proper  mental  state  of  our 
people  will  commit  us  resolutely  and  confidently  to  our  tasks,  and  definite  assurances 
M  to  taxation  and  expenditure  will  contribute  to  that  helpful  mental  order.  The 
only  sure  way  to  normalcy  is  over  the  paths  nature  has  marked  throughout  all  human 
experience. 
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Representative  Funk.  Is  that  the  personal  message  he  delivered 
before  the  Senate  ? 

Gov.  ELajrding.  I  believe  it  was  before  the  Senate;  or  was  it  a 
joint  session  ? 

Representative  Funk.  He  has  a'ddressed  two  communications 
recently,  one  personally  with  reference  to  the  soldiers'  bonus 

Gov.  Harding.  I  got  this  out  of  the  Congressional  Record  of  July 
the  12th. 

Now,  I  would  like  to  file  something  which  is  already  a  public  docu- 
ment, a  reply  made  by  the  Federal  Reserve  Board,  under  date  of 
May  25,  1920,  to  a  resolution  adopted  by  the  Senate  of  the  United 
States  on  May  17,  1920,  the  resolution  being  as  follows  [reading]: 

Resolved,  That  the  Federal  Reserve  Board  be  directed  to  advise  the  Senate  vhftt 
steps  it  purposes  to  take  or  to  recommend  to  the  member  banks  of  the  Federal  reserve 
system  to  meet  the  existing  inflation  of  currency  and  credits  and  consequent  hi^h 
prices,  and  what  further  steps  it  purposes  to  take  or  recommend  to  mobilize  credits 
m  order  to  move  the  1920  crop. 

Senator  Harrison.  That  was  May  17,  1920  ? 

Gov.  Harding.  May  17,  1920. 

Senator  Harrison.  Who  offered  that  resolution  ? 

Gov.  Harding.  I  think  it  was  Senator  McCormigk  who  introduced 
that  resolution,  if  my  recollection  serves  me  right.  I  ask  that  this 
go  into  the  record. 

The  Chairman.  Very  well.  Without  objection  it  will  go  in  the 
record. 

(The  commimication  from  Gov.  W.  P.  G.  Harding  to  the  President 
the  Senate,  dated  May  25,  1920,  is  here  printed  in  mil,  as  follows:) 

Sir:  On  May  17,  1920,  the  Senate  adopted  the  following  resolution: 

*' Resolved,  That  the  Federal  Reserve  Board  be  directed  to  advise  the  Senate  what 
steps  it  purposes  to  take  or  to  recommend  to  the  member  banks  of  the  Federal  reeen-e 
system  to  meet  the  existing  inflation  of  currency  and  credits  and  conseq^uent  hi^ 
prices,  and  what  further  steps  it  purposes  to  take  or  recommend  to  mobilize  credits 
in  order  to  move  the  1920  crop.** 

In  response  the  board  desires  to  say  that  it  has  recognized  for  many  months  past 
that  the  expansion  of  bank  credits  in  this  country  was  proceeding  at  a  rate  not  war- 
ranted by  tne  production  and  consumption  of  »x)ds.  It  has  repeatedly  admoniBhed 
the  Federal  reserve  banks  that  influences  shoum  be  exerted  upon  the  member  banb 
to  induce  them  to  avoid  undue  expansion  of  loans  and  to  keep  their  volume  of  out- 
standing credits  within  moderate  bounds. 

Beginning  six  months  ago  the  rates  of  discount  on  various  classes  of  paper  at  the 
Federal  reserve  banks  were  advanced .  During  the  latter  part  of  January  the  present 
rates  were  put  into  effect.  These  advances,  while  undoubtedly  checkii:^  credit 
transactions  which  otherwise  would  have  been  made,  have  not  been  entirely  effec- 
tive in  bringing  about  the  reduction  in  loans  desired  and  which  nonnally  have  been 
expected  during  the  early  months  of  the  year.  Liquidation  during  theee  months  is 
entirely  natural  and  healthy  and  is  necessary  in  order  that  the  banks  may  be  pre- 
pared to  meet  the  demands  made  upon  them  during  the  crop  making  and  harviBfit- 
ing  seasons,  but  there  has  been  no  such  liquidation  and  on  the  contrary  comm^cial 
loans  have  steadily  increased.  Thus  it  appears  that  the  public  has  anticipated  de- 
mands for  banking  credit  which  are  usually  made  later  on  m  the  year.  The  average 
reserves  of  the  Federal  reserve  banks  are  now  a  little  over  42}  per  cent,  as  again^ 
45  per  cent  at  the  beginning  of  the  year  and  about  51  per  cent  12  months  ago. 

The  Federal  Advisory  Council,  which  is  composed  of  one  member  from  each  redcril 
reserve  district,  elected  annually  bv  the  board  of  directors  of  the  Federal  reserve  bank. 
is  required  by  section  12  of  the  Federal  reserve  act  to  meet  in  Washington  at  lesat  four 
times  each  year.  The  coimcil  is  authorized  '*to  confer  directly  with  the  Fedefil 
Reserve  Board  on  general  business  conditions;  to  make  oral  or  written  repreeentati(HiB 
concerning  matters  within  the  jurisdiction  of  said  board;  to  call  for  information  and 
to  make  recommendations  in  regard  to  discount  rates,  rediscount  busineaB,  note  isBueB, 
reserve  conditions  in  the  various  districts,  the  purchase  and  tsle  of  gold  or  securities 
by  reserve  banks,  open-market  operations  by  said  l^uiks,  and  the  geneml  afEaiirof  the 
reserve  banking  system." 
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Upon  a  receipt  of  a  notice  that  t&e  council  would  hold  its  regrular  meetine  on  May  17, 
the  board  extended  an  invitation  to  the  three  class  A  directors  of  each  Feoeral  reserve 
bftnk,  who  are  the  representatives  of  the  stockholding  banks,  to  come  to  Washington 
at  the  eame  time  for  conference  with  the  Federal  Keserve  Board  and  the  FeoWal 
Advisory  Council.  This  conference  was  held  on  the  18th  instant  and  it  was  developed 
at  the  meeting  that  the  present  credit  expansion  is  due  in  great  part  to  the  abnormally 
high  prices  of  goods  and  commodities  now  prevailing  throughout  the  country  and  to 
the  congestion  of  foodstuffs  and  essential  raw  materials  at,  or  near,  points  of  production 
because  of  lack  of  transportation  facilities.  ' 

The  board  is  convinced  that  if  the  unsold  portions  of  last  year's  crops  can  be  brought 
to  market  before  the  new  crop  matures,  the  liquidation  of  credits  which  are  now  tied 
op  in  carrying  the  old  crops  will  be  sufficient  to  offset  to  a  considerable  degree  the 
credit  demands  which  will  be  made  upon  the  banks  in  moving  the  crop  of  1920. 

At  the  conference  above  referred  to  tne  board's  views  were  outlined  by  its  governor 
wbetantially  as  follows:  The  member  banks  should  lean  less  heavily  upon  the  Federal 
neerve  banks  and  rely  more  upon  their  own  resources,  unnecessary  and  habitual 
boRowings  should  be  discouraged,  and  the  liquidation  of  long  standing,  nonessential 
loans  should  proceed.  Banks  were  cautioned,  however,  that  drastic  steps  should  be 
avoided  and  that  the  methods  adopted  should  be  orderly,  for  gradual  liquidation  will 
result  in  pennanent  improvement  while  too  rapid  deflation  would  be  mjurious  and 
Aoold  be  avoided.  The  board  pointed  out  the  necessity  for  extending  such  credits 
IS  may  be  necessary  to  promote  essential  production,  especially  of  foods^iffs,  and  that 
if  for  any  reason  it  should  prove  impracticable  to  increase  essential  production,  there 
ihould  be  greater  economy  in  consumption  and  more  moderation  in  the  use  of  credit. 
The  problem  of  the  banking  system  of  the  country  is  to  check  further  expansion  and  to 
bring  about  a  normal  and  healthy  liquidation  without  curtailing  essential  pit)duction 
and  without  shock  (o  industry,  and,  as  far  as  possible,  without  disturbance  of  legiti- 
mate commerce  and  business. 

In  order  to  effect  this  it  siBems  necessary  to  distin^ish  between  essential  and  non- 
cflential  loans,  but  the  Federal  Reserve  Board  feels  it  would  be  a  most  difficult  task, 
which  it  should  not  undertake,  to  attempt  by  general  rule  of  country- wide  application, 
to  make  this  distinction.  During  the  war  there  was  a  broad  underlying  principle 
that  essentials  must  be  "necessary  or  contributory  to  the  conduct  of  the  war,"  but 
notwithstanding  the  sharp  outline  of  this  principle  much  difficulty  was  experienced 
by  the  various  war  boards  in  defining  essentials  and  nonessentials.  All  the  more 
difficult  would  it  be  for  the  Federal  Reserve  Board  to  make  such  a  general  definition 
in  the  present  circumstances. 

Section  13  of  the  Federal  reserve  act  defines  the  eligibility  of  paper  for  discount  by 
the  Federal  reserve  banks  and  lays  down  a  general  rule  that  any  paper  maturing 
within  the  time  prescribed  and  "issued  or  drawn  for  agricultural,  industrial,  or  com- 
B^ennal  purposes,  or  the  proceeds  of  which  have  been  used,  or  are  to  be  used,  for  such 
purposes"  is  eligible.  No  expressed  condition  is  made  regarding  the  essential  or 
»on«sential  character  of  the  transactions  giving  rise  to  notes  which  may  be  offered 
for  discount;  and  the  Federal  Reserve  Board  is  not  required,  ^nd  properly  could  not  be 
exoected,  generally  to  adopt  such  a  criterion  of  eligibility.  It  is  too  much  a  matter 
of  local  conditions  and  local  knowledge  to  justify  at  this  time  any  general  country- 
wide ruling  by  the  board,  even  if  sucn  a  ruling  were  deemed  helpful. 

On  the  other  hand,  there  is  nothing  in  the  Federal  reserve  act  which  requires  a 
rederal  reserve  bank  to  maJce  anv  investment  or  to  rediscount  any  particular  paper 
«■  class  of  paper.  The  language  of  both  sections  13  and  14  is  permissive  only.  Section  4 
of  the  Feaeral  reserve  act,  however,  requires  the  directors  of  a  Federal  reserve  bank 
to  administer  its  affairs  "fairly  and  impartially  and  without  discrimination  in  favor 
of  or  against  any  member  bank,"  and  suoject  to  the  provisions  of  law  and  the  orders  of 
the  Federal  Reserve  Board  to  extend  "to  each  member  bank  such  discounts,  advance- 
D*«nts,  and  accommodations  as  may  be  safelv  and  reasonably  made  with  due  rerard  for 
the  claims  and  demands  of  other  member  banks."  Thus  the  directors  of  a  Federal 
werve  bank  have  the  power  to  limit  the  volume  and  character  of  loans  which  in  their 
l^idment  may  be  safely  and  reasonably  made  to  any  member  bank. 

The  recent  amendment  to  paragraph  (d)  of  section  14  distinctl^r  authorizes  each 
'^lertl  reserve  bank  on  its  own  account,  without  reference  to  action  taken  by  any 
<^er  Federal  reserve  bank,  to  establish  a  normal  discount  or. credit  line  for  each 
"■^onber  bank,  and  permits  the  imposition  of  graduated  rates  on  discount  lines  in  excess 
of  the  normal  line.  This  amendment,  however,  does  not  repeal  or  modify  sections  4 
•nd  13,  and  a  Federal  reserve  bank  is  still  free  to  decline  to  discount  any  paper  which 
^its  judgment  does  not  constitute  a  desirable  investment  for  it  or  which  in  its 
^^nma  would  not  constitute  a  safe  and  reasonable  investment  within  the  meaning  of 
Kction4. 
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It  is  the  view  of  the  board,  however,  that  while  Federal  reserve  banks  may  properly 
undertake  in  their  transactions  with  member  banks  to  discriminate  between  esBentul 
and  nonessential  loans,  nevertheless  that  discrimination  mif  ht  much  better  be  made 
at  the  source  by  the  ;uember  banks  themselves.  The  in<Svidual  baiiker  comee  in 
direct  contact  with  his  customers;  he  is  better  qualified  than  anyone  else  to  adviae 
the  customer,  because  of  his  familiarity  not  only  with  the  ciistomei^s  businese  but 
with  the  general  business  conditions  and  needs  in  his  immediate  locality.  In  malditf 
loans  he  is  bound  by  nogeneral  rule  of  law  as  to  the  character  of  the  piurpoee  for  whicn 
a  loan  is  being  asked .  He  is  entirely  free  to  exercise  discretion  and  can  make  one  loan 
and  decline  another  as  his  judgment  may  dictate.  He  can  estimate  with  a  hii  de^ 
of  acciuracy  the  legitimate  demands  for  credit  which  are  liable  to  be  made  upon  him, 
as  well  as  the  fluctuations  in  the  volume  of  his  deposits.  He  knows  what  industries 
sustain  his  community,  and  is  thus  qusdified  to  pass  on  the  essential  or  nonessential 
character  of  loans  offered  him.  He  knows,  or  should  know,  what  rediscounts  line  he 
may  reasonably  expect  of  his  Federal  reserve  bank,  and  he  ought  not  to  regard  diii 
line  as  a  permanent  addition  to  his  capital.  With  knowledge  of  the  limitations  or 
penalties  put  upon  his  borrowings  from  the  Federal  reserve  banks  the  banker  may 
DO  depended  upon  to  use  a  more  discriminating  judgment  in  ^pranting  credit  accom- 
modations to  his  custCMners,  and  that  judgment  he  must  exercise  if  the  present  situation 
is  to  be  remedied  fundamentally. 

It  is  true  that  under  existing  conditions  the  volume  of  credit  required  in  an; 
transaction  is  much  greater  than  was  the  case  in  prewar  times,  but  it  is  also  true  th 
the  resources  of  the  member  and  nonmember  banks  would  be  ample  to  take  care 
the  essential  business  of  the  country  and  to  a  laive  extent  of  nonessentials  as  well 
there  were  a  freer  flow  of  goods  and  credit.  If  "firozen  loans"  were  liquefied  and 
commodities  which  are  held  back  either  for  speculative  purposes  or  because  of  1' 
of  transportation  facilities  should  go  to  the  markets,  and  if  large  stocks  of  merchant 
should  be  reduced,  the  resultant  release  of  credit  would  have  a  most  bendidal  elf( 
upon  the  general  situation.  In  the  meantime  everything  must  be  done  to  expedil 
the  release  of  these  credits  and  to  restrict  nonessential  credits  in  future. 

While  the  problem  of  credit  regulation  and  control  is  national  and  even  int 
national  in  its  scope,  yet  in  the  last  analysis  it  is  merely  an  aggregation  of  individ 
problems,  and  the  propter  working  out  of  the  situation  must  append  upon  the  publ 
and  upon  the  banks  which  deal  with  the  public.  The  public  must  be  made  to  realis 
the  necessity  of  economy  in  expenditures  and  in  consequent  demands  for  banku^ 
credit.  The  banks  themselves  are  best  able  to  impress  the  importance  of  this  poUc: 
upon  the  public. 

For  the  further  information  of  the  Senate  the  board  quotes  from  the  report  of  th 
Federal  Advisory  Council  made  to  it  on  May  10,  signed  by  James  B.  Foigan,  presideni 

''  The  council  has  given  consideration  to  th^  matter  included  in  your  communici 
tion  of  April  17  and  begs  to  reply  thereto  in  the  following  manner,  following  the  orde 
set  out  by  you. 

**  (a)  Causes  of  continued  expansion  of  credits  and  of  Federal  note  issues. 

*'  There  are  many  contributing  casuses  of  which  the  following  may  be  regarded  i 
paramount: 

*'  1.  We  recognize,  of  course,  that  the  first  cause  is  the  Great  War. 

"  2.  Great  extravagance,  national,  municipal,  and  individual. 

''  3.  Inefficiency  and  indifference  of  labor  resulting  in  lessening  production. 

*^4.  A  shortage  of  transportation  facilities,  thus  preventing  the  normal  movemoi 
of  commodities. 

''  5.  The  vicious  circle  of  increasing  wages  and  prices. 

*'(&)  How  can  the  reserve  position  of  the  Federal  reserve  banks  be  matenall 
strengthened  before  the  seasonal  demand  sets  in  next  fall,  without  imdue  disturbanc 
of  the  processes  of  production  and  distribution? 

^'  By  urging  upon  member  banks  through  the  Federal  reserve  banks  the  wisdom  i 
showing  borrowers  the  necessity  of  the  curtailment  of  general  credits,  and  espedaU 
for  nonessential  uses,  as  well  as  continuing  to  discourage  loans  for 'capital  ana  speci 
lative  purposes;  by  checking  excessive  borrowi^yigs  through  the  apphcation  of  higw 
rates. 

"  (c)  If  steps  can  not  be  taken  at  this  time  leading  to  a  more  normal  proportio 
between  the  volume  of  credits  and  the  volume  of  goods,  when  can  Uiey  be  taken? 

*'  In  our  opinion,  steps  should  be  taken  now,  as  outlined  in  answer  to  the  last  questioil 

"  (d)  What  is  the  enect  upon  the  general  situation  of  the  increased  Treasury  boj 
rowings  and  what  should  be  the  poUcy  of  the  Federal  reserve  banks  in  establishii^ 
rates  of  discount  on  paper  secured  by  certificates  of  indebtedness? 

**  It  IB  obvious  that  the  borrowings  of  the  Treasury  have  the  same  effect  upon  tlj 
general  credit  situation  as  those  of  other  borrowers.  The  council  would  suggest  th 
wisdom  of  congressional  relief  from  ,the  burden  of  Government  financing  by  a  poliq 
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of  rigid  economy;  the  provision  of  the  tax  laws  for  the  sake  of  a  more  equitable  dis- 
tribution of  the  burden  without  reducing  the  revenue;  the  enactment  of  the  budget 
system,  the  budget  to  includepro\'iaion  for  the  "payment  of  the  short  gradual-time 
dbligations  of  the  Treasury.  These  would  of  necessity  preclude  unwise  appropria- 
tioM,  such  as  the  proposed  soldiers'  bonus.  In  view  of  the  large  volume  of  Treasury 
certificates  ol  indebtedness  carried  by  member  banks  at  the  instance  of  the  Treasury 
Department,  we  believe  that  rates  established  by  the  Federal  reserve  banks  on  paper 
secured  by  them  should  not  be  materially  greater  than  the  rates  borne  by  the  certifi- 
cates." 

The  board  feels  assured  that  the  banks  of  the  country  now  realize  the  necessity  of 
more  conservatism  in  extending  credits  and  of  a  reasonable  reduction  in  the  volume 
of  credits  now  outstanding.  The  board  will  not  hesitate,  so  far  as  it  may  be  neces- 
sary, to  brin^  to  bear  all  its  statutory  powers  in  regulating  the  volume  of  credit,  but 
wiiteB  to  point  out  that  the  more  vital  problems  relating  to  the  movement  of  the 
1920  crop  are  physical  rather  than  financial. 

Thifl  was  the  unanimous  view  of  those  present  at  the  conference  on  the  16th  instant, 
it  which  the  following  resolution  was  adopted : 

"The  whole  countiy  is  suffering  from  inflation  of  prices  with  the  consequent  infla- 
tion of  credit.  From  reports  made  by  the  members  of  this  conference,  representing 
every  section  of  the  country,  it  is  obvious  that  great  sums  are  tied  up  in  products 
wliich  if  marketed  would  relieve  necessity,  tend  to  reduce  the  price  level,  and  relieve 
file  strain  on  our  credit  syistem. 

"This  congestion  of  freight  is  found  in  practically  all  of  the  lai^e  railroad  centers 
tod  shipping  ports.  It  anses  chiefly  from  inadequate  transportation  facilities  avail- 
ible  at  this  time  and  is  seriously  cnppling  business.  .  We  are  informed  that  the  per 
ton  mile  of  freight  increased  in  three  years,  1916, 1917,  and  1918,  47  per  cent,  while 
the  freight  cars  in  service  during  the  same  period  increased  1.9  per  cent. 

"A  strildng  necessity  exists  which  can  only  be  relieved  through  the  upbuilding 
rf  the  credit  of  the  railroads.  This  must  come  through  adequate  and  prompt  increase 
ia  frei^t  rates.  Any  delay  means  the  paying  of  greater  cost  directly  and  indirectly 
md  places  a  burden  on  the  credit  system  which  in  the  approaching  time  for  seasonal 
Bxpanaion  may  cause  abnormal  strain.  Even  under  the  load  of  war  inflation,  high- 
pnce  level,  and  extravagances,  the  bank  reserves  would  probably  be  sufficient  if 
juick  transportation  could  be  assured  during  the  time  of  the  greatest  strain:  There- 
»e,beit 

'"Resolved,  That  this  conference  urce,  as  the  most  important  remedies,  that  the 
tateretate  Commerce  Commission  and  the  United  States  Shipping  Board  give  in- 
wased  rates  and  adequate  facilities,  such  immediate  effect  as  may  be  warranted 
inder  their  authority  and  that  a  committee  of  hve,  representing  the  various  sections 
rfthe  country,  be  appointed  by  the  chairman  to  present  this  resolution  to  the  Inter- 
tate  Commerce  Commission  and  the  United  States  Shipping  Board,  with  such  verbal 
Jresentatiou  as  may  seem  appropriate  to  the  committee." 

Much  will  depend  upon  the  restoration  of  the  normal  efficiency  of  railroad  and 
^eaqaahip  lines.  If  adequate  transportation  facilities  can  be  provided,  the  board 
leee  no  occasion  for  apprehension  in  connection  with  the  movement  of  crops  now 
»eiDgnown. 

Respectfully, 

W.  P.  G.  Harding,  Governor. 

The  President  of  the  Senate. 

Gov.  Habding.  I  would  also  like  to  file  for  the  record  a  statement 
riiich  was  issued  by  a  committee  of  woolgrowers  bv  authority  of 
he  Federal  Reserve  Board,  following  a  comerence  wnich  the  board 
jdd  with  the  wool  people  in  June,  1920.  This  press  statement  bears 
wte  June  22,  1920,  and  the  paper  that  I  want  to  file  is  a  circular 
etter  which  was  addressed  to  the  chairman  of  all  Federal  reserve 
)ank8  stating  what  agreement  the  board  made  as  to  the  policy  on 
»ool  loans  with  this  committee  of  woolgrowers  who  came  here  to 
'eeugonJune21,  1920. 

Senator  Harrison.  The  agreement  was  perfectly  agreeable  to 
'ttem,  wasit? 

Gov.  Harding.  Here  is  their  own  statement  [reading]: 

At  a  further  meeting  held  last  night  of  all  interests  concerned  it  was  the  unanimous 
n^on  that  the  plan  8Ugge3ted  above  was  practical  and  feasible,  and  that  no  extraor- 
"Oarv  difficulty  would  be  encountered  in  the  n^eesary  financing  to  carry  along  the 
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present  sea'^on's  wool  clip  until  a  nonnal  buying  market  ahould  reassert  itself,  which 
It  was  the  firm  belief  of  all  would  be  within  a  very  reasonable  length  of  time. 

I  ask  that  this  go  in  the  record,  Mr.  Chairman. 

The  Chaibman.  Without  objection,  it  will  go  in. 

(The  communication  of  June  22,  1920,  from  W.  P.  G.  Harding, 
governor  of  the  Federal  Reserve  Board,  to  chairmen  of  all  Federal 
reserve  banks  is  here  printed  in  full,  as  follows :) 

STATEMENT  ISSUED  BT   WOOLGROWER8. 

Bear  Sir:  For  your  information  there  is  quoted  below  a  statement  which  ww 
given  to  the  press  to-day  by  a  committee  of  woolgrowers  who  were  in  conference  i^ith 
the  board  on  yesterday.  While  the  board  has  often  pointed  out  that  the  fact  .that  an 
acceptance  or  a  note  is  eligible  imposes  upon  a  Federal  i^eserve  bank  no  obligation  to 
purchase  or  discount  it,  the  board  assumes  that  the  Federal  reserve  banks,  recooiizuu; 
the  obatacles  in  the  way  of  marketing  wool  at  the  present  time,  wiU  accord  as  libenl 
treatment  as  is  consistent  with  good  business  principles  to  member  banks  ofTexing  digi- 
ble  notes  or  acceptances  based  on  wool: 

"By  advance  arrangement  with  the  Federal  Reserve  Board,  woolgrowers*  bankers 
in  the  wool  producing  sections  and  eastern  wool  markets,  wool  dealers,  warehouse 
men,  manufactiu*ers  and  others  interested  in  the  wool  trade,  held  an  all-day  session 
with  the  Federal  Reserve  Board  yesterday.  The  condition  of  the  wool  market  caused 
by  the  recent  cessation  of  purchases  of  raw  wool  was  laid  befofe  the  board,  imd  a  full 
discussion  was  had  of  vanous  plans  for  financing  the  industry  until  normal  buying 
operations  are  resumed.  Unlike  most  other  crops,  wool  is  marketed  in  the  spriM 
and  early  summer,  and  the  marketing  conditions  prevailing  dining  the  past  montn 
have  threatened  great  losses  to  wool  growers  which  might  be  disastrous.  Such  a 
condition,  if  it  developed,  might  cause  serious  sacrifice  of  sheep  on  farm  and  range, 
and  result  in  reduced  supplies  of  wool  and  mutton  in  future  years.  It  was  dewy 
shown  that  there  was  no  disposition  on  the  part  of  anyone  to  maintain  artificial  pricee, 
but  simply  to  make  arrangements  by  which  the  temporary  interruption  of  the  wool 
market  would  be  removed  and  nonnal  marketing  conditions  restored. 

'*The  plan  of  action  finally  arrived  at  was  adopted  as  a  more  simple  and  satisfactory 
way  of  aealing  with  the  situation  than  the  cotton  loan  plan  of  1914  which  had  been 
suggested.  At  tlie  termination  of  a  conference  between  tne  board  and  a  subcommittee 
ooneistiug  of  baokers  thoroughly  familiar  with  the  entire  situation,  the  board  aathor- 
ized  the  followi%  statement: 

" '  A  wool  grower  may  ship  his  wool  to  one  of  the  usual  points  of  distribution,  obtain- 
ing from  the  railroad  a  bUl  of  lading  for  the  shipment;  the  grower  mav  then  draw  a 
draft  against  his  bank,  for  such  an  amount  as  may  be  agreed  upon  by  the  grower  and 
the  bank,  secured  by  the  bill  of  lading.  The  Federal  reserve  act  authorizes  any 
member  bank  to  accept  a  draft  secured  m  this  manner  at  the  time  of  acceptance,  pro- 
vided that  the  draft  matures  in  not  more  than  six  months  from  the  time  of  accep- 
tance. After  acceptance  such  a  draft  bearing  the  indorsement  of  a  member  bank  is 
eligible  for  rediscount  or  purchase  by  a  Federal  reserve  bank,  provided,  that  it  has  a 
maturity  of  not  more  than  three  months  from  the  date  of  rediscount,  or  purchase.' " 

It  was  suggested  that  the  Federal  Reseive  Board  communicate  with  the  Federal 
reserve  banks,  pointing  out  that  shipments  of  wool  to  points  of  distribution  may 
properly  be  financed  by  acceptances  in  the  above  manner. 

While  the  statement  refers  only  to  acceptances  based  on  bills  of  lading,  Gov.  Hard- 
ing referred  those  present  to  the  provisions  of  section  13  of  the  Federal  reserve  act 
as  to  eligibility  for  discount  of  paper  secured  by  warehouse  receipts. 

At  a  further  meeting  held  last  mght  of  all  interests  concerned,  it  was  the  unanimous 
opinion  that  the  plan  suggested  above  was  practical  and  feasible,  and  that  no  extra- 
ordinary difliculty  would  be  encountered  in  the  necessary  financing  to  carry  along 
the  present  season's  wool  dip  until  a  normal  buying  market  should  reassert  itself, 
which  it  was  the  firm  belief  of  all,  would  be  within  a  very  reasonable  length  of  time. 

Gov.  EUbdino.  This  comes  out  of  chronological  order,  but  I  offer 
it  for  the  record  now  because  it  will  save  time.  This  is  a  copy  of  the 
first  page  of  the  board's  press  statement  of  June  6.  1921,  the  second 

Sage  of  which  I  do  not  oner,  not  being  relevant.  It  does  not  contra- 
^  ict,  of  coiurse,  anything  that  is  said  on  the  first  page.  The  statement 
is  as  follows  [reamng]: 
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Gov.  Harding,  of  the  Federal  Reserve  Board,  left  Sunday  night  for  a  two  weeks' 
trip  through  the  cattle-producing  sections  of  the  country.  Stopping  en  route  at  Dee 
Moines,  Iowa,  he  will  visit  Cheyenne,  Wyo. ;  Denver,  Colo. ;  Albuquerque,  N.  Mex. ; 
El  Paso,  San  Angelo,  San  Antonio,  and  Dallas,  Tex,  returning  thence  direct  to 
Washington. 

Before  leaving  Gov.  Harding  gave  out  the  following  authorized  statement  from 
the  Federal  Reserve  Board: 

"It is  the  opinion  of  the  Federal  Reserve  Board  that  the  country  is  approaching  a 
new  crop  season  with  underlying  conditions  to  sounder  than  they  were  a  year  ago. 
While  there  are  still  large  amounts  of  staple  products  being  carried  over,  finanml 
pttTtly  on  bank  credit,  the  reserves  of  the  12  Federal  reserve  banks  coD^bined  are 
neaiiy  40  per  cent  higher  than  they  were  at  this  time  last  year,  standing  at  about 
57.5  per  cent  as  a^inst  42  per  cent.  There  is  no  ground  for  apprehension  re^pding 
the  aoility  of  the  oanks  to  meet  the  requirements  of  both  agriculture  and  industry. 

"The  Federal  reserve  system  now  holds  the  largest  amount  of  gold  in  its  entire 
history,  more  than  $2,400,000,000,  and  the  inflow  from  other  countries  still  continues. 
While  the  loans  and  invested  assets  of  the  Federal  reserve  banks  have  been  reduced 
flince  the  peak  on  November  5  last  by  more  than  $1 ,000,000,000,  most  of  this  liquida- 
tion has  come  about  in  an  orderly  and  natural  way.  Liquidation  has  been  most 
pfODoimced  in  financial  and  industrial  centers  rather  than  in  agricultural  sections, 
IB  is  evidenced  by  the  fact  that  while  the  rediscounts  held  by  the  Federal  reserve 
htnks  are  materially  less  than  at  this  time  a  year  ago,  these  banks  are  now  carrying 
more  thsui  twice  as  much  agricultural  and  live-stock  paper  (maturities  from  90  days 
to  6  months)  as  they  had  on  hand  a  year  ago. 

"It  should  be  understood  that  until  there  is  a  broadening  of  the  market  for  agri- 
cultural products  many  formers  will  have  to  be  granted  extensions  on  loans  made 
them  ana  will,  in  many  cases,  require  additional  credits  pending  the  making  and 
marketing  of  the  new  crops.  The  Federal  Reserve  Board  is  ^ratified  to  know  that 
the  Federal  reserve  banks  are  prepared  to  extend  liberal  creofits  to  member  banks, 
tod  through  them  to  nonmember  banks,  for  these  and  other  productive  requirements 
of  their  customers,  and  the  board  urges  all  banks  to  aid  in  easing  along  tiie  situation 
in  the  a^cultural  districts  until  normal  and  regular  processes  of  production  and 
distribution  can  be  further  developed.  The  board  feels  that  the  financial  emergency 
which  menaced  the  country  during  the  year  1920,  has  definitely  passed. " 

Senator  Harrison.  When  was  that? 

Gov.  Habdino.  June  6,  1921.  And  a  copy  of  that  was  sent  to 
all  the  Federal  reserve  banks. 

Senator  Harrison.  Now,  have  you  any  other  statements  that 
that  were  issued  by  either  you  as  governor  of  the  board,  or  in  be- 
half of  the  board,  touching  tnis  same  matter  for  a  year  prior  to  that ! 

Gov.  Habdino.  I  have;  yes,  sir;  and  I  will  introduce  them  in  a 
few  minutes. 

Senator  Harbison.  You  are  going  to  put  all  this  in  the  record  ? 

Gov.  HABniNO.  Yes.  I  am  coming  back  to  this  because  I  want  to 
discuss  it. 

Senator  Harrison.  Very  well. 

Gov.  Harding.  Now,  I  want  to  file  also  a  copy  of  a  circular  letter 
which  the  board  sent  to  all  Federal  reserve  banks  advising  them  that 
they  would  be  permitted  to  discount,  with  the  indorsement  of  mem- 
ber bante,  paper  which  they  in  turn  received  from  nonmember 
hanks.  That  authority  was  given  by  virtue  of  a  provision  of  section 
19  of  the  Federal  reserve  act.  This  is  a  circular  letter  to  all  Federal 
reserve  banks,  reading  as  follows  [reading] : 

July  27,  1921. 
Subject:  Permission  granted  to  member  banks  to  apply  for  discounts  of  eligible  paper 
acquired  from  nonmember  banks. 

Bear  Sir:  As  you  know,  section  19  of  the  Federal  reserve  act  provides  in  part 
that: 

.  "No  member  bank  shall  act  as  the  medium  or  agent  of  a  nonmember  bank  in  appl}r- 
ing  for  or  receiving  discounts  from  a  Federal  reserve  bank  under  the  provisions  of  this 
act,  except  by  permission  of  the  Federal  Reserve  Board." 
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This  letter  is  to  advise  you  that  the  Federal  Reserve  Board  has  given  general  au- 
thority to  member  baoks  to  apply  to  their  respective  Federal  reserve  banks  for  dis- 
counts of  eligible  paper  acquired,  by  such  member  banks  from  nonmember  banks, 
such  authority  to  be  effective  until  withdrawn  by  the  Federal  Reserve  Board.  Tie 
extent  to  which  the  respective  Federal  reserve  banks  will  entertain  such  applicatioiu 
is,  of  course,  a  matter  of  policy  for  the  determination  of  the  officers  of  each  bank. 

The  Chairman.  What  was  the  poUcy  of  the  board  and  of  the 
Federal  reserve  banks  with  respect  to  rediscounting  loans  of  this 
character  prior  to  the  announcement  of  that  circiilar? 

Gov.  Harding.  The  pohcy  of  the  board  was  to  permit  at  all  tunes 
the  rediscounting  of  nonmember  bank  paper  under  certain  conditions. 
You  will  notice  the  language  of  that  section  19,  which  I  have  just 
quoted,  says  that  no  member  bank  shall  act  as.  the  medium  or  agent 
for  nonmember  banks  in  applying  for  or  receiving  discounts  except 
with  the  permission  of  the  Federal  Reserve  Board.  From  the  very 
b^inning,  however,  the  board  has  consistently  taken  this  view,  that 
where  a  oank  had  devoted  much  attention  to  carrying  accounts  for 
other  banks,  nonmember  banks  as  well  as  member  banks,  and  its 
business  with  other  banks  was  an  essential  part  of  its  business,  that 
it  should  be  permitted  to  rediscount  nonmember  bank  paper,  because 
that  was  really  an  acconmiodation  to  the  member  bank.  There  are 
some  member  banks  who  have  more  deposits  made  by  other  banks 
than  they  have  those  made  by  individuals,  firms,  or  corporations, 
and  in  hke  manner  there  are  some  member  banks  which  in  some 
seasons  of  the  year  have  made  more  loans  to  otJier  banks  which  deal 
with  them  than  they  gave  to  local  customers.  So  the  board's  policy 
has  always  been  to  permit  those  banks  whose  business  was  composed 
substantially  of  accounts  of  other  banks,  to  receive  acconunodatioDS 
from  the  Federal  reserve  banks,  based  on  nonmember  banks'  pwer. 

The  Chairman.  Then  this  does  not  represent  a  change  of  policy 
on  the  part  of  the  Federal  Reserve  Board  at  this  time  ? 

Gov.  Harding.  What  is  that? 

The  Chairman.  This  circular  does  not  represent  a  change  of  policy 
on  the  part  of  the  Federal  Reserve  Board  at  this  time  ? 

Gov.  Harding.  No;  it  does  not  represent  a  change  of  policy  on 
the  part  of  the  Federal  Reserve,  Board  at  this  time.  It  merely 
extends,  by  virtue  of  the  authority  we  have  in  section  19,  the  same 
principle. 

The  view  we  took  of  it  was  this:  Suppose  that  there  were  two 
banks  in  a  small  town,  one  a  member  bank  and  the  other  a  non- 
member  bank,  and  that  they  both  did  a  local  business,  neither  one 
of  them  receiving  accounts  of  other  banks.  If  the  nonmember  bank 
would  go  to  the  member  bank  ahd  say,  "Here,  you  lend  us  $25,000," 
that  would  be  an  unusual  proceeding,  and  if  tne  member  bank  made 
a  loan  of  $25,000  to  the  nonmember  oank  it  would  do  so  purely  with 
the  idea  of  in  turn  rediscounting  that  paper  with  the  Federal  reserve 
bank.    In  other  words,  it  would  act  as  a  medium  or  aeent. 

I  recollect  an  instance  in  North  Carolina  last  ^ear  where  the  board 
sent  a  letter  to  the  Federal  reserve  bank  of  Richmond  authorizing 
it  in  that  particular  instance,  which  seemed  to  be  an  emergency  case, 
to  discount  nonmember  bank  paper  for  this  particular  member 
bank.  But  now  we  broaden  that  policy  so  as  to  make  it  apply 
generallv. 

The  (&AIRMAN.  Prior  to  this  announcement  would  the  permission 
of  the  Federal  Reserve  Board  be  required  in  any  such  case  t 
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Gov.  Harding.  It  would. 

The  Chairman.  So  that  prior  to  this  announcement,  if  a  bank 
undertook  to  rediscount  paper  which  had  been  placed  with  it  as 
collateral  for  a  loan  of  a  noninember  bank,  before  it  could  redis- 
count that  paper  it  would  have  to  have  the  permission  of  the  Federal 
Reserve  Boara  ? 

Gov.  Harding.  If  the  member  bank  was  acting  as  the  medium  or 
agent  for  the  purpose  of  seeming  such  discount,  or  if  the  member 
bank,  on  account  of  the  character  of  its  business  which  involved  the 
granting  of  discoimts  and  the  extension  of  loans  to  a  large  number 
of  member  or  nonmember  banks  in  its  section  of  the  coimtry,  desired 
to  rediscount  nonmember  bank  paper,  the  board  raised  no  objection 
to  it.  But  in  all  cases,  even  under  this  permission  recently  given,  the 
question  as  to  whether  or  not  a  loan  is  safe  or  desirable  or  should  be 
ta^en  rests  with  the  directors  and  management  of  the  Federal 
reserve  bank  concerned. 

Senator  Harrison.  Well,  now,  Governor,  when  you  issued  thiis 
statement  as  you  were  proceeding  on  your  trip  to  the  West,  on  June 
6,  1921,  did  that  si^ify  that  the  board  had  changed  its  policy 
toward  making  loans  1 

Grov.  Harding.  No,  sir;  it  did  not  signifv  that  the  board  had 
changed  its  policy.  It  merely  signified  that  the  board  desired  to  caU 
the  attention  of  the  banks  of  the  country  to  the  importance,  in  the 
present  circumstances,  of  banks  generalljr  over  the  country  piu^uing 
a  liberal  policy,  and  that  they  should  avoid  trying  to  force  the  collec- 
tion of  loans  at  an  inopportune  time. 

Senator  Harrison.  And  that  the  reserves  were  higher  than  any 
year  before  ? 

Gov.  Harding.  And  that  the  reserves  were  higher  than  they  had 
been  for  several  years. 

Senator  Harrison.  And  general  conditions  were  better  ? 

Gov.  Harding.  Yes;  and  general  banking  conditions  were  better. 

Senator  Harrison.  Well  now,  you  say  the  peak  was  reached 
November  6, 1  believe  it  was,  1920,  was  it  not  ? 

Gov.  Harding.  Yes,  sir. 

Senator  Harrison.  Do  you  know  from  the  information  that  has 
come  to  you  whether  or  not  the  agricultural  interests  needed  money 
to  finance  themselves  more  during  the  year  1920  than  they  did  on 
June  6,  1921  ?    Whether  there  was  a  greater  demand  at  that  time? 

Gov.  Harding.  I  presume  there  was  a  great  demand  at  both  times, 
but  in  the  fall  of  1920  banks  in  agricultiural  sections  were  receiving 
payments — they  may  not  have  been  as  large  as  usual,  but  they  were 
receiving  some  payments  which  resulted  from  the  sale  of  agricultural 
products. 

Senator  Harrison.  Well,  it  was  very  difficiilt  to  sell  cotton  in  the 
fall  of  1920. 

Gov.  Hardino.  I  don't  know  of  any  great  staple  crop  in  this 
country  that  has  ever  been  withheld  entirefy  from  the  market.  Even 
if  (he  board  had  undertaken  the  policy  of  trying  to  withhold  a  staple 
agricultural  crop  entirely  from  the  market  I  imagine  there  would 
have  been  some  sales  aj^ywaj. 

Senator  Harrison.  Well,  would  you  say  that  there  were  as  many 
complaints  that  came  to  your  office  dunng  the  year  1920,  in  the 
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fiummer  and  fall  of  1920,  touching  loans  to  the  agricultural  sections 
as  there  were  in  the  spring  of  1921  ? 

Gov.  Harding.  Senator,  I  am  prepared  here  to  discuss  that  in  a 
very  thoroughgoing  way,  if  I  can  get  these  things  out  of  the  way 
first. 

Senator  Harrison.  Surely. 

Gov.  Harding.  I  am  not  trying  to  avoid  it.  Senator.  I  will 
•discuss  it  in  a  very  thoroughgoing  way  later. 

Senator  BUrrison.  Very  well,  I  wul  be  glad  if  you  will  discuss  it 
later.    I  wanted  to  clear  that  up. 

Gov.  Harding.  Because  that  cotton  situation  was  a  very  per- 
plexing situation  last  year,  and  I  want  to  have  an  opportunity  to 
explain  that  situation,  and  I  want  the  opportunity  of  explaining  the 
board's  policy. 

Senator  Harrison.  Well,  I  want  to  be  here  when  you  go  over  that, 
t)Qcause  I  am  very  much  interested  in  it. 

Gov.  Harding.  And  I  might  say  that  it  is  a  matter  that  interested 
me  personally  very  much. 

Senator  Harrison.  I  know  that. 

Gov.  Harding.  If  there  was  anything  on  earth  that  I  could  have 
<done  personally  to  have  helped  out  that  cotton  situation  -I  would 
liave  cheerfully  done  it. 

Senator  Harrison.  I  know  that. 

Gov.  Harding.  I  want  to  explain  all  the  angles  of  that  situation, 
.'Senator. 

Senator  Harrison.  I  want  to  hear  it. 

Gov.  Harding.  I  desire  now  to  file  a  statement  which  the  board 
Issued  to  the  press  following  a  conference  with  governors  of  five 
Tederal  reserve  banks  whose  districts  embrace  the  cotton  sections. 
This  statement  wasjriven  to  the  press  on  the  morning  of  July  20, 1921. 

The  Chairman.  Without  objection,  it  may  go  into  the  record. 

(The  Federal  Reserve  Board  statement  for  the  press  of  July  20, 
1921,  is  here  printedwfull  as  follows:) 

In  view  of  the  vital  importance  of  the  problems  incident  to  the  harvesting  and 
-marketing  of  the  coming  cotton  crop,  the  Federal  Reserve  Board  to-day  held  a  con- 
•lerence  with  the  governors  of  the  Federal  reserve  bai^  of  Richmond,  Atlanta,  St. 
Louis,  Kansas  City,  and  Dallas,  the  banks  located  in  or  brought  in  closest  touch  with 
-the  member  banks  in  the  cotton  States,  for  the  purpose  of  reviewing  the  credit  situa- 
^on  in  these  States,  and  determining  what  farther  credit  will  be  needed  to  ^Mnlitate 
^he  harvesting  and  orderly  marketing  of  this  crop. 

At  the  present  time  the  five  reserve  banks  in  question  are  lending  to  their  members 
$455,000,000,  or  more  than  26  per  cent  of  the  loans  of  the  entire  system,  the  Richmond 
-bank  borrowing  from  other  reserve  banks  $20,000,000  and  the  Dallas  bank  borrowing 
-$16,000,000  for  that  puroose.  The  total  loans  of  these  five  reserve  banks  to  their 
member  banks  exceed  tneir  reserve  deposits  by  $190^000,000,  whereas  the  reserve 
xlepoeits  of  the  other  seven  reserve  banks  exceed  their  loans  to  their  members  by 
$141,000,000. 

The  amount  now  loaned  by  these  reserve  banks  to  their  members  is  four  and  one- 
half  times  the  amount  borrowed  at  any  time  by  all  the  national  banks  of  the  country 
prior  to  1914,  or  before  the  establishment  of  the  Federal  reserve  system. 

The  Federal  Reserve  Board  and  the  governors  of  the  Federal  reserve  banks  announce 
that  the  Federal  reserve  banks,  in  addition  to  credits  already  extended,  are  able  and 
^tand  ready  to  extend  further  credit  for  the  purpose  of  harvesting  and  marketing  the 
conaing  crop,  in  whatever  amount  may  legitimately  be  required,  either  directly  to 
their  member  banks  or,  under  a  ruling  now  issued  by  the  Federal  Reserve  Board, 
indirectly  to  nonmember  banks  acting  through  the  agency  and  wit^  the  indoisement 
of  a  member  bank.    These  loans  will  be  made  by  the  Federal  reserve  banks  upon 
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notes,  drafts,  and  bills  of  exchange  issued  or  drawn  in  accordance  with  the  terms  of 
the  Federal  reserve  act  and  the  r^nilations  of  the  Federal  Reserve  Board,  for  the 
harvesting  or  orderly  marketing  of  the  coming  cotton  crop. 

In  order,  however,  that  these  rediscount  focilities  of  the  Federal  reserve  banks 
may  be  made  fully  effective  it  wiU  be  necessary  that  member  banks  in  the  cotton 
States  place  their  loaning  facilities  freely  at  the  disposal  of  cotton  producers  and 
dealers  in  their  respective  localities  with  the  knowledge  and  assurance  that  the 
Federal  •Reserve  Board  and  the  Federal  reserve  banks  reco^ze  the  urgency  of  ren- 
dering all  proper  assistance  to  these  important  interests  during  such  abnormal  times. 

Mr.  Meyer,  managing  director  of  the  War  Finance  Corporation,  who  attended  the 
conference,  review^  the  activities  of  the  War  Hnance  Corporation  in  making  loans 
for  financing  cotton  for  immediate  and  futiu^  export.  Gov.  Strong,  of  the  Federal 
Reserve  Bank  of  New  York,  and  repreaentativee  of  certain  New  York  member  banks 
were  also  invited  to  the  conference  to  discuss  the  necessity  or  advisability  of  having 
various  commercial  banks  through  the  country  establish  a  fund  for  the  purpose  of 
making  loans  upon  cotton.  In  view  of  the  conclusions  reached  by  the  conference  as 
to  the  ability  ot  the  Federal  reserve  banks  effectively  to  take  care  of  all  of  the  legiti- 
mate requirements  of  the  cotton  interests,  it  was  felt  that  the  establishment  of  such  a 
fund  at  this  time  is  neither  necessary  nor  advisable.  Gov.  Stronjj  stated,  however, 
that  he  had  received  assurances  from  a  number  of  important  banking  institutions  in 
New  York  City  that  if  the  fodlities  now  offered  by  the  Federal  reserve  banks  and  the 
War  Finance  Corporation  should  prove  to  be  inadequate,  they  will  cooperate  in  the 
establishment  of  a  cotton-loan  fimd  in  whatever  amount  the  situation  might  demand. 

Got.  Habdino.  I  want  to  call  attention  to  one  thing  in  this  state- 
ment  [reading]: 
At  the  present  time  the  five  reserve  banks  in  question — 

Those  banks  were  St.  Louis^  Kansas  City,  Dallas,  Atlanta,  and 
Richmond — 

are  lending  to  their  members  1455,000,000,  or  more  than  26  per  cent  of  the  loans  of 
the  entire  system,  the  Richmond  bank  borrowing  from  other  reserve  banks  $20,000,000 
and  the  Dallas  bank  borrowing  $16,000,000  for  that  purpose.  The  total  loans  of  these 
five  reserve  banks  to  their  member  banks  exceed  their  reserve  deposits  by  $190,000,000, 
Thereas  the  reserve  deponts  of  the  other  seven  reserve  banks  exceed  their  loans  to 
their  members  by  $141,000,000. 

Senator  Habbison.  Now,  can  you  give  us  the  figures  in  that  con- 
nection of  what  those  banks  had  borrowed,  if  anything,  from  other 
reserve  centers  t    Say,  along  in  about  September,  1920. 

Qov.  Babdino.  I  can|yes,  sir.  On  September  16,  1920,  I  made 
an  address  before  the  Chamber  of  Commerce  of  Cleveland,  Ohio, 
from  which  I  will  quote  [reading] : 

The  rapid  expansion  in  loans  which  is  just  now  taking  place  is  due,  undoubtedly, 
to  crop-moving  requirements.  Seven  Feideral  reserve  banks  are  now  rediscounting 
paper. 

And  when  I  say  "  now."  I  refer  to  figures  of  September  9  taken  from 
the  official  statement  ol  the  board,  and  I  made  this  speech  on  Sep- 
tember 16 — 

with  three  other  Federal  reserve  oanks,  and  at  the  close  of  business  on  September  9. 
1920,  the  Federal  Reserve  Bank  of  New  York  had  rediscounted  with  other  Federal 
roerve  banks  bills  receivable  amounting  to  $35,250,003.  The  Federal  Reserve  Bank 
of  Richmond -has  rediscounted  $20,000,000;  Atlanta,  $30,200,000;  St.  Ix)uis,  $27,- 
422,000;  Minneapolis,  $21,293,000;  Kansas  City,  $18,902,000;  and  Dallas,  $37,618,000 
making  a  total  of  rediscount  transactions  of  $190,685,000. 

I  will  state  that  that  rediscount  movement  between  Federal  reserve 
banks  increased  between  the  16th  of  September  up  to  the  latter  part 
of  October  or  the  1st  of  November,  until  the  maximum  figures  were 
reached,  $247,000,000,  in  even  millions,  of  bills  discounteawith  each 
other,  and  about  $20,000,000  of  bankers'  acceptances  sold. 
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Senator  Harrison.  When  was  that  peak  reached?    November  51 

Gov.  Harding.  Approxunately  November  1.  That  is,  within  three 
or  four  days  either  way  of  the  exact  date.  But  it  was  approximately 
November  1. 

Senator  Harrison.  So  it  has  been  reduced,  then,  $125,000,000, 
practically,  from  November  1  to  July  ?  ^ 

Gov.  Harding.  But  this  was  September  9.  ^ 

Senator  Harrison.  Yes;  that  was  September  9. .  But  I  mean  from 
November  1. 

Gov.  Harding.  September  9  the  total  was  $190,685,000. 

Senator  Harrison.  And  November  1  ? 

Gov.  Harding.  And  about  November  1  it  got  up  to  $247,000,000 
of  customers'  paper  rediscounted,  plus  about  $20,000,000  of  bankers' 
acceptances  sold.  Now,  on  September  9,  of  the  amount  of 
$190,685,000  the  Federal  reserve  bank  of  Boston  advanced 
$76,196,000,  the  Federal  reserve  bank  of  Philadelphia  $4,000,000, 
and  the  Federal  reserve  bank  of  Cleveland  $110,490,000. 

After  that  the  advances  made  to  other  banks  by  the  Federal  reserve 
bank  of  Cleveland  alone  amounted  to  $140,000,000,  which  was  more 
than  twice  as  much  as  the  Federal  reserve  bank  of  Cleveland  was 
loaning  to  its  own  member  banks. 

Now.  right  there,  if  I  may  bring  out  this  point,  is  one  of  the  most 
useful  features  of  the  Federal  reserve  system.  We  fiave  12  reservoirs 
of  credit,  like  12  tanks.  If  the  supply  nms  low  in  one  tank  or  reser- 
voir we  nave  a  pipe  line  where  we  can  furnish  credit  to  others,  but 
we  can  only  do  it  as  the  result  of  transactions  had  by  a  Federal  reserve 
bank  with  its  own  member  banks,  because  a  Feaeral  reserve  bank 
can  not  make  loans  direct  to  individuals,  firms,  or  corporations.  The 
essential  feature  of  all  Federal  reserve  accommodations  is  the  ac- 
conmiodation  extended  in  the  first  instance  by  the  local  member 
bank  to  its- own  customers.  If  the  local  member  bank  does  not  ex- 
tend the  acconmiodation  then  there  is  no  way  the  Federal  reswve 
bank  can  aid. 

Representative  Ten  Eyck.  Well,  it  is  your  idea,  then,  and  you 
think  this  is  your  duty  and  policy,  that  whenever  there  is  a  fire  or 
need  in  one  place  to  switch  the  flow  of  credit  to  that  particular  region? 

Gov.  Harding.  As  far  as  it  is  possible  to  do  it. 

Representative  Ten  Etce.  As  far  as  possible? 

Gov.  Harding.  Yes. 

Representative  Ten  Eyck.  Regardless  of  the  basic  line  or  any- 
thing like  that? 

Gov.  Harding.  Absolutelv. 

Senator  Harrison.  To  what  do  you  attribute  this  reduction  of 
loans  and  rediscounts  ? 

Grov.  ELarding.  I  am  ^oing  to  discuss  that  in  my  final  statement 
after  I  get  through  with  tnis.  Now,  while  I  am  on  the  subject  of  this 
Cleveland  speech  I  would  like  to  read  this  extract,  and  I  think  it  rep- 
resents the  general  policy  of  the  Federal  Reserve  Board,  although  I 
did  not  conmoit  the  board  to  this  proposition.  I  felt,  perhaps,  that 
my  view  might  be  a  little  more  advanced,  possibly,  than  that  of  one 
or  two  memoers  of  the  board,  although  I  have  never  had  any  reason 
to  think  that  they  disagreed  with  it.  In  fact,  none  of  them  has  ever 
contradicted  me  on  it.     But  I  said  [reading]: 
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As  nonmember  banks  can  not  rediscount  with  Federal  reserve  banks,  and  as  by 
far  the  larger  yeat  of  the  loans  of  member  banks  are  made  out  of  tiieir  own  resources 
it  is  evident  that  tiie  totol  of  bank  accommodations  to  sugriculture  and  live  stock 
interests  are  far  greater  than  the  amounts  rediscounted  at  the  Federal  reserve  banks. 
As  a  ma|oiity  of  these  loans  are  seasonal  in  their  character,,  it  is  evident  also  that  their 
Uquidation  will  do  more  than  any  other  single  factor  toward  strengt]iening  the  banking 
position. 

Speaking  for  myself  personally,  I  desire  to  say,  however,  that  I  am  a  firm  believer 
in  g^ual  and  orderly  methods  of  marketing  our  great  agricultural  staples.  Aj^cul- 
ture  is  the  most  important  of  all  industries,  for  upon  its  fruits  depend  the  hves  of 
those  engaged  in  all  other  industries.  The  farmer  is  a  ^reat  consumer  of  manufactured 
products  and  anything  that  affects  his  buying  power  is  soon  reflected  in  the  business 
of  the  merchant  and  tne  manufacturer.  While  the  individual  farmer  may  be  iust  as 
well  off  with  small  production  and  high  prices,  the  mass  of  the  population  is  far  oetter 
off  with  full  production  and  moderate  prices.  But  farming  as  a  business  must  be 
remunerative  ot  production  will  languish.  It  is  therefore  important  that  the  efforts 
of  the  farmer  be  supported  and  stimulated,  that  he  be  aided  in  preserving  the  full 
measure  of  his  harvest,  and  that  he  be  afforded  an  opportunity  of  marketing  nis  prod- 
ucts on  terms  sufficiently  profitable  to  warrant  his  staying  in  the  business  Si  fanning. 

Great  staple  crops,  the  im)duction  (rf  which  extends  over  a  period  oi  several  months, 
must  meet  the  requirements  ol  consumption  for  a  full  year,  and  in  order  to  prevent 
possibility  of  shortage  it  is  desirable  that  there  be  a  reasonable  surplus  held  over  from 
one  crop  pending  the  marketing  of  the  next.  The  gradual  and  orderly  marketing  of 
our  great  staple  crops  is  therefore  a  matter  of  importance  both  to  producers  and 
consumers.  The  dumping  upon  the  market  within  a  short  period  of  tune  of  a  large 
part  of  a  crop  consumption  of  which  extends  throuj^out  the  year  means  not  only 
a  loss  to  the  producers,  often  to  those  who  can  least  afford  it,  but  involves  also  a  great 
strain  upon  our  transportation  facilities  and  upon  the  banks  in  providing  the  fuJids 
necessary  for  large  purchases  in  advance  of  actual  requirements  for  consumption. 

Dumping  of  fBrm  products  promotes  speculation  and  usually  results  in  higher  prices 
to  the  ultimate  consumer.  Farm  products,  however,  should  not  be  hoarded  or  held 
back  from  the  market  by  the  use  of  credit  merely  in  the  hope  of  forcing  prices  up  to 
an  artificial  level.  It  is  estimated  by  some  that  the  value  of  this  year's  staple  crops 
will  be  around  $22,000,000,0(JO. 

Of  course,  that  estimate  was  not  borne  out,  but  it  was  estimated  by 
some  at  that  time  that  the  values  of  the  1920  staple  crop  would  be 
around  $22,000,000,000.     [Continuing  reading:] 

And  it  is  manifestly  impossible  for  any  banking  system  to  provide  funds  to  with- 
hold these  staples  entirely  from  the  market.  Tnere  is  no  occasion  to  discuss  the 
questions  of  public  policy  involved,  for  it  is  clear  that  the  volume  of  our  great  staple 
crops  is  80  la^e  and  the  value  so  enormous  that  any  efforts  to  valorize  them  by  means 
of  bank  credits  would  inevitably  result  in  disaster  by  the  operation  of  economic  law. 
But  I  think  that  all  reasonable  assistance  should  be  given  producers  to  enable  them 
to  market.their  crops  in  an  orderly  way,  provided  they  are  willing  to  sell  enough  to 
meet  current  requirements  and  that  consumers  should  concede  to  the  fsumer  reasonable 
profits  in  order  that  future  production  may  be  adequate. 

What  is  needed  is  an  open  market  in  which  the  law  of  supply  and. demand  is  ^ven 
free  play  and  in  which  buyer  and  seller  may  meet  on  eqiud  terms.  Theoretically 
at  least  it  is  possible,  if  adequate  warehousing  facilities  are  provided,  for  the  farmer  to 
obtain  the  benefit  of  the  average  price  for  the  year  without  any  increase  in  cost  to  the 
consumer  and  with  lessened  strain  upon  transportation  lines  and  banks  by  distributing 
the  marketing  process  over  a  reasonable  period. 

I  made  that  speech  not  to  a  meeting  of  farmers  in  Georgia  or  Texas, 
but  to  tJie  Qtamber  of  Commerce  of  Cleveland,  Ohio,  and  that  state- 
ment represented  my  views  on  the  matter,  and  I  believe  the  majority, 
if  not  all  the  members  of  the  board,  agree  with  me  on  it. 

Senator  Harbison.  And  at  that  tune  they  were  in  pretty  pros- 
perous condition  up  there,  in  that  reserve  center. 

Gov.  Harding.  At  that  time  their  bank  was  loaning  $110,000,000 
to  reserve  banks  in  the  fanning  districts,  and  afterwards  increased  the 
amount  to  $140,000,000. 

Senator  Harrison.  That  is  what  I  say.  They  were  loaning  to  the 
other  reserve  centers  more  than  the  other  centers. 
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Gov.  Harding.  I  pointed  out  that  their  prosperity  as  a  manufac- 
turing district  depended  on  the  prosperity  of  the  fanning  communi- 
tiesy  Because  the  farmer  was  a  great  consumer  of  their  manufactured 
products. 

Senator  Capper.  Do  you  think  the  general  policy  of  the  Reserve 
Board  has  been  in  line  with  your  talk  t)ef ore  that  chamber  of  com- 
merce? 

Gov.  ELarding.  Yesy  sir;  it  has.  Sometimes,  though;  Senator,  it  is 
very  difficult.  One  can  outline  a  general  policy,  but  it  is  very  difficult 
for  the  Federal  Reserve  Board  to  see  that  the  policies  which  it  advo- 
cates are  actually  carried  out,  because  we  always  have  this  member 
bank  situation.  There  are  30,000  member  and  nonmember  banks  io 
the  country,  all  of  them  independent  of  each  other.  The  board  has 
no  control  over  their  lending  operations.  We  can  not  say,  "You 
must  make  this  loan,"  or  "you  shall  not  make  that  loan."  We  can 
not  say  to  them,  "  You  have  some  loans  here  that  you  have  no  business 
making  because  they  are  long-time  loans  or  capital  loans.  You  ou^t 
to  have  kept  vour  resources  liquid  so  you  could  meet  these  seasonal 
requirements. 

And  then  again  we  have  some  ultraconservative  banks  who  take 
fright  at  almost  everything  that  comes  up,  and  I  think  that  is  best 
shown  in  vour  own  district.  Senator,  in  the  Kansas  City  district, 
and  one  oi  the  main  reasons  that  was  given  for  putting  in  the  pro- 
gressive rate  in  your  district  was  that  t£ere  was  a  pecunar  situation 
were.  That  district  had  over  1,000  member  banks.  An  analysis 
made  two  months  ago  shows  that  about  one-third  of  those  baiiks 
were  not  borrowing  anything  from  the  Federal  reserve  bank,  and 
about  one-third  were  borrowing  moderately  from  the  Federal  reserve 
bank,  that  is,  less  than  their  basic  line,  and  the  other  one-third  were 
borrowing  excessively  from  the  Federal  reserve  bank.  In  other 
words,  there  was  a  bad  distribution.  It  is  also  remarkable  that  not 
only  does  that  proportion  of  about  one-third  apply  in  number,  but  it 
holds  good  also  as  to  the  banking  resources. 

Thus  the  situation  was  that  before  the  progressive  rate  was  put 
in  that  some  banks  that  had  a  large,  unused  lending  power  were  not 
using  it,  and  other  banks  had  gone  in  very  deep  with  the  Federal 
reserve  bank  and  had  increased  their  loans  to  a  point  where  some  of 
their  own  directors  felt  that  they  were  too  badly  expanded,  and  the 
idea  was  that  if  it  was  made  more  costly  for  those  oanks  which  are 
already  extended  to  borrow  additional  funds,  that  people  who  would 
apply  to  them  for  loans  would  go  to  some  of  the  banks  that  had  not 
made  large  advances,  and  who  could  get  discounts  from  the  Federal 
reserve  bank  at  minimum  rates,  and  that  there  would  be  a  better 
distribution  for  the  loans  throughout  the  district. 

If  every  bank  in  that  district  had  loaned  its  ratable  proportion 
to  the  farmers  and  to  the  industries  of  that  district  there  never  would 
have  been  any  serious  money  strain  in  the  district. 

Senator  Harrison.  Do  you  not  think  that  that  was  penalizing 
those  banks  that  were  reallv  trying  to  help  the  farmers  and  were 
showing  a  liberal  spirit  in  lendmg  them  money,  because  it  would 
curtail  their  loans,  and  it  was  not  going  to  help  tnose  banks  that  had 
not  loaned  any  money,  particularly,  was  it,  oecause  they  had  had 
plenty  of  opportimity  to  loan  ? 
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Gov.  Hardino.  I  was  telling  you  the  theory  of  the  Federal  reserve 
bank  directors  of  Kansas  City  who  asked  the  board  to  approve  their 
establishing  the  progressive  rates.  I  said  yesterday  that  that  pro- 
gressive rate  proposition  was  something  new.  We  never  had  tried 
it  brfore.  We  have  some  experience  now.  I  also  expressed  the  hope 
that  it  will  not  be  necessary  to  resort  to  it  any  more,  but  that  if  it 
should  be  resorted  to  in  the  future,  in  view  of  the  experience  that  we 
have  acquired  in  the  past,  undoubtedly  there  will  be  a  diflferent 
method  of  applving  it.  For  instance,  there  would  be  a  minimum 
rate,  there  would  be  an  intermediate  rate,  and^  there  would  be  a 
maximum  rate,  and  the  spread  between  the  minimum  rate  and  the 
maximum  rate  would  not  oe  over  2  per  cent.  In  other  words,  there 
mi^ht  be  rates  of  6  per  cent,  7  per  cent,  and  8  per  cent. 

Senator  Harbison.  Do  you  not  think  in  the  illustration  that  you 
offered  that  you  were  penalizing  those  banks  that  were  showing  a 
liberal  disposition  to  lend  ?  ^ 

Gov.  Harding.  Well,  when  you  look  at  the  average  figures  that 
were  shown  it  does  not  appear  to  have  penalized  them.  But  in  order 
to  correct  any  inequality  the  Federal  Keserve  Bank  of  Kansas  CStv 
has  recently  voted  to  refund  to  the  member  banks  of  its  district  all 
excess  interest  charged  by  virtue  of  the  progressive  rate  plan  where 
the  maximum  rate  of  interest  exceeded  12  per  cent. 

Senator  Harrison.  Well,  now,  whon  the  progressive  rate  was 
applied  to  the  Kansas  City  district,  did  it  show  then  that  those  banks 
that  had  not  made  loans  before  did  make  some  loans  ? 

Gov.  Harding.  They  did. 

The  Chairman.  Let  me  read  an  extract,  if  I  may.  Senator,  from  the 
report  of  the  governor  of  the  Federal  reserve  bank  of  Kansas  City 
which  bears  directly  upon  that  question.  I  read  from  page.  11  of  that 
report: 

How  far  the  progreaflive  dlBcount  rate  plan  has  succeeded  in  bringing  about  a  better 
disUibution  of  credit  among  the  members  is  apparent  when  the  status  existing  on  April 
19  is  compared  with  any  subsequent  date.  On  April  19, 1920,  out  of  a  total  member- 
ship of  1,035,  351  members  had  borrowed  not  only  the  entire  lending  power  of  this 
bank  but  an  additional  $10,000,000  represented  by  rediscount  with  other  Federal 
Tesepre  banks.  On  December  31,  1920,  352  of  the  684  members  which  were  not  bor- 
rowing on  April  19  had  become  borrowers,  more  than  half  of  those  banks  never  before 
having  had  discount  relations  with  the  Federal  reserve  bank.  Even  under  the  higher 
diflcount  rateSj  as  applied  through  the  progressive  rate  plan,  the  demand  for  loans 
from  members  was  so  strong  that  this  bank  was  forced  to  depend  upon  other  Federal 
reserve  banks  for  funds  continually  throughout  the  year. 

In  other  words,  after  the  application  of  the  progressive  plan  352 
banks,  which  had  not  previously  borrowed  from  the  bank,  borrowed. 

Gov.  Harding.  It  effected  a  better  distribution. 

Representative  Sumnees.  Well  now,  did  that  result  from  the  fact 
that  the  pro^essive  interest  rates  raised  the  general  interest  rate  in 
the  conmiunity  and  made  it  possible  for  these  banks  that  had  not 
theretofore  been  patronizing  the  Federal  reserve  bank  to  patronize  it  ? 

Gov.  Habdino.  There  is  nothing  to  show  that  the  mterest  rate 
was  raised.  It  merely  meant  that  the  borrower  went  to  the  bank 
that  was  best  able  to  furnish  him  the  accommodation.  Here  is  the 
psycholi^y  of  it.  Congressman.  Suppose  that  you  had  been  dealing 
with  a  brnk,  and  yoii  know  how  it  is  when  you  become  accustomed  to 
dealmg  with  a  bank  and  know  the  officers,  you  deal  there  whenever 
you  have  need  to,  you  always  go  to  that  bwik.    And  suppose  you 
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wanted  to  borrow,  say,  $5,000.  Well,  that  bank  would  say,  "TVe 
are  very  heavily  extended,  and  by  virtue  of  the  progressive  rate,  if 
we  borrow  any  new  monejr  we  might  have  to  pay  12  per  cent  for  it 
or  13  per  cent,  or  something  like  that/'  They  would  say  to  you, 
''  Mr.  Sumners,  you  have  done  business  with  us  for  a  long  time,  and 
we  would  like  to  accommodate  you,  but  we  will  be  perfectly  frank 
with  you.  Here  is  our  condition.  Here  are  our  deposits  last  night. 
Here  are  our  loans.  The  only  way  we  can  get  any  additional  frmds 
for  loaning  purposes  is  to  make  some  more  remscounts  with  the 
Federal  reserve  bank.  Now,  you  don't  want  to  pay  a  high  rate  for 
this  money.  We  have  been  charging  you  all  the  time,  say,  8  per 
cent,  but  if  we  get  this  money  from  the  Federal  reserve  bank  it  is 
going  to  cost  us  12  per  cent.  Now,  do  you  want  us  to  pay  that  rate! 
Why  don't  you  go  to  the  bank  across  the  street?  We  happen  to 
know  that  those  fellows  have  been  sitting  pretty  tight  and  they 
have  not  been  borrowing  anything  from  the  Federal  reserve  bank. 
Your  paper  is  perfectlygood.  We  doni  want  to  break  off  relations 
with  you,  of  course.  We  know  that  you  will  come  back  to  us  wh^ 
things  ease  up,  but  won't  you  do  us  the  favor  of  going  over  iLcross 
the  street  ana  offer  this  paper  to  the  other  bank  and  see  if  you  can 
not  induce  them  to  take  it? 

This  plan  worked  in  a  good  many  cases,  and  it  resulted  in  a  better 
distribution  of  loans. 

Senator  Habbison.  But  it  did  not  cause  about  one-third  of  those 
banks  to  adopt  thatpolicy. 

Gov.  Harding.  Wnat  is  that? 

Scmator  Harbison.  About  one-third  of  those  banks  did  not 
adopt  that  policy. 

Grov.  Harding.  When  the  progressive  rate  was  put  in? 

Senator  Harrison.  Yes;  they  never  did  adopt  it. 

Qov.  Harding.  But  the  chairman  has  just  read  that  352  banks 
which  had  not  before  been  borrowers  became  borrowers  afterwards. 

Senator  Harrison.  But  it  did  not  influence  the  balance,  who 
numbered  about  300^  as  I  understood  it. 

Gov.  Harding.  Well,  there  are  something  over  a  thousand  mem- 
ber banks  in  that  district. 

Senator  Harrison,  May  I  ask  you  if  you  have  any  figures,  on  the 
Atlanta  district?  I  am  interested  in  the  Atlanta  district.  How 
many  were  not  loaning  at  that  time,  and  I  would  like  to  know  whether 
or  not  it  had  a  like  influence  upon  those  ? 

Gov.  Harding.  I  do  not  have  those  figures  with  me.  Senator,  but 
my  recollection  is  that  it  did.  That  progressive  rate  was  applied  in 
so  many  different  directions,  and  there  were  so  many  exceptions  to 
it  that  it  never  was  tried  out  in  a  systematic  way  except  in  the 
Kansas  City  district. 

I  want  to  read  this  telegram  that  I  received  from  the  governor  of 
the  Federal  reserve  bank  of  Dallas  on  yesterday.     He  says : 

Regarding  the  progressive  rate  as  applied  in  the  Dallas  district,  our  basic  line  was  so 
high  that  after  adding  additional  charge  only  on  five  banks  did  entire  interest  chaxge 
in  any  one  month  bring  the  annual  rate  chained  for  that  month  above  7  per  cent 
The  mghest  of  these  was  the  First  National  Bank  of  Heame,  which  on  average  borrov- 
ing  of  f406,000  for  September,  1920,  was  charged  superinterest  amounting  to  $836.70, 
and  this  amount  added  to  the  regular  discount  rate  of  6  per  cent  made  the  average 
annual  interest  rate  charged  that  bank  for  that  month  amount  to  8.4  per  cent. 
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But  that  bank  could  legally  charge  its  customers  10  per  cent,  and 
1  presume  did  charge  10  per  cent. 

Kepresentative  Ten  Eyck.  Going  back  to  the  Kansas  City  bank, 
in  our  previous  discussion,  it  womd  be  interesting  to  know  what 
class  of  pank  the  one-third  consisted  of  who  used  their  rediscount  up 
to  the  limit,  whether  they  were  banks  that  were  so-called  country 
banks  but  really  were  city  banks,  or  whether  they  were  really  farm 
agricultural  banks  that  had  farm  paper. 

Gov.  Harding.  Well,  I  have  looKed  into  that,  and  I  find  there  is 
no  classification.  In  the  Kansas  City  district,  for  instance,  two  very 
large  banks  in  Kansas  City  were  borrowing  very  heavily,  and  on  the 
contrary  there  were  two  other  large  banks  in  that  city  that  are  not 
borrowing  anything  at  all.  And  we  find  the  same  situation  sM  over 
the  district.  We  might  find  the  same  situation  in  Wichita  and  in 
Topeka.  One  bank  m  Topeka,  as  you  know.  Senator  Capper,  was 
borrowing  very  heavily,  and  there  was  another  bank  tnere  that 
was  not. 

Representative  Ten  Eyck.  That  does  not  auite  answer  the  ques- 
tion. What  I  want  to  know  is :  Were  those  banks  who  were  borrowing 
so  heavily  rediscounting  actual  farm  paper,  or  were  they  discounting 
other  paper  of  industries  and  on  stocks  and  bonds,  and  so  on  ?  Do 
you  see  what  I  mean  ? 

Gov.  Harding.  Yes. 

Representative  Ten  Eyck.  I  want  to  get  the  class  of  paper  that 
that  one-third  was  discounting. 

Gov.  Harding.  I  have  some  figures  regarding  one  of  the  banks 
pretty  clearly  fixed  in  my  head,  and  I  would  be  glad  to  give  the  name 
of  the  bank,  but  that  is  not  desirable  in  open  session. 

Representative  Ten  Eyck.  That  is  not  necessary. 

Gov.  Harding.  One  large  bank  in  Kansas  City  was  making  a 
specialty  of  comitrv  bank  accounts,  and  it  had  a  great  many  member 
country  banks  and  nonmember  country  banks  carrying  accounts  on 
its  books,  and  this  bank  was  loaning  very  heavily  to  country  banks 
all  over  that  district,  and  also  in  other  districts.  It  was  doing  a 
very  large  business.  Its  lending  operations  were  hj  no  means 
confined  to  its  own  district.  As  you  know,  Kansas  Citj  is  on  the 
extreme  eastern  edge  of  the  Kansas  City  district,  and  this  bank  had 
accounts  radiating  m  hundreds  of  miles  in  every  direction.  It  had 
on  its  books  borrowing  accounts  from  member  banks  in  three  or  four 
other  Federal  districts,  was  doing  a  big  business,  and  a  great  propor- 
tion of  its  loans  were  to  country  banks,  and  I  presume  that  they 
needed  the  money  for  seasonal  operations  in  moving  or  carrying 
crops. 

The  result  of  this  pro^essive  rate  was  that  it  did  not  reduce  the 
borrowings  of  this  particular  large  member  bank  in  Kansas  City. 
They  increased  gradually  for  some  time  after  the  progressive  rate 
WIS  put  up,  but  the  result  was  this.  What  happened  is  what  I 
oaentioned  to  Congressman  Sunmers  a  minute  ago.  They  told  some 
of  their  customers,  ''We  will  accommodate  you,  of  course,  but  here 
is  the  situation.  Now  you  go  to  this  other  bank  over  here  and  try  to 
get  them  to  give  it  to  you.  They  can  get  money  cheaper  than  we 
can.''  And  tne  accommodation  was  not  denied  at  all.  but  there  waa 
a  better  distribution,  because  they  went  to  the  other  banks  and  goi 
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the  funds.  The  bank  not  having  heavy  loans  could  get  the  credit  at 
the  Federal  reserve  bank  up  to  a  certain  point  cheaper  than  this  other 
bank  could. 

Representative  Ten  Eyck.  Yes;  but  that  does  not  quite  answer 
the  question.  What  I  want  to  know  is  with  respect  to  these  baoks 
that  were  rediscounting  heavily  before  the  progressive  sy«tem  was 
put  in  vogue,  what  paper  were  they  using  ?  Was  it  farm  paper,  and 
were  they  loamng  on  larm  products  ? 

Gov.  Harding.  Why,  Congressman,  it  is  impossible  to  give  you  a 
definite  answer  as  to  that.  Now,  in  regard  to  all  these  figures  we 
have  regarding  agricultural  loans,  I  don't  think  the  information  that 
we  can  furnish  you  here  is  of  any  particular  value,  from  the  stand- 
point of  absolute  figures.  We  do  not  consider  relativity  enough  in 
this  thing.  It  seems  to  me  that  this  whole  thine  is  a  relative  propo- 
sition. The  figures  I  have  presented  and  that  I  purpose  putting  in 
before  I  close  are  correct  as  far  as  they  go,  but  their  value  to  this 
commission  is  for  purposes  of  comparison.  In  other  words,  the  I 
question  is  on  the  same  basis  of  computation  what  was  the  amount! 
of  agricultural  credit  extended  in  1919,  and  what  was  the  amount 
extended  in  1920  by  months  ?  If  there  was  a  rising  scale  that  shows 
that  there  was  a  hberal  policy  piUTSued  toward  agriculture  in  1920, 
or  the  reverse  if  the  figures  show  the  other  way. 

The  Chairman.  Would  not  the  application  of  the  prc^ressive  ratei 
tend  to  cause  a  liquidation  in  the  banks  that  were  extended,  and  on! 
the  other  hand  stimulate  borrowings  of  the  banks  that  were  not  ex- 
tended ? 

Gov.  Harding.  It  is  claimed  by  the  directors  of  the  Kansas  Cityj 
bank  that  if  they  had  not  put  in  the  progressive  rate  that  the  lendings 
to  the  agricultural  sections  would  resdly  have  been  much  smaller 
than  they  were  by  virtue  of  the  operation  of  the  progressive  rate. 
I  will  tell  you  the  reason  they  assign.  The  oflBcers  ana  directors  of 
a  number  of  the  banks  which  were  so  heavily  extended  had  reached 
the  conclusion  that  they  had  gone  far  enough,  that  they  were  not 

foing  to  loan  any  more  money  to  anybody.  If  the  progressive  rate 
ad  not  been  applied  to  a  country  bank,  and  a  customer  had  come 
in  for  further  accommodations,  the  probable  result  would  have  been 
that  the  loan  would  have  been  declined,  and  then  the  customer 
would  be  shopping  around  among  other  banks,  and  he  would  come 
in  and  say,  "  1  want  to  get  a  loan  with  you. ''  The  other  bank  would 
say,  ''Why,  we  don't  care  to  make  the  loan.  You  have  never  done 
any  business  here.  Why  shoiild  we  accommodate  you  ?  You  have 
always  done  your  banking  business  with  the  bank  across  the  street. '^ 
"Well,"  he  would  say,  *They  don't  want  to  make  me  any  more 
loans.''  "Well,  if  they  don't  want  to  make  you  any  more  loans 
we  don't." 

In  other  words,  in  banking  psychology  there  was  not  a  good  excuse 
for  the  switching  of  the  loan,    "but  with  the  application  of  the  pro- 

fressive  rate  this  customer  of  bank  A  could  go  over  to  bank  B  and 
e  would  say,  "Mr.  So-and-so,  I  know  I  am  not  a  customer  of  this 
bailk,  but  I  want  you  to  help  me  out  now  in  the  public  interest 
I  have  a  larce  clientele  to  take  care  of  down  in  my  section.  I  went 
over  to  my  bank  this  morning  and  told  them  that  I  wanted  twenty- 
five  or  fifty  thousand  dollars  of  additional  money.  They  did  not  tum 
me  doT^.    They  said,  'Why,  of  course  you  are  a  good  customer 
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of  ours.  We  will  take  care  of  you..  But  here  is  our  situation.  Here 
is  our  loan  account,  and  here  are  our  deposits.  We  can  not  lend 
any  mjore  money  unless  we  borrow  more  from  the  Federal  reserve 
bank,  and  if  we  borrow  any  more  money  from  the  Federal  reserve 
bank  it  is  going  to  cost  so  and  so.  Now  we  don't  want  to  stand  that 
loss,  and  we  don't  want  to  charge  you  that  rate  of  interest.  Won't 
you  go  over  now  to  Mr.  So-and-so  across  the  street  and  tell  him  the 
situation  and  ask  him  if  he  won't  come  across  and  help  out.  He 
knows  you  are  good  and  he  is  satisfied  with  the  collateral.  There  is 
no  question  about  the  collateral.  We  are  satisfied  with  the  good- 
ness of  the  loan. ' " 

Now  there  is  an  appeal  about  the  thing,  don't  you  see,  and  the 
influence  of  the  Feder^  reserve  bank  was  oack  of  it,  and  in  a  great 
many  cases  it  resulted  in  those  banks  which  had  not  been  doing 
their  part  in  canrying  the  situation  along  loosening  up  and  taking 
these  loans.  ''Why,  yes,"  they  would  say,  *'I  will  nelp  you  out 
under  the  circumstances." 

I  used  to  be  a  banker.  I  don't  want  to  give  away  any  professional 
secrets,  but  sometimes  bankers  are  just  a  little  bit  suspicious  of  each 
other.  It  is  an  old  time-honored  banking  practice  sometimes  to 
unload  on  each  other.  Every  banker  has  an  aversion  to  his  brother 
banker  unloading  something  on  his  bank  that  he  does  not  want. 
And  when  a  customer  of  one  bank  goes  to  another  bank  and  tries  to 
open  an  accoimt  the  first  question  asked  is,  "What  do  you  want  to 
come  to  us  for  ? "  The  bank,  in  other  words,  thinks  that  some  little 
trick  is  being  played  on  it,  don't  you  see.  But  under  conditions 
described  there  is  a  perfectly  valid,  logical  reason  why  such  a  thing 
should  be  done. 

Senator  Harrison.  But,  Governor,  there  is  pretty  strong  compe- 
tition between  banks  in  the  same  situation. 

Gov.  Harding.  There  is  never  strong  competition  between  banks 
for  loans  in  tight  times. 

Senator  Harrison.  But  loans  carry  with  them  deposits  some- 
times, and  sometimes  there  is  competition  for  customers. 

Gov.  Harding.  Sometimes  a  banker  who  is  very  farsighted  and 
who  has  plenty  of  nerve  is  willing  to  take  that  chance.  I  was  in  a 
bank  in  1893,  and  I  was  president  of  a  bank  in  1907,  and  I  never  have 
seen  a  time  yet  in  a  time  of  a  money  squeeze  where  any  bank  was 
really  out  looking  around  for  new  loans,  and  where  a  customer  of  one 
bank  would  go  to  another  bank  and  say,  "You  solicited  my  account 
two  or  three  years  ago,  but  I  was  not  ready  to  give  it  to  you  then, 
but  I  will  give  it  to  you  now  if  you  want  it,  why,  in  nine  times  out 
of  ten  the  banker  would  say,  ^I  am  much  obliged  to  you,  but  I 
don't  want  it  now." 

Senator  Harrison.  Now,  Governor,  you  had  the  reputation  down 
in  Alabama  of  being  one  of  the  best  bankers  down  there,  and  you 
went  after  customers  and  you  did  not  let  them  go  when  you  got 
them. 

Gov.  Harding.  Senator,  you  flatter  me  very  much. 

Senator  Harrison.  That  is  just  preliminary  to  what  I  am  goine 
to  ask  you.  Is  it  not  natural  with  tnese  banks  that  have  shown  such 
a  Uberal  disposition  toward  taking  care  of  their  customers  and  had 
hmx  penalized  because  they  coula  not  loan  them  any  more,  due  to 
this  progressive  rate,  and  who  have  lost  their  customers  by  reason 
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of  their  going  over  to  another  bank  and  borrowing  some  money,  that 
a  good  many  of  tho3e  customers  stayed  with  that  other  bank  after 
that  and  became  customers  of  the  new  bank,  and  therefore  the  poUcy 
inured  to  the  benefit  of  that  bank  that  before  the  progressive  rate 
was  applied  was  not  getting  the  benefit  of  that  particular  customer? 

Gov.  Harding.  Senator,  I  will  state  this:  I  do  not  claim  to  be 
any  better  banker  than  others  in  the  South,  but  I  guess  I  did  have  the 
reputation  of  having  maybe  more  nerve  than  some  other  bankers  had. 
Now,  some  people  praised  mo  for  that  and  others  would  criticize  me. 
Some  would  say,  *^  Why,  Harding  takes  chances;  he  is  too  liberal". 

But  the  policy  that  I  pursued  was  this,  and  the  theory  I  went 
upon  was  this,  that  unless  the  community  and  section  in  which  my 
bank  was  locate  1  was  built  up  and  was  prosperous  my  own  bank 
was  not  going  to  grow  and  prosper.  I  told  my  directors,  '*If  you 
want  this  bank  run  on  a  basis  ol  loaning  money  on  $20  gold  pieces 
and  not  making  any  losses  at  all,  if  that  is  your  idea  of  banking,  you 
had  better  get  somebody  else.  That  is  not  my  idea  of  banking. 
It  can  be  done,  of  course,  that  way."  Now,  I  say  that  if  you  want 
to  develop  your  business  you  have  got  to  stand  the  gaff,  you  have  got 
to  stand  ready  to  take  a  reasonable  percentage  of  loss.  I  would 
say  to  the  directors:  ^' Under  one  policy  we  can  go  along  and  make 
from  a  hundred  to  a  hundred  and  fifty  thousand  dollars  a  year  and 
not  lose  any  money  at  all.  Under  a  different  policy  we  can  make 
$500,000  a  year  and  increase  our  business  constantly  so  the  profits 
will  be  growing  progressively  from  year  to  year,  but  in  making  this 
$500,000  a  year  we  might  lose  $100,000,  but  the  net  result  would  be 
that  we  would  have  $400,000  as  against  $100,000  on  the  ultra- 
conservative  plan." 

Senator  Harrison.  I  like  your  plan. 

Gov.  Harding.  But  you  complimented  me  by  saying  that  I  was 
regarded  as  an  unusually  good  banker  in  that  section. 

Senator  Harrison.  I  am  afraid  that  if  you  had  been  in  Birmingham 
running  your  bank  on  that  theory  when  this  progressive  rate  had 
been  applied  you  would  have  lost  some  of  your  customers,  because 
they  would  have  gone  over  to  some  other  banks  in  Birmingham  and 
you  would  never  nave  been  able  to  get  them  back,  and  you  would 
have  been  penalized  because  of  your  nberal  disposition. 

Gov.  Harding.  I  don't  remember  losing  many  customers  unless  I 
wanted  to  lose  them.     I  lost  some  that  I  wanted  to  lose. 

Senator  Lenroot.  Gov.  Harding,  I  want  to  ask  you  a  question, 
and  if  you  have  covered  the  pomt  contained  in  this  question  I 
will  withdraw  it.  To  what  extent  is  the  character  of  the  paper 
offered  by  member  banks  for  rediscount  indicative  of  the  purpose 
for  which  the  credit  is  used  ?  Now,  if  you  have  covered  that  point  I 
will  withdraw  the  question. 

Gov.  Harding.  Very  often,  Senator,  the  paper  bears  very  strong 
earmarks  and  you  can  tell  very  often  what  the  purpose  is.*  And  1 
think  it  is  good  banking  policy  always  to  know  what  the  purpose 
of  a  loan  is.  I  always  dia  inquire  in  as  delicate  a  way  as  I  could. 
I  don't  remember  ever  lending  a  man  any  substantial  amount  of 
money  without  asking  him  what  he  wanted  to  do  with  it.  Sometimes 
he  would  tell  me  it  was  none  of  my  business.  "Maybe  not,"  I  would 
•ay,  '*but  it  is  a  little  curiosity  on  my  part.  I  don't  have  to  make 
vou  the  loan,  and  you  perhaps  will  have  to  satisfy  my  curiosity 
before  I  make  the  loan." 
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Senator  Lenboot.  Does  the  Federal  reserve  bank  do  that  on 
rediscount? 

Gov.  Harding.  In  a  great  many  cases  it  does,  but  it  depends  upon 
the  location  of  the  Federal  reserve  bank  very  largely.  For  instance, 
if  the  Federal  reserve  bank  is  located  in  a  large  city  where  all  trans- 
actions go  through  the  clearing  house,  and  where  tne  clearing-house 
settlements  are  made  through  the  Federal  reserve  bank,  and  where 
a  bank  finds  that  it  has  a  deoit  of  forty  or  fifty  million  dollars  and  it 
will  be  deficient  in  its  reserve  unless  it  rediscounts  with  the  Federal 
reserve  bank,  it  sends  in  eligible  paper  to  be  put  to  its  credit  for  the 
purpose  of  restoring  its  reserve.  Now,  very  often  in  the  large  cities 
that  eligible  paper  is  the  member  bank's  own  short-time  note,  runniujg 
not  over  15  days,  secured  by  Government  obligations.  There  isn^ 
anything  in  such  a  transaction  that  will  enable  the  Federal  reserve 
bank  to  form  any  idea  of  just  what  transactions  the  memb^  bank  is 
having.  The  member  bank  is  rediscounting  on  short  notice,  offering 
paper  of  unc|uestione(i  eli^bility  and  of  unquestioned  goodness. 
There  is  nothing  to  base  an  mquiry  on,  and  the  Federal  reserve  bank 
has  to  put  the  note  through  instanter  or  else  the  member  bank  which 
has  made  the  application  is  deficient  in  its  reserve  and  subject  to 
penalties.  It  would  be  a  very  serious  thing  for  a  Federal  reserve 
bank  to  turn  down  a  member  bank  on  that  basis. 

But  on  out-of-town  applications  and  applications  on  commercial 
paper  applicants  fill  out  in  all  cases  a  blank  and  thev  state  as  to 
whether  or  not  the  paper  is  eligible;  in  other  words,  whether  or  not 
the  proceeds  of  that  particular  paper  have  been  use4  or  are  to  be 
used  for  agricultural,  industrial,  or  commercial  purposes. 

The  Federal  reserve  banks  in  places  like  New  York,  Chicago,  or 
Boston,  in  dealing  with  their  city  banks  have  transactions  very 
largely  of  the  character  which  I  have  just  described  to  you.  But 
if  they  have  a  loan  application  coming  in  from  some  country  bank 
50  or  100  miles  or  150  miles  away,  they  have  no  opportunity  of  going 
out  and  asking  the  country  bank  just  what  it  is  gomg  to  do  with  this 
particular  money,  but  they  look  at  the  character  of  the  paper.  Of 
the  pap^*  offered  to  banks,  if  it  is  paper  signed  by  an  individual  it 
bears  certain  earmarks.  When  the  application  comes  in  it  will  state, 
"We  offer  you  a  note  of  Mr.  Jones  here  for  a  thousand  dollars.  Mr. 
Jones  is  a  larmer  who  lives  at  so-and-so,  and  he  owns  so  many  acres 
of  land,  or  he  is  a  tenant  farmer,  as  the  case  may  be,  and  here  is  what 
the  security  is.  We  have  a  chattel  mortgage  on  his  agricultural 
implements,  or  on  his  live  stock  or  a  mortgage  on  his  land."  And 
they  know  from  that  that  the  paper  is  made  for  agricultural  purposes, 
for  instance. 

Then  again,  it  might  be  paper  made  by  a  manufacturing  concern. 
It  might  De  a  note  given  by  a  customer  of  the  manufacturing  con- 
cern and  sent  in  with  the  manufacturer's  indorsement  through  a 
member  bank.  A  reserve  bank  can  usually  see  then  that  that  is  a 
note  made  for  industrial  purposes. 

With  the  information  that  the  Federal  reserve  banks  get  accom- 
panying each  application  for  a  loan  it  is  comparatively  easy,  in 
most  cases,  for  tnem  to  determine  the  character  of  the  loan  that 
is  being  applied  for. 

But  when  it  comes  to  dealing  with  the  larger  banks  in  the  larger 
cities,  and  where  a  member  bank  rediscounting  quickly  in  order  to 
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meet  a  clearing-house  adverse  balance  and  in  order  to  keep  its  re- 
serve intact  and  offers  its  own  note  secured  by  Government  bonds, 
there  is  no  way  of  telling  what  transactioas  it  has  been  eng^ed  in. 

The  Chairman.  Up  to  the  time  when  the  rate  on  Government 
paper  was  raised  a  very  large  percentage  of  the  rediscounts  of  the 
Federal  reserve  bank  was  made  on  that  character  of  paper;  is  that 
not  true  ? 

Gov.  Harding.  Do  you  mean  on  paper  secured  by  Government 
obligations  ? 

The  Chairman.  Yes. 

Gov.  Harding.  A  very  large  amount. 

The  Chairman.  Running  as  high  as  10  or  15  per  cent? 

Gov.  Harding.  Yes,  and  more.  Very  often  in  the  case  of  coun- 
try banks  they  would  offer  that  class  of  paper  because  up  to  quite 
recently  there  has  always  been  a  differential  in  favor  of  paper  se- 
cured by  Government  obligations.  In  other  words,  when  a  man  had 
liberty  bonds  or  Victory  notes  or  Treasury  certificates  and  used 
them  as  security  to  his  note  with  the  member  bank,  then  that  mem- 
ber bank  could  rediscount  that  paper  with  the  Federal  reserve 
bank  at  a  lower  rate  than  it  could  tne  note  of  a  merchant,  or  the 
note  of  a  farmer,  or  the  note  of  a  manufacturer,  and  banks  always 
like,  when  they  borrow  money,  to  borrow  as  cheaply  as  possible. 

Senator  Lenroot.  The  purpose  of  my  question  was  this:  Do  I 
understand,  then,  that  to  get  accurate  information  as  to  the  ex- 

Eansion  or  extension  of  agncultural  credits  we  must  go  to  the  mem- 
er  banks  ?     It  can  not  be  found  otherwise  ? 

Gov.  Harding.  Yes;  an  examination  of  a  member  bank  made  by  a 
national  bank  examiner  or  a  State  bank  examiner,  if  that  examina- 
tion is  carefully  made,  will  reveal  more  accurately  the  character  of 
the  bank's  loans  than  any  other  system  that  you  can  devise. 

Representative  Mills.  Governor,  you  gave  in  your  testimony 
before  the  Conmiittee  on  Banking  and  Currency,  I  think,  under 
date  of  June  1  or  June  8,  figures  with  reference  to  the  amount  of 
agricultural  paper  discoimted,  the  total  amount  in  1920,  as  I  re- 
member it,  amounting  to  $1,900,000,000,  and  compared  it  with  the 
amount  discounted  in  1919.  Do  you  remember  that  when  Mr. 
Williams  was  on  the  stand  he  questioned  the  accuracy  of  those 
figures? 

Gov.  Harding.  I  don't  think.  Congressman,  that  for  the  pur- 
purposes  of  this  commission  the  absolute  accuracy  of  those  figures 
cuts  any  figure  whatever.  The  only  thing  that  concerns  the  com- 
mission is  the  basis  upon  which  those  figures  are  made  up.  For 
instance,  if  the  figures  for  1919  were  compued  on  one  basis  and  the 
figures  for  1920  were  compiled  on  an  entirely  different  basis,  it  does 
not  make  any  difference  if  those  figures  are  accurate  to  the  frac- 
tion of  a  cent;  they  would  not  be  worth  a  cent;  they  would  be  ab- 
solutely worthless.  But  what  we  should  seek  to  establish  with 
comparative  figures  is  this:  A  uniform  basis  of  comparison.  Those 
figures  were  not  given  as  exact  figures.  They  were  given  as  ap- 
proximate figures.     It  is  impossible  to  give  you  the  exact  figures 

But  the  value  of  those  figures  lies  in  this:  It  illustrates  a  trend. 
Those  figures  are  made  up  on  an  absolutely  uniform  basis  for  the  two 
years.    Certain  factors  were  considered.     On  the  basis  of  certain 
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factors  the  figures  for  1919  showed  $729,000,000,  I  believe,  and  with 
those  very  same  factors,  and  no  others  considered,  for  the  year  1920, 
an  absolutely  uniform  basis  of  comparison,  the  result  for  1920  was 
$1,980,000,000. 

Representative  Mills.  Which  was  your  estimate  of  agricultural 
paper  discounted  by  member  banks,  was  it  ? 

Gov.  Harding.  By  member  banks  alone;  yes. 

Representative  Mills.  During  1920? 

Gov.  Harding.  No;  discoimted  by  Federal  reserve  banks  for 
member  banks. 

Representative  Mills.  Discounted  by  Federal  reserve  banks  for 
member  banks  during  the  course  of  the  year  1920. 

Gov.  Harding.  And  I  do  not  submit^ those  figures  as  having  any 
value  to  you  as  absolute  figures  at  all,  because  I  state  that  they  are 
not  absolutely  exact,  and  can  not  be. 

Representative  Mills.  But  they  are  your"  best  estimate,  are  they? 

Gov.  Harding.  They  are  our  best  estimate,  and  they  are  offered 
to  this  commission  as  being  valuabje  only  to  show  the  trend,  because 
those  figures  were  made  up  on  absolutely  the  same  basis  of  com- 
putation.    We  did  not  change  the  basis  from  one  year  to  the  other. 

Representative  Mills.  Now,  one  other  question.  I  do  not  know 
whether  you  have  covered  in  your  testimony  anywhere  the  period 
of  time  during  which  the*  actual  deflation  took  place.  I  am  now 
speaking  of  the  deflation  which  has  taken  place  during  the  course 
of  the  year,  from  July,  1920,  to  July,  1921.  Have  you  covered  that 
at  any  time  ? 

Gov.  Harding.  I  don't  think  so;  and  I  will  say  that  it  is  a  very 
difficult  matter  to  say  just  when  the  deflation  began.  I  don't  thint 
it  b^an  at  any  uniform  time.  There  are  oyer  100,000,000  people 
in  this  country.  There  are  over  30,000  banks  in  this  country.  Now, 
it  may  be  that  one  man  would  become  prudent  and  economical  at 
an  earUer  date  than  others  did.  It  may  be  that  one  (particular  bank 
would  see  dangers  ahead  and  would  begin  to  take  in  its  sails  sooner 
than  another  bank  did;  so  it  is  impossible  to  say  just  when  the 
spirit  against  excessive  buying  became  prevalent,  first  became 
manifest.  But  our  figures  show  when  me  net  results  became 
manifest. 

Representative  Mills.  Now,  let  me  put  it  in  a  little  different  form, 
ttien.  We  laiow,  for  instance,  that  the  wholesale  prices  reached 
their  peak  in  May,  I  think  it  was,  1920. 

Gov.  Harding.  Yes,  sir. 

Representative  Mills.  And  that  thereafter  there  was  a  sharp 
decline. 

Gov.  Harding.  Yes. 

Representative  Mills.  When  did  we  begin  to  get  that  decline,  so 
far  as  the  banks  are  concerned,  in  terms  of  loans  and  discounts  ? 

Gov.  Harding.  As  far  as  the  Federal  reserve  banks  are  concerned, 
when  you  consider  their  total  invested  assets,  their  rediscounts  for 
member  banks  plus  their  holdings  of  bankers'  acceptances,  plus  their 
holdings  of  Government  securities,  in  other  words,  their  loans  and 
all  income  earning  investments,  the  peak  was  reached  on  October 
15, 1920,  and  the  peak  for  rediscounts  alone  was  reached  on  Nov.  6 
1920. 


Digitized  by 


Google 


860  AGRICULTTJBAIi  IFQUIBY. 

Representative  Ten  Eyck.  What  year? 

Gov.  Harding.  1920.  When  we  consider  oniv  the  loans  that 
Federal  reserve  banks  had  made  through  member  banks^  eliminating 
their  bankers'  acceptances  and  bonds^  the  peak  was  reached  on 
November  the  5th. 

Representative  Mills.  Now,  how  about  notes  ? 

Gov.  Harding.  The  peak  of  Federal  reserve  note  issues  was 
reached  on  December  the  24th,  1920.  And  I  will  say  there,  that  in 
1918  the  peak  was  reached  either  on  December  24  or  on  December 
25;  and  it  will  happen  in  any  year  that  the  peak  of  currency  in  drcu 
lation  usually  is  reached  about  Christmas.  There  is  a  reason  fo: 
this,  which  I  can  explain  if  you  wish,  for  it  is  very  simple. 

Representative  Mills.  So  that  if  we  compare  the  figures  for  July, 
1920,  and  July,  1921,  and  we  find  that  there  has  been  a  material 
reduction  in  the  earning,  assets  of  the  Federal  reserve  banks,  and 
likewise  a  material  dimmution  about  outstanding  notes,  the  reduc- 
tion in  both  of  those  items  has  taken  place  during  the  first  six  months 
of  1921  and  not  diuring  the  last  six  months  in  1920,  is  that  correct? 

Gov.  Harding.  Except  to  a  very  Umited  d^ree.  The  chwt  will 
show  that  there  was  not  very  mucn  decline  from  November  5  until 
December  31  in  loans,  and  as  far  as  the  Federal  reserve-note  issues 
are  concerned,  there  were  only  seven  days  in  which  to  get  My 
decline,  so  to  all  intents  and  purposes  it  is  correct  to  say  tnat  the 
decline  has  been  in  1921. 

Representative  Mills.  There  appears  to  prevail  in  some  quarters, 
Gov.  Harding,  the  impression  that  the  break  in  prices  which  took 
place  during  midsimmier  of  1920  was  due  to  a  restriction  of  CTedit 
and  not  to  other  economic  causes,  and  that  that  restriction  of  credit 
was  largely  engineered  by  the  Federal  Reserve  Board.  You  are 
famihar,  of  course,  with  tnat  charge  ? 

Gov.  Harding.  Well,  there  is  nothing  in  that  charge.  I  haTe 
already  filed  a  reply  of  the  Federal  Reserve  Board,  made  under  date 
of  May  25,  1920,  to  the  Senate  resolution  asking  what  the  board 
proposed  to  do  to  check  inflation  and  what  it  proposed  to  do  to 
provide  funds  for  moving  the  crops  of  1920. 

What  the  board  was  trying  to  do  in  1920  was  to  prevent  a  general 
banking  collapse.  The  board  had  reached  the  conclusion,  based  on 
a  world-wide  survey  of  markets — and  we  have  a  very  eflBcient 
organization  that  studies  this  subject  all  the  time — and  that  view  was 
held  by  economists  and  far-sighted  bankers  everywhere — that  a 
reaction  was  due  and  that  there  was  going  to  be  a  fall  m  prices.  Now, 
while  the  board  does  not  believe  that  the  Federal  reserve  banks  or 
any  banks  should  be  operated  with  a  view  of  depressing  prices  or  of 
enhancing  prices,  it  does  believe  that  if  we  are  going  to  conduct  a 
banking  business  we  must  pay  some  regard  to  the  ordinary  dictates 
of  busmess  prudence  and  good  judgment;  and  if  there  are  loans 
which  are  not  sufficiently  secured,  or  if  there  are  loans  which  can  be 
collected  but  which  have  been  running  along  in  a  laissez  f aire  fashion, 
they  might  as  well  be  collected  and  oanks  put  in  a  position  where 
they  can  meet  emergency  needs  or  seasonal  requirements  which  are 
sure  to  develop.     That  is  all  the  board  tried  to  do  in  1920. 

Senator  Harrison.  At  what  time  in  1920  did  j^ou  reach  that 
conclusion  ? 
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Gov.  Harding.  We  reached  that  conclusion  very  easily  in  1920. 
We  reached  that  conclusion  in  January,  1920,  and  it  became  a  very 
definite  conclusion  in  May,  1920. 

Senator  Harrison.  Then,  your  policy  was  along  the  idea  of  trying 
to jprevent  a  further  inflation? 

Gov.  Harding.  Our  policy  ought  always  to  be  based  upon  the 
idea  of  conserving  the  assets  of  the  banks  and  preventing  bank 
failures. 

Senator  Harrison.  But  you  were  more  active  at  that  time,  during 
1920,  than  you  were  before  that,  were  you  not? 

Gov.  Harding.  I  can  read  you  some  correspondence  a  little  later 
on  that,  I  think,  will  be  illuminating  to  you  along  that  line. 

Representative  Ten  Eyck.  Along  tnat  line,  about  when  did 
deflation  start  in 

Gov.  Harding.  Just  a  minute.  It  has  been  conceded,  I  think,  by 
everybody  that  one  of  the  most  significant  signs  that  a  reaction  was- 
comW  in  prices  was  the  break  in  the  silk  market.  The  trouble  in 
Japan  has  been  referred  to  several  times  by  writers,  and  it  has  already 
been  brought  to  the  attention  of  this  commission.  Then,  you  know^ 
about  the  middle  of  May,  1920,  the  wool  m'arket  went  all  to  pieces,. 
and  that  was  another  very  significant  sign. 

We  also  know  that  in  the  early  part  of  1920  there  were  evidences  of 
popular  imrest,  that  people  were  saying,  ''How  long  is  this  thing 
going  to  keep  up?  Trices  are  too  high.  They  have  got  to  come 
down.*'  Senator  Harrison  will  remember  that  in  the  Southern 
States  there  was  a  movement  inaugurated  to  have  everybody  wear 
overalls  as  a  protest  against  the  high  price  of  clothing.  I  think  that 
movement  onginated  m  Tampa,  Fla.,  and  I  think  Birmingham,  Ala., 
claims  credit  for  coming  in  second.  I  believe  one  or  two  Members 
of  Congress  appeared  here  in  overalls. 

Senator  McNaky.  That  movement,  Governor,  became  universal; 
it  reached  the  Pacific  coast. 

Gov.  Harding.  It  did.  Now,  that  did  not  amount  to  much  in 
itself,  but  it  did  indicate  a  popular  sentiment. 

That  very  Senate  resolution  which  I  read  here  a  few  minutes  ago,^ 
directing  the  Federal  Reserve  Board  to  inform  the  Senate  what  steps 
it  was  taking  or  proposed  to  take  to  check  further  expansion  and  con- 
sequent high  prices,  indicates  that  there  must  have  been  a  popular 
sentiment  all  over  the  coimtry  that  it  was  time  to  call  a  halt  on  the 
tendency  to  constant  expansion  of  prices  and  wages.  I  can  not  see 
why  the  Senate  should  have  passed  the  resolution  it  did  pass  if  there 
was  not  a  popular  sentiment  oehind  it. 

Senator  XiENROOT.  But  this  polic^y  of  the  board  to  check  further 
expansion  did  have  a  substantial  eflfect  in  that  direction  ? 

Gov.  Harding.  Well,  it  was  not  immediately  noticeable  in  the 
statements  of  the  Federal  reserve  banks,  for  our  loans  advanced  until 
the  5th  of  November.  Our  rediscounts  for  member  banks  advanced 
ontil  they  reached  the  peak.  The  chart  shows  the  fluctuations. 
Those  fluctuations  did  not  mean  anything  as  far  as  the  Federal 
reserve  banks  are  concerned,  because  they  represent  Government 
transactions.  Whenever  the  Government  collects  quarterly  income 
taxes  or  puts  out  a  new  issue  of  Treasury  certificates,  that  means 
temporary  bank  deposits.     But  if  you  reduce  the  figures  to  an  average 
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you  will  see  that  my  statement  that  there  was  a  constant,  steady,  and 
continuous  advance  up  to  the  5th  of  November  is  correct. 

Senator  Lenroot.  Well,  what  do  you  think  would  have  happened 
if  the  board  had  not  adopted  this  policy  ? 

Gov.  Harding.  You  know  what  happened  in  Cuba,  Senator,  where 
the  Cuban  banks  continued  to  expand  their  loans  and  accommodate 
people.  They  all  collapsed.  You  know  what  happened  to  the 
rhilippines  National  Bank. 

Senator  Lenroot.  That  is  just  what  I  am  getting  at.  Then  the 
poUcy  of  the  Federal  Reserve  Board  did  have,  in  jrour  judgment,  a 
very  substantial  eflFect  in  preventing  further  expansion  and  a  further 
rise  in  prices  ?    Is  that  true  ? 

Gov.  Harding.  I  do  not  know;  these  things  come  in  cycles.  Senator. 

Senator  Lenroot.  But  you  just  made  the  statement.  I  asked  you, 
Governor,  what  in  your  judgment  would  have  happened  but  for  the 
adoption  of  this  policy,  and  j^ou  referred  me  to  Cuba. 

Gov.  Harding.  Well,  I  think  if  the  board  had  not  adopted  this 
policy  prices  possiblv  would  have  continued  to  advance  for  a  month 
or  two  longer,  and  when  the  collapse  did  come  the  consequences  would 
have  been  even  more  serious.  We  would  have  had  an  aggravation  of 
the  present  conditions  in  agriculture  and  industry  plus  general  bank- 
ing msolvency  all  over  the  country. 

Senator  Lenroot.  Granted  that  is  true;  if  the  board  had  adopted 
that  policy  a  year  before  it  did,  would  there  not  have  been  less  dis- 
turbance than  we  now  have  ? 

Gov.  Harding.  That  is  quite  probable.  Senator. 

Senator  Lenroot.  Now,  why  was  it  not  done  ? 

Gov.  Harding.  For  reasons  relating  to  Government  finance. 

Representative  Funk.  What  was  that  policy?  You  speak  of 
*'this  policy *'  and  ''that  policy."  You  adopted  a  policy;  wnat  was 
it,  in  general  terms  ? 

Gov.  Harding.  You  know,  during  the  war  the  board  adopted  the 
policy,  in  order  to  assist  the  Government  in  meeting  its  needs,  of 
nxing  very  low  discount  rates,  which  were  not  warranted  if  those 
rates  were  related  to  market  rates,  but  which  seemed  to  be  necessanr 
in  order  to  float  the  issues  of  Government  bonds  and  Treasury  certin- 
cates,  particularly  at  the  rates  at  which  they  were  put  out.  Now, 
in  1919  it  was  the  policy  of  the  Treasury  Department  to  offer  certifi- 
cates of  indebtedness  to  the  people  at  4J  per  cent  int^est.  They 
would  be  subscribed  for  by  banks,  and  distributed.  The  banks  were 
very  large  purchasers  of  them.  If  the  Federal  Reserve  Board  had 
put  in  a  6  per  cent  rate  I  do  not  think  the  Treasury  could  have  sold 
those  certificates.  But  I  am  sure  you  do  not  wish  me  to  discuss 
Treasury  policies.  I  have  nothing  to  do  with  the  Treasury,  and  I 
have  no  responsibility  for  Treasury  policies. 

Representative  Mnxs.  I  would  like  to  ask  you  a  question  along 
those  lines. 

Grov.  Harding.  Before  you  begin  I  would  like  to  say  this,  that 
these  great  movements  seem  to  come  in  cycles.  We  had  a  tremendous 
impulse  to  go  forward.  You  take  all  the  charts  that  have  been 
made  up  for  the  last  100  years,  and  you  will  find  that  there  are  certain 
periods  extending  over  months  where  there  is  a  constant  tendency 
toward  rising  prices,  and  then  there  is  a  halt  and  a  downward  trena. 
The  banks  have  to  go  along  with  the  tide.     I  do  not  believe  that  banks 
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can  create  conditions  to  the  extent  that  people  seem  to  think  they 
can;  I  think  the  banks  have  to  adjust  themselves  to  conditions. 
Of  course  they  can  tack  and  go  along  in  that  way,  but  they  are 
Jwajrs  obliged  to  adjust  themselves  more  or  less  to  existing  conditions. 

There  are  a  great  many  elements  that  enter  into  any  set  of  condi- 
tions. The  basis  of  it  all  is  the  individual  all  over  tne  world,  and 
lOTegations  of  individuals.  For  example,  a  boom  period  is  on. 
upeople  felt  that  they  had  an  opportunity  of  making  a  large  amount 
of  money  in  a  short  time;  if  by  investing  all  the  money  they  had  and 
by  borrowing  ten  or  fifteen  thousand  dollars  more  they  could  make  a 
profit  of  fifteen  or  twenty  thousand  dollars  in  the  course  of  a  week 
or  two,  it  would  seem  impossible  to  regulate  borrowings  by  Federal 
reserve  bank  discount  rates,  because  with  any  rate  within  reason 
they  would  go  to  the  bank  and  borrow.  What  does  a  man  care  about 
the  rate  of  interest  for  a  few  days  if  he  thinks  he  is  going  to  make  a 
bandsome  profit  by  reason  of  a  rise  in  speculative  values  ? 

So  it  is  very  difficult  instantaneously  to  stop  a  ''bull''  movement, 
just  as  it  is  equally  difficult  sometimes  to  stop  a  decline  when  things 
are  running  the  other  way. 

But  I  aomit,  Senator  Lenroot — I  want  to  be  perfectly  frank  with 
YOU,  because  you  have  certainly  been  very  fair  to  me  in  your  Ques- 
tions—-I  want  to  admit  that  if  it  had  been  possible  for  the  Feaeral 
Reserve  Board  to  advance  its  rates  before  it  did,  in  my  opinion — 
and  of  course  it  is  only  a  matter  of  opinion,  because  others  who  are 
just  as  well  informed  as  I  am  may  hold  the  contrary  view — in  my 
opinion  this  runaway  movement  could  possibly  have  been  checked 
to  a  certain  extent. 

Senator  Leneoot.  Just  one  more  question.  However  expansion 
may  be  stopped,  whether  by  action  such  as  you  have  taken  or  other- 
wise, has  it  not  always  been  true  that  when  the  peak  has  been  reached 
the  expansion  stops  and  there  is  an  inevitable  fall  of  prices  ?  There 
e  no  level  at  the  top  ? 

Gov.  Haeding.  I  think  that  is  true;  yes,  sir. 

Representative  Mills.  Now,  Governor,  I  would  like  to  ask  you  a 
question,  and  I  know  it  is  difficult  to  give  an  absolute  answer  to  a 
general  question  of  this  kind;  but,  in  your  judgment,  would  not  the 
drop  in  prices  have  taken  place  irrespective  of  the  action  of  the 
Federal  Reserve  Board? 

Gov.  Harding.  Unquestionably. 

Representative  Mills.  Now,  the  only  possible  effect  which  the 
action  of  the  Federal  Reserve  Board  could  have  had  in  putting  on 
the  brakes  was  to  protect  the  banks  when  the  crash  came,  so  that 
they  could  not  have  been  caught  ? 

Gov.  Hakding.  That  was  it. 

.  Representative  Mills.  And  to  assume  that  prices  would  have  con- 
tmued  at  their  high  level  simply  through  the  action  of  the  Federal 
Reserve  Board  in  maintaining  the  low  discount  rate  is,  from  your 
standpoint,  a  fundamentally  erroneous  economic  conception  ? 
,  Gov.  Habding.  Yes,  sir. 

Right  here,  before*  I  forget  it,  I  would  like  to  put  in  the  record  a 
letter  that  I  wrote  some  time  ago  to  Senator  McLean,  with  the 
approval  of  the  Federal  Reserve  Board.  I  do  not  know  whether  it 
^as  a  unanimous  approval,  but  anyhow  it  was  with  the  approval  of 
the  board  as  represented  by  a  majority  of  its  members. 
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Representative  Mills.  May  I  follow  up  this  line  of  thought  before 
you  put  that  letter  in  ? 

Gov.  Harding.  Yes,  sir. 

Representative  Mills.  You  are  familiar  in  a  general  way  with 
economic  conditions  throughout  the  world — in  a  general  way  ? 

Gov.  Harding.  I  think  possibly,  in  a  general  way;  yes. 

Representative  Mills.  So  far  as  the  trend  of  price  movements,  is 
concerned  ? 

Gov.  Harding.  Yes;  if  I  am  not,  I  ought  to  be. 

Representative  Mills.  Have  you  •followed  the  trend  of  price  move- 
ments, generally  speaking,  throughout  the  world  during  the  year 
1920  and  the  year  1921  ? 

Gov.  Harding.  Yes,  sir. 

Representative  Mills.  Now,  is  it  not  a  fact  that  sometimes  two 
or  three  months  ahead  of  our  collapse  and  sometimes  two  or  three 
months  later,  but  generally  speaking  throughout  the  civilized  worid 
there  has  been  a  collapse  of  wnolesale  prices  during  the  year  1920 1 

Grov.  Harding.  Yes;  except  possibly  in  countries  which  are  notori- 
ously on  an  irredeemable  paper  basis 

Representative  Mills.  Notably  Germany. 

Gov.  Harding.  And  where  their  currency  is  at  a  very  tremendous 
discount  as  compared  with  its  normal  value. 

Representative  Mills.  Or  a  threat  of  inflation  through  the  printing 
press! 

Gov.  Harping.  Yes. 

Representative  Mills.  And  wholesale  prices  the  world  over  have 
dropped  during  the  year  1920  from  the  maximum  which  they  reached 
in  1920? 

Gov.  Harding.  Yes;  that  is  the  information  which  the  board  has 

Representative  Mills.  Let  me  complete  this  line  of  thought.  The 
action  of  4.he  Federal  Reserve  Board  could  not  conceivably  have 
affected  wholesale  prices  in  France  or  England  ? 

Gov.  Harding.  No,  sir. 

Representative  Mills.  But  the  collapse  of  the  world-wide  inflation 
movement  in  prices  would  have  affectea  prices  throughout  the  world! 

Gov.  Harding.  Yes,  sir. 

Representative  Mills.  In  other  words,  much  more  powerful  influ- 
ences were  at  work  to  bring  the  period  of  speculation  and  rise  in  prices 
to  an  end  than  any  action  of  your  board  ? 

Gov.  Harding.  Certainly.  I  think.  Congressman,  if  we  had  at- 
tempted in  1920  to  stem  that  movement  it  would  have  been  like 
butting  our  heads  against  a  stone  wall,  and  the  result  to  the  man  who 
was  doing  the  butting  would  have  been  disastrous. 

Representative  Ten  Eyck.  Is  it  not  a  fact  that  really  some  of  the 
deflation  started  as  early  as  1919  ? 

Gov.  Harding.  Yes. 

Representative  Ten  Eyck.  Reading  in  the  Wall  Street  Journal  of 
August  3,  1921,  under  the  head  of  ^'Brokers'  loans  lowest  in  about 
eight  years,"  they  give  a  table,  and  they  say  that  on  July  31,  1919, 
the  loans  to  broKers  were  $1,750,000,000,  and  show  a  decline  every* 
month  right  straight  through  the  year  up  to  the  present  time,  August 
2,  1921,  of  $500,000,000. 

Now,  I  believe  that  these  loans  are  rather  a  barometer,  and  if  you 
watch  them  very  closely  you  will  see  what  is  going  to  happen.     It 
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looks  to  me,  with  a  decrease  from  $1,750,000  on  Julj  31,  1919,  in 
brokers'  loans  to  $500,000,000  on  August  2,  1921,  that  it  is  a  deflation 
of  a  considerable  amoimt. 

Gov.  Habding.  Congressmwi,  a  great  many  people  hold  the  view, 
and  I  think  there  is  something  in  it,  tnat  these  great  changes  are  antici- 
pated, either  consciously  or  unconsciously,  sometimes  by  movements 
in  stock  exchanges.  I  am  not  here  as  an  advocate  of  stock  exchanges 
or  their  metho£  or  anything  of  that  sort.  I  do  not  want  to  go  into 
the  details  very  closely,  because  the  governor  of  the  Federal  reserve 
bank  of  New  York,  I  understand,  is  going  to  appear  here  before  you 
after  I  finiah,  and  he  has  a  very  much  better  knowledge -than  I  have 
of  these  details.  But  I  recall  that  there  was  a  very  severe  stock 
market  break  in  New  York  on  November  12  or  13,  1919;  I  recall  also 
that  before  the  panic  of  1907,  which  did  not  actually  eventuate  imtil 
about  the  28th  of  October,  there  was  in  the  month  of  March  of  that 
year  a  very  serious  stock  market  break. 

Those  tnings  when  they  are  analyzed  seena  to  mean  something. 
The  same  thing  happened  in  1893,  when  certain  failures  occurred  m 
March  and  April  and  the  panic  did  not  begin  until  midsummer,  along 
in  August.  Far-seeing  people  seem  to  construe  those  movements  in 
the  stock  exchanges  as  having  a  deeper  significance  than  appears 
on  the  surface,  and  they  prepare  accordingly.  It  is  indicative  of  a 
change  that  is  coming,  just  as  a  barometer  will  indicate  a  change  in 
atmospheric  pressure. 

Representative  Ten  Eyck.  In  concluding,  this  article  says,  ''It 
has  been  proven  in  the  face  of  low  money  rates  that  the  foregoing 
happened.  '  In  other  words,  what  thev  try  to  convey  by  this  is 
tiiat  the  rates  do  not  necessarily  cover  tlie  speculation  and  the  loans 
to  the  brokers. 

Representative  Sumners.  Governor,  you  have  spoken  of  the  policy 
inaugurated  around  the  beginning  of  1920  that  tended  to  develop 
more  conservative  practices  and  possibly  to  prevent  a  continuation 
of  inflation.  Brieny,  what  was  that  policy,  and  through  what 
agencies,  instrumentalities,  or  communications  did  you  exercise  or 
express  that  policy  to  the  several  Federal  reserve  banks  of  the 
country? 

Senator  Lenroot.  And  what  was  it? 

Gov.  Habding.  The  only  public  statement  by  the  board  regarding 
that  poUcy  was  its  reply  to  the  Senate  resolution  of  May  17,  1920, 
Hid  a  statement  whicn  it  gave  to  the  press  on  the  morning  of  the 
19th  of  May,  1920,  which  followed  a  conference  with  members  of 
the  Fedwal  advisory  council  here  in  Washington  on  May  18,  1920. 
I  will  put  that  statement  in  the  record. 

(The  statement  referred  to  is  here  printed  in  full,  as  follows :) 

Exhibit  £. 

statement  by  gov.  w.  p.  g.  harding. 

%areB  cominled  by  the  board's  statistical  division  indicate  that  since  June  30, 
^14,  there  has  been  an  expansion  of  banking  credit  in  the  United  States,  properly 
>ttnbntable  to  the  war,  of  about  $11,000,000,000.  Since  that  date  there  has  been 
^  incretse  in  money  in  actual  circulation  of  about  $1,900,000,000.  When  it  is  con- 
sidered that  our  Government  has  during  the  i)ast  three  years  floated  $26,000,000,000 
<H  secnrities  to  meet  its  war  requirements  and  its  advances  to  governments  associated 
^th  it  in  the  war,  the  credit  expansion  which  has  taken  place  is  neither  excessive 
^  alttming  when  viewed  from  the  standpoint  of  war  necessity. 


Digitized  by 


Google 


866  AGBfOtJLTUEAIi  LNQUHtY. 

The  continued  expansion,  however,  which  has  occurred  since  the  flotation  of  tht- 
Victory  loan  last  May  in  the  face  of  a  decreased  production  of  essentials  is  one  of  the 
disquieting  features  of  the  present  situation.  The  expansion  of  national  bank  credits 
was  16  per  cent,  or  at  the  rate  of  10 i  per  cent  a  year,  during  the  19  months  of  the  wir 
From  April  1,  1919,  to  April  1,  1920,  the  increase  in  bank  loans  was  approximately 
25  per  cent,  and  during  tae  same  period  the  rise  in  commodity  prices  was  about  2t> 
per  cent.  Assuming  an  index  niunber  of  100  for  the  year  1918  for  each  of  the  following— 
live  stock,  grain,  lumber,  coal  petroleum,  pig  iron,  steel  ingots,  cc^per^  and  cotton 
and  wool  actually  consumed — the  average  index  number  for  the  same  articles  in  W1&* 
is  89.07.  While  neither  of  these  indices  can  be  accepted  as  definite  evidence  of  the 
trend  of  production  in  this  country,  they  do  indicate  a  falling  off  of  at  least  10  per  cent 
in  the  actual  output  or  marketing  of  goods  in  10  important  lines.  While  production 
figures  for  the  first  quarter  of  the  present  year  in  some  leading  lines,  such  as  soft  cosl, 
steel,  cotton,  and  wool,  are  indicative  of  grater  industrial  effort,  the  difficulties  in  th** 
tranffportation  field  which  became  acute  during  April  are  bound  to  affect  both  the 
production  and  shipment  figures  for  the  last  two  months. 

It  is  this  tendency  of  production  to  decline,  particularly  in  some  essential  linat 
which  constitutes  a  very  unsatisfactory  element  in  the  present  outlook.  It  is  evident 
that  the  countrv  can  not  continue  to  advance  prices  and  wages,  to  curtail  production, 
to  expand  crecfits,  and  to  attempt  to  enrich  itself  by  nonproductive  operations  and 
transactions  without  fostering  discontent  and  radicaUffln,  and  that  sucn  a  course,  if 
persisted  in,  will  eventually  bring  on  a  real  crisis. 

There  is  a  world-wide  lack  of  capital,  and  with  calls  upon  the  investment  market 
which  can  not  be  met  there  is  an  unprecedented  demand  for  bank  credits.  The  feet 
must  be  recognized  that  however  desirable  on  general  principles  continued  expansion 
of  trade  and  industry  may  be,  such  developments  must  accommodate  themselves  to  the 
actual  supply  of  capital  and  credit  available. 

Official  bank  rates  now  in  force  in  the  leading  countries  are  higher  than  at  any  time 
during  the  present  century  except  during  the  war  panic  week  at  the  beginmn^  of 
August,  1914.  Only  within  the  last  few  weeks  the  official  rate  in  Italy  has  TOen  rawed 
from  5  to  5},  the  Bank  of  France  rate  from  5^  to  6,  and  the  Bank  of  ffngland  rate  from 
6  to  7  per  cent. 

Every  effort  should  be  made  to  stimulate  necessary  production,  espedallv  of  food 
products,  and  to  avoid  waste.  Planting  operations  in  many  sections  have  been  de- 
layed because  of  adverse  weather  conditions,  and  should  there  be  an  inadequate  yi^d 
of  crops  this  year  the  necessity  for  conservation  and  conservatism  will  be  accentuated. 
War  waste  and  war  financing  result  inevitably  in  diminished  supplies  of  good  and 
increased  volume  of  credits.  The  normal  relationship  between  the  volume  of  goods 
and  the  volume  of  money  and  credits  thus  unsettled  can  be  restored  in  eiUier  of  two 
ways — one,  the  drastic  method  of  contraction  of  credit,  and  the  other,  by  far  the  more 
desirable  way,  increased  production.  In  the  same  way  progress  toward  the  restaration 
of  the  normal  relationship  may  be  made  by  reducing  credit  more  rapidly  than  pro- 
duction is  diminished,  or  by  increasing  production  at  a  greater  rate  than  credit  is  ex- 
panded. If  it  should  prove  impracticable  in  the  existing  drcumstancee  to  increase 
essential  production,  tnen  we  must  through  economy  in  consumption  and  throu^ 
mod  oration  in  the  use  of  credit  check  the  tendency  toward  a  further  widening  of  the 
margin  between  eoods  and  credit. 

Our  problem,  therefore,  is  to  check  further  expansion  and  to  bring  about  a  nonn&I 
and  healthy  liquidation  without  curtailing  essential  production  and  without  shock  to 
industry,  and,  as  far  as  possible,  without  disturbance  of  legitimate  commerce  and| 
business. 

As  a  rule  there  is  a  substantial  reduction  in  the  volume  of  commercial  loans  during 
the  first  quarter  of  the  year.  This  liquidation  is  entirely  natural  and  healthy,  and  & 
necessary  in  order  that  the  banks  may  be  prepared  to  meet  the  demands  mflbde  upoo 
them  during  the  crop-making  and  harvesting  seasons.  There  has  been  no  such  liqui- 
dation during  the  present  year;  on  the  contrary,  commercial  loans  have  stcftdily 
increased.  Thus  the  public  has  anticipated  demands  for  banking  credit  which  ai^j 
usually  made  later  on  in  the  year.  The  average  reserves  of  the  Federal  reserve  bank? 
are  now  about  42  per  cent,  as  against  45  per  cent  at  the  beginning  of  the  year  about  and 
51  per  cent  12  months  ago. 

The  solution  of  the  problems  confronting  us  will  require  the  cooperation  of  idl  banks 
and  the  public.  Whatever  personal  sacrifices  many  be  necessary  for  the  general 
economic  good  should  be  made.  The  war-time  spirit  to  do  things  that  are  worth 
while  must  be  revived,  and  there  should  be  the  fullest  cooperation  in  an  effort  to^ 
produce  more,  save  more,  and  consume  less.  The  banks  should  lean  less  heavily  upcm 
the  Federal  reserve  banks  and  rely  more  upon  their  own  resources.  Unnecessary  and 
habitual  borrowings  shotdd  be  discouraged,  and  the  liquidation  of  long  standing  non* 
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essential  loans  should  proceed.  Drastic  steps,  however,  should  be  avoided  and  the 
methods  adopted  should  be  orderl>r.  Gradual  lic)uidation  will  result  in  permanent 
improvement  while  too  rapid  deflation  would  be  injurious  and  must  be  avoid^. 

There  should  be  a  clear  understanding  of  the  parts  to  be  played  by  the  board,  the 
Federal  reserve  banks,  and  by  the  member  and  nonmemoer  banks  and  trust  com- 
panies. With  respect  to  credits,  the  problems  of  the  Federal  reserve  board,  the  Fed- 
eral reserve  banks,  and  the  member  banks,  while  interrelated,  are  distinctive.  The 
Federal  Reserve  Board  has  but  little  direct  contact  with  the  member  banks;  it  deals 
with  general  conditions  and  principles  rather  than  with  individual  cases  and  details. 
The  Federal  reserve  banks,  on  the  other  hand,  are  in  daily  contact  with  their  member 
banks  and  have  constant  dealings  with  them.  Between  the  Federal  reserve  banks 
and  the  Federal  Reserve  Board,  as  the  supervisory  and  coordinating  body,  there  is 
necessarily  a  close  and  intimate  relationship.  The  member  banks  transact  the  greater 
part  of  the  primary  banking  business  of  the  country.  They  receive  the  deposits  of  the 
public  and  are  the  media  through  which  ordinary  commercial  credits  are  extended. 

The  primary  duty  of  the  Federal  Reserve  Board  is  to  see  that  the  Federal  reserve 
banks  function  normally  in  the  manner  prescribed  by  the  Federal  Rerserve  act. 
The  character  of  business  which  may  be  engaged  in  by  the  Federal  reserve  banks  is 
described  in  detail  in  sections  13  and  14  of  the  Federal  reserve  act,  and  all  r^:ula- 
tions  of  the  board  bearing  upon  the  loans  and  investments  of  the  FedersJ  reserve 
banks  must  be  in  conformity  with  the  provisions  of  the  law.  Regardless  of  the  ex- 
tent of  its  l^al  powers  it  would  be  a  most  difficult  task  for  the  Federal  Reserve  Board, 
sitting  in  Washington,  to  attempt  by  general  rule  of  country-wide  application  to  dis- 
tinguish between  *  essential "  and  ''nonessential "  loans.  Diuing  the  war  there  was  a 
broad  underlying  principle  that  essentials  must  be  **  necessary  or  contributory  to  the 
conduct  of  the  war,"  but,  notwithstanding  the  sharp  outline  of  this  principle,  much 
difficulhr  was  experienced  by  the  various  war  boards  in  defining  essentials  and  non- 
essentials. All  the  more  diflScult  would  it  be  for  the  Federal  Reserve  Board  to  make 
such  a  general  definition  now,  when  there  is  no  longer  that  purpose  as  a  guide. 

The  irederal  Reserve  Board  is  not  a  temporary  organization,  it  is  a  permanent 
board,  and  it  must  be  guided  by  the  terms  of  the  Federal  reserve  act.  Section  13,  in 
defining  the  eligibility  of  paper  for  discount  by  Federal  reserve  banks,  lays  down  the 
general  rule  that  any  paper  maturing  within  the  time  prescribed  and  issued  or  drawn 
for  commercial,  agricultural,  or  industrial  purposes,  or  the  proceeds  of  which  have 
been  used  or  are  to  be  used  for  such  purposes,  is  eligible.  No  express  condition  is 
made  regarding  the  essential  or  nonessential  character  of  the  transaction  giving  rise 
to  a  note  whicE  may  be  offered  for  discount,  and  the  Federal  Reserve  Board  is  not 
rejquired  and  properly  could  not  be  expected  generally  to  adopt  such  a  criterion  of 
eligibility.  It  is  too  much  a  matter  of  local  conditions  and  local  knowledge  to  justify 
at  tiiis  time  any  general  country- wide  ruling  by  the  board,  even  if  such  a  ruling  were 
deemed  helpful. 

On  the  other  hand,  there  is  nothing  in  the  Federal  reserve  act  which  required  a 
Federal  reserve  bank  to  make  any  investment  or  to  rediscount  any  particular  paper 
OT  dasB  of  paper.  The  language  of  both  sections  13  and  14  is  permissive  only.  Sec- 
tion 4  of  the  Federal  reserve  act,  however,  requires  the  directors  of  a  Federal  reserve 
bank  to  administer  its  affairs  "fairly  and  impartially  and  without  discrimination  in 
favor  of  or  against  any  member  bank,*'  and,  subject  to  the  provisions  of  law  and  the 
orders  of  the  Federal  Reserve  Board,  to  extend  "to  eadi  member  bank  such  discounts, 
advancements,  and  accommodations  as  may  be  safely  and  reasonably  made  with  due 
regard  for  the  claim  and  demands  of  other  member  banks."  Thus  the  directors  of  a 
Federal  reserve  bank  have  the  power  to  limit  the  volume  and  character  of  loans  which 
in  their  judgment  may  be  safely  and  reasonably  made  to  any  member  bank. 

The  recent  amendment  to  paragraph  (d)  of  section  14  distinctly  authorizes  each 
Federal  reserve  bank  on  its  own  account,  without  reference  to  action  taken  by  any 
other  Federal  reserve  bank,  to  establish  a  normal  discount  or  credit  line  for  each 
member  bank,  and  permits  the  imposition  of  naduated  rates  on  discount  lines  in 
excess  of  the  normal  lines.  This  amendment,  nowever,  does  not  repeal  or  modify 
sections  4  and  13,  and  a  Federal  reserve  bank  is  still  free  to  decline  to  discount  any 
paper  which  in  its  judgment  does  not  constitute  a  desirable  investment  for  it  or  which 
mits  opinion  would  not  constitute  a  safe  and  reasonable  investment  within  the  mean- 
m  of  section  4. 

It  is  the  view  of  the  board,  however,  that  while  Federal  reserve  banks  may  properly 
undertake  in  their  transactions  with  member  banks  to  discriminate  between  essential 
and  nonessential  loans,  nevertheless  that  discrimination  might  much  better  be  made 
at  the  source  bv  the  member  banks  themselves.  The  individual  banker  comes  in  direct 
contact  with  Lis  customers;  he  is  better  Qualified  than  anyone  else  to  advise  the 
customer  because  of  his  familiarity,  not  only  with  the  customer's  business  but  with 
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the  general  business  Cunditions  and  needs  in  his  immediate  locality.  In  making  loaafi 
he  is  bound  by  no  general  rule  of  law  as  t)  the  character  of  the  purpose  for  which 
a  loan  is  being  asked.  He  is  entirely  free  to  exercise  discretion,  and  can  xaaXe  one 
loan  and  decline  another  as  his  judgment  mav  dictate.  He  can  estimate  with  a  fair 
degree  of  accuracy  the  Intimate  demands  for  credit  which  are  liable  to  be  mide 
upon  him,  as  well  as  the  nuctuUions  in  the  volume  of  his  deposits.  He  knows  whit 
industries  sustain  his  communitv,  and  is  thus  qualified  to  pias  upon  the  e«ential  or 
nonessential  character  of  loans  offered  him.  He  knows,  or  should  know,  whit  redis* 
count  line  he  may  reasonably  expect  of  his  Federal  reserve  bank,  and  he  ought  noi 
to  regard  this  line  as  a  parmanent  addition  to  his  capital. 

With  knowledge  of  tne  limitations  or  penalties  put  upon  his  borrovsnngs  from  the 
Federal  reserve  rank  the  banker  may  be  depended  upon  to  use  a  more  diBcriminating 
judgment  in  granting  credit  accommodations  to  his  customers,  and  that  judgment 
he  must  exercise  if  the  present  situation  is  to  be  remedied  fundamentally . 

It  is  true  that  under  existing  conditions  the  volume  of  credit  re<)uire(i  in  anv  tians- 
action  is  much  greater  than  was  the  case  in  prewar  times,  but  it  is  also  true  dmt  the 
resources  of  the  member  and  nonmember  banks  would  be  ample  to  take  care  of  the 
essential  business  of  the  country  and  to  a  lai^ge  extent  of  nonessentials  as  well  if  there 
were  a  freer  flow  of  goods  and  credit.  If  *' frozen  loans"  were  liquified,  and  if  com- 
modities which  are  held  back  either  for  speculative  purposes  or  because  of  lack  of 
transportation  facilities  should  go  to  the  markets,  and  if  large  stocks  of  merchandise 
should  be  reduced,  the  resultant  release  of  credit  would  have  a  most  beneficial  effect 
upon  the  general  situation.  In  the  meantime  everything  must  V  e  done  to  expedite  the 
release  of  these  credits  and  to  restrict  nonessential  credits  in  future. 

While  the  problem  of  credit  relation  and  control  is  national  and  even  international 
in  its  scope,  yet  in  the  last  anal  vsis  ift  is  merely  an  aggregation  of  individual  problems, 
and  the  proper  working  out  of  the  situation  must  depend  upon  the  public  and  upon 
the  banks  which  deal  with  the  public.  The  public  must  be  maae  to  realize  the 
necessity  of  economy  in  expendi,tures  and  in  conseciuent  demands  for  banking  credit 
The  banks  themselves  are  best  able  to  impress  the  importance  of  this  policy  upon  the 
public. 

The  Federal  reserve  banks  may  be  depended  upon  to  do  their  duty  to  the  member 
banks  and  the  public,  but  to  accomplish  results  the  banks  and  the  public  must  do 
their  part  in  accelerating  the  processes  of  production  and  distribution  and  in  restricting 
waste  and  extravagance. 

Gov.  Harding.  That  is  the  only  public  statement  of  policy,  to  the 
best  of  my  recollection,  that  was  made  bv  the  board  during  tne  year 
1920.  Indiyidual  members  of  the  board  in  some  of  their  addresses 
may  have  referred  to  it,  but  they  always  referred,  with  <me  exception — 
there  was  one  member  of  the  board  who  acted  on  his  own  responsi- 
biUtjr  always,  but  other  members  of  the  board  in  referring  to  Doard 
policies  adhered  to  the  lines  of  this  statement  which  was  given  to 
the  press  on  May  19,  1920. 

Representative  Mills.  Was  there  any  other  policy  but  the  one  tliat 
was  included  in  that  statement  ? 

Gov.  Habdino.  No,  sir;  there  was  not.  Does  the  commission  wish 
to  have  that  statement  read,  or  is  it  satisfied  to  have  it  in  the  record  t 

Representative  Sumnebs.  I  do  not  care  to  have  it  read,  but  just 
at  this  point 

Gov.  Harding.  Congressmen,  when  I  come  to  discuss  the  cotton 
situation  I  am  going  to  bring  out  all  these  matters^  and  I  think  that 
those  of  you  who  are  from  tne  Southern  States  will  be  particolarljr 
interestea  in  what  I  have  to  ssj  about  cotton. 

Representative  Sumnebs.  Bfere  is  what  I  think  ought  to  be  done. 
Governor,  if  it  can  be  conveniently  done.  There  is  a  ^ood  deal  of 
criticism  of  the  board  that  has  grown  out  of  the  impression,  however 
it  may  have  been  created,  that  during  the  year  1920,  ana  perhaps 
beginning  in  the  latter  part  of  1919,  from  time  to  time  the  word  wa^ 
passed  out  from  the  Federal  Reserve  Board  to  the  several  banks,  and 
some  statements  possibly  made  to  the  country,  calling  attention  to 
the  fact  that  the  time  had  come  when  liquidation  must  come  about « 
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Gov.  Habdino.  I  understand.     CJonCTessman,  there  was  no  word 

passed  out  by  the  board  to  the  FederS  reserve  banks  which  was  in 
conflict  with  the  general  poUcy  or  principles  enunciated  in  this  press 
statement  of  May  19,  1920,  which  I  have  put  in  the  record.  1  am 
aware  of  that  sentiment,  and  I  will  tell  you  how  it  originated.  It  is 
a  perfectly  natural  thing. 

In  what  I  am  going  to  say  I  am  not  criticizing  any  member  bank, 
because  all  of  us  whoTiad  any  insight  at  all  into  economic  conditions 
in  this  country  in  1920  were  uneasv;  it  was  not  a  time  when  bankers 
were  carefree  or  when  any  man  of  large  business  interests  was  f uUy 
easy  in  his  mind. 

Now,  the  coimtry  banker  was,  in  a  great  many  cases,  carrying  a 
veiY  heavy  load.  I  have  been  a  banker.  I  started  as  a  runner  in  a 
little  bank  of  $20,000  capital  in  a  town  of  less  than  2,500  people.  I 
went  to  Birmingham  when  it  was  a  town  of  10,000  people — ^just  a 
mining  camp — and  was  in  a  bank  there  that  had  $100,000  capital 
and  about  $100,000  deposits.  When  I  left  Birmingham  to  come  to 
Washington  I  was  president  of  a  bank  in  that  city  \^th  $1,500,000 
capital  and  $1,500,000  surplus,  with  deposits  of  about  $12,000,000, 
which  have  since  been  increased  to  $26,000,000,  and  I  know  some- 
tiiing  about  cotton  loans,  farm  loans;  and  industrial  loans.  I  have 
had  practical  experience  in  all  those  matters.  I  think  I  know  some- 
ttiing  of  banking  psychology,  and  I  know  this,  that  the  average 
banker,  when  he  nas  an  appucation  made  to  him  for  a  loan — bear  m 
mind  that  the  majority  of  appUcations  that  a  banker  in  a  small  town 
has  made  to  him  are  made  personally,  and  bankers  resort  to  various 
expedients  in  declining  applications  for  loans,  in  order  to  retain  the 
good  will  of-  the  parties  applying  for  them.  I  am  going  to  tell  you 
one  or  two  instances  in  my  own  Knowledge. 

Some  of  you  may  remember  a  former  United  States  Senator  from 
Alabama,  the  Hon.  Joseph  F.  Johnston,  who  died  in  August,  1913. 
He  had  been  a  banker  for  a  number  of  years.  He  used  to  tell  this 
joke  on  himself. 

.  He  said  that  one  day  there  was  a  man,  without  any  credit  respon- 
fibility  whatever  and  no  visible  means  of  support,  just  an  all-aroimd 
good  fellow,  who,  I  suppose,  had  some  little  poUtical  influence, 
Poawbly,  in  municipal  elections,  came  into  the  bank  and  wanted  to 
porrow  $300.  Mr.  Johnston  asked  him  what  collateral  he  had. 
'Well,"  he  said,  *' I  have  not  got  any.  If  I  had  the  collateral  I  could 
»I1  it,  and  I  would  hot  want  to  borrow  any  money."  '*  Well,"  he 
'iid,  "who  is  going  to  indorse  your  paper  for  you?"  The  man 
replied,  "I  do  not  know  anybody  that  will  mdorse  my  paper  for  me." 

Mr.  Johnston  did  not  want  to  ojffend  the  fellow,  and  so  he  said,  ''I 
will  teD  you  what  I  wiU  do.  I  can  not  make  you  the  promise  offhand, 
but  I  will  see  our  directors  about  it " — there  were  only  seven  directors, 
ill  living  right  there  in  town — '^  and  I  will  see  what  thev  say  about  it, 
ttd  if  thev  approve  the  loan  I  will  be  very  glad  to  make  it  for  you." 
.This  fellow  got  busy  then  and  went  aroima  and  saw  each  one  of  the 
Erectors  of  the  bans,  and  then  he  asked  when  the  directors  were 
^pg  to  meet,  and  he  was  told  when.  Well,  the  day  following  that 
«rector8^  meeting  he  came  in  with  his  note  all  filled  out,  and  he  said, 
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"All  right;  here  is  my  note;  I  want  my  money  now."  Mr.  Johnston 
said,  **1  am  very  sorry,  my  friend,  but  I  can  not  make  the  loan;  the 
directors  turned  it  down."  The  man  exclaimed,  "  What  I  Did  tiiey 
turn  that  loan  down?"  "Yes,  they  did."  "Well,"  he  says,  "that 
is  veiT  queer.  I  saw  Mr.  So-and-so,  and  Mr.  So-and-so;  I  saw  every 
one  of  them,  and  they  all  said  I  could  have  it;  all  of  them  were  in  favor 
of  it.''  "Well,"  Mr.  Johnston  said,  "I  can  not  help  what  they  told 
you.  They  met  here,  and  I  brought  it  up,  and  they  all  voted  to  turn 
it  down."  "Well,"  the  man  said,  "all  I  nave  to  say  then,  Mr.  Johns- 
ton, is  that  personally  and  separately  your  directors  are  a  very  clever 
set  of  men,  but  collectively  they  are  the  danmedest  set  of  liars  in 
Birmingham."    [Laughter.] 

Now,  to  go  a  Uttle  further:  No  bank  in  declining  an  application  for 
a  loan  desires  to  make  a  personal  enemy,  because  whether  a  man  has 
any  money  on  deposit  himself  or  not,  he  may  have  had  at  some  time 
before,  or  he  may  have  some  prospects  or  hold  out  some  promise  that 
he  will  become  a  depositor  in  the  future,  or  he  may  have  some  in- 
fluential relatives  who  have  money  in  the  bank.  Every  banker  in 
a  small  town  knows  just  the  effect  of  having  the  enmity  of  people  who 
say,  "This  is  an  imaccommodating,  tightwad  bank,"  and  he  aoes  not 
want  to  incur  that  enmity.  Of  course,  there  are  some  bankers  who 
have  the  art  of  saying  "no"  frankly  and  doing  it  in  such  a  pleasant 
way  that  the  man  wiU  go  out  and  feel  that  he  has  been  accommodated. 
But  not  all  bankers  have  that  faculty. 

Now,  this  has  happened  in  the  last  two  or  three  years,  and  it  has 
come  to  my  attention  frequently.  I  have  told  this  story  at  bankers' 
conventions,  and  they  have  always  given  it  a  laugh,  and  said,  "You 
ought  not  to  give  us  away  like  that. '  A  man  wiu  come  into  a  banki 
ana  want  to  Dorrow  some  money.  The  banker  will  say  to  himself 
"  I  do  not  want  to  tell  this  fellow  he  is  no  good,  but  I  would  not  want 
to  lend  him  any  money  imder  any  circumstances.  I  do  not  want  to 
tell  him  I  am  loaned  up  full  and  hard-up,  because  he  talks  a  lot  and 
will  go  aroimd  and  tell  people,  '  Why,  tnat  bank  you  have  got  yonri 
money  in  must  be  in  a  nughty  tight  ta,  because  I  went  over  there  and 
wanted  to  borrow  $100  from  them,  and  they  said  they  did  not  have 
the  money.'  " 

So  the  banker  passes  the  buck — we  in  Washington  know  what 
that  means.  The  banker  will  say,  "Now,  old  man,  I'll  tell  yod 
what  the  situation  is.  You  are  all  right,  and  I  wish  I  could  let  you| 
have  that  money,  but  I  can  not  make  the  loan,  because  the  Federal 
reserve  has  told  us  not  to  make  any  more  loans,  and  I  can  not  let 
you  have  it."  That  lets  him  out  all  right,  but  it  creates  a  false 
impression,  and  a  bad  impression,  generally,  toward  the  Federal 
reserve.  But  if  you  will  think  for  a  moment  you  can  see  that  th^ 
Federal  Reserve  Board  is  not  sending  out  word  to  member  banks 
and  non-member  banks — because  nonmember  banks  use  us  indirectljl 
as  well  as  member  banks — that  they  must  not  make  loans,  and  a^ 
that  sort  of  thing.     There  is  nothing  to  it. 

Representative  Summers.  What  I  was  getting  at  is  this:  Thd 
statement  is  in  the  record  with  reference  to  a  certain  policy  adopted 
which  had  a  tendency  to  prevent  a  continuation  of  inflation,  or  niigh< 
have  had  some  effect  in  that  regard.  In  view  of  that  statement  and 
other  statements  made  in  the  record,  I  am  concerned,  in  justice  i<] 
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everybody,  to  the  system  and  its  oflScers  as  well  as  the  public,  to 
have  in  this  record  before  the  hear  ng  shall  have  been  concluded  a 
very  clear  statement,  and  the  clearest  statement  can  perhaps  be 
made  by  the  instruments  themselves  that  have  been  sent  out 

Gov.  Harding.  Congressman,  there  was  no  statement  made  during 
the  year  1920  by  authority  of  the  Federal  Reserve  Board  which  is 
at  variance  with  this  statement  of  May  19. 

The  Chairman.  Governor,  suppose  you  file  with  the  commission 
copies  of  the  various  circulars  oi  instruction,  or  whatever  you  call 
them,  that  you  did  issue  to  the  various  Federal  reserve  banks  during 
the  year  1920 — public  announcements  of  any  kind. 

Gov.  Harding.  As  far  as  circulars  which  may  have  been  sent  out 
by  individual  Federal  reserve  banks  are  concerned,  I  have  this  to 
say,  that  they  are  independent  institutions  under  the  law,  as  ex- 
plained yesterday.  They  act  under  the  supervision  and  control  of 
their  boards  of  (urectors.  They  send  out  statements,  and  the  board 
only  sees  those  statements  after  they  have  been  sent  out.  Some  of 
them  have  issued  many  statements.  Some  of  them  have  written 
a  great  many  letters  to  banks  that  applied  for  loans  or  had 
excessive  loans  with  thejn.  It  is  impossible  for  me  to  say  just 
what  might  have  gone  in  some  of  those  lettei:s,  but  I  repeat  the 
proposition,  that  as  far  as  the  Federal  Reserve  Board  is  concerned, 
no  tatement  has  ever  been  given  out  in  the  year  1920  with  its 
authority  which  is  at  variance  with  the  principles  set  forth  there  in 
that  statement  of  May  19,  1920. 

Representative  Ten  Eyck.  Was  it  your  intention,  Mr.  Chairman, 
to  have  the  bulletins  that  were  sent  out  by  the  board  to  the  reserve 
banks  inserted  in  the  record  ? 

The  Chairman.  I  suggested  that  the  governor  file  with  the  com- 
mission copies  of  general  letters  stating  the  policy,  or  letters  of 
instruction,  whatever  they  are  called,  issued  to  the  various  Federal 
reserve  banks,  beginning  January  1,  1920,  and  down  to  date. 

Senator  Harrison.  You  can  do  that,  can  you  not.  Governor? 

Gov.  Harding.  Certainly;  with  pleasure.  I  will  ask  the  secretary 
of  the  board,  who  is  present  in  the  room,  to  take  notice  of  the  request 
Mid  get  those  circulars  together  and  send  them  to  you. 

Senator  Harrison.  In  connection  with  that  I  would  like  to  have 
any  statement  that  was  issued  during  that  time  by  the  governor  o 
the  Federal  Reserve  Board.  He  has  incorporated  in  the  record  one 
statement,  for  instance,  that  was  made  before  leaving  this  year  for 
the  West.  I  would  like  to  have  any  other  statements  durmg  that 
time  that  were  issued  to  the  public. 

Gov.  Harding.  I  would  Uke  to  read  to  this  commission  right  here 
a  letter  which  I  wrote  to  the  chairmen  of  all  Federal  reserve  banks  on 
November  24,  1920,  on  the  subject  of  extension  of  credit  to  farmers. 

Senator  Harrison.  Before  you  do  that  let  us  make  it  clear  what 
ye  are  going  to  get.  You  have  some  other  statements  that  you  have 
Jssued  to  the  press  during  that  term  ? 

Gov.  Harmng.  I  do  not  recall  them  now.  We  did  not  issue  many 
statements  in  1920.     It  was  not  a  time  to  be  talking  too  much. 

Senator  Harrison.  I  think  you  are  exactly  right  in  that,  but  we 
*wit  to  know  what  you  did.  Will  you  have  your  secretary  look 
through  your  files  and  see  if  you  did  issue  any  such  statements  ? 
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Gov.  Harding.  Certainly. 

Senator  Harrison.  And,  Mr.  Chairman,  if  we  can  get  them,  any 
statements  that  were  issued  by  the  Federal  reserve  banks  to  the 
member  banks. 

The  Chairman.  I  have  no  doubt  the  statements  issued  by  the 
Federal  reserve  banks  can  be  obtained,  and  if  the  members  of  the 
commission  would  like  to  have  them  we  will  get  them. 

Gov.  Harding.  Now,  I  would  like  to  read  this  statement  I  wrote 
on  November  24,  1920,  by  authority  of  the  board,  and  I  want  to  say 
that  all  these  letters  I  write  as  executive  officer  of  the  board  are  first 
submitted  to  the  board  for  its  approval  before  they  go  out.  I  do  not 
know  whether  the  board  was  unanimous  on  this  or  not;  I  think  it 
was.  I  do  not  remember  any  difference  of  opinion  on  these  circulars; 
I  think  also  the  board  was  unanimous  on  the  statement  of  May  19, 
1920.     [Reading:] 

Federal  Reserve  Board, 
Washington^  November  24,  l^V 
Subject:  Extension  of  credit  to  farmers. 

Dear  Sir:  The  board  has  received  several  telegram^  recently  from  individuals  and 
boards  of  trade  in  towns  located  in  northeastern  Nebraska,  South  Dakota,  and  North 
Dakota,  all  couched  in  substantially  the  same  words  and  phrases,  urging  the  Federal 
Reserve  Board  "to  declare  that  an  emergency  now  exists  and  to  arrange  for  credit 
extension  to  farmers." 

For  your  information  a  copy  of  one  of  these  telegrams  is  sent  to  you  herewith,  together 
with  a  copy  of  the  board's  reply. 
Very  truly,  yours, 

,  Crovemof. 

To  Ohaieimen  of  all  Federal  Reserve  Banks. 


Here  is  a  copy  of  the  telegram.     I  suppose  I  got  50  of  them,  jusi 
exactly  alike:  I 

Hon.  W.  P.  G.  Hardinq, 

Governor^  Federal  Reserve  Board ^  Washington,  D.  C: 

Our  country  is  full  of  corn,  oats,  immature  pigs,  and  partly  fatted  cattle.  Youi 
board  is  insisting  that  farmers  sell  these  products  to  reduce  existini?  indebtedneaa 
The  only  salable  produce  is  com  at  40  cents  and  oats  at  33  cents  per  bushel.  A  ait 
at  this  price  will  not  pay  the  cost  of  raising  the  crop  and  will  not  liquidate  any  indebt- 
edness but  will  simply  force  the  crops  into  the  hands  of  speculators  and  a  very  largi 
part  of  the  farmers  into  bankruptcy,  and  at  a  time  when  the  consumer  is  able  to  pay  i 
fair  price. 

This  means  that  general  bankruptcy  will  follow.  We  earnestly  urge  your  board  to 
declare  tha^t  «u  emergency  now  exists  and  to  arrange  for  credit  extensiou  to  farm^ 
so  that  some  of  the  existing  iudebtednesp  can  be  paia  out  of  the  proceeds  of  the  present 
crop.  Your  board  outlined  a  policy  last  spring  to  brin^  down  prices  and  in  so  far  H 
pricres  of  farm  products  are  concerned  you  have  certainly  more  than  accomptiahf^i 
your  purpo83.  If  your  board  will  bring  pressure  to  make  a  decent  market  our  Durmen 
would  gladly  sell  their  pWducta. 

Representative  Mills.  Whose  letter  is  that  ? 

Gov.  Habding.  That  is  a  form  of  telegram  which  came  to  us  fro; 
60  different  sources,  from  all  over  Nebraska  and  North  Dakota  am 
South  Dakota.     As  I  said  before,  the  only  policy  the  board  outlin 
was  on  May  18,  which  is  referred  to  in  our  answer  to  the  Senat 
resolution  of  May  18  and  was  given  out  in  that  statement  to  thd 
press 

Here  is  a  form  of  reply  to  the  senders  of  that  telegram.  This  copy 
was  sent  to  all  Federal  reserve  banks  for  their  information  [reading]: 
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XOV EMBER  24,   1920. 
Dear  Sir:  A  telegram  dated  November  22,  8igne<l  by  yourself  and  in  behalf  of  185 
others,  hnfl been  received  and  duly  coiaidered  by  the  Federal  Reserve  Board. 

Our  i^ormation  is  that  the  price  conditions  of  whi^h  you  complain  are  due  in  part 
to  the  difficulty  of  maintainiiig  a  large  volume  of  exports  because  of  the  credit  situation 
ibroad,  in  part  to  the  unusually  large  crops  which  have  been  produced  this  year,  and 
in  part  to  the  fact  that  the  farmers,  for  one  reason  or  another,  carried  over  a  larger 
amount  than  usual  of  last  year's  crops.  The  fall  of  prices  has  also  been  accelerated 
because  of  greater  economy  on  the  part  of  consumers  and  thoir  reluctance  to  pay  the 
prices  which  prevailed  some  months  ago. 

The  Federal  R38erve  Board  regrets  the  embarrassments  which  are  attendant  upon 
the  commerce,  business,  and  agriculture  of  the  country,  but  desires  to  state  most 
positively  that  theee  conditions  nave  not  been  brought  about  by  any  acts  or  policies 
af  the  Federal  Reserve  Board  or  the  Federal  reserve  system.  On  the  other  hand,  the 
board  confidently  asserts  that  but  for  the  precautionary  measures  taken  several  months 
igo  coTwlitions  would  have  been  far  worse  to-day  than  they  are  and  the  prospects  of 
Habilization  and  recovc^iy  much  more  remote.  The  Federal  Reserve  Board  has  not 
tnfliflted  that  farmers  sacrifice  their  products  or  that  they  adopt  any  particulaj  policy. 
Ilie  Federal  reserve  banks  do  not  deal  directly  with  the  public  but  are  permitted  by 
kw  to  rediscount  for  member  banks  paper  defined  by  the  Federal  reserve  act  as 
ifi^le. 

There  has  been  no  reduction  in  the  volume  of  credit  extended  by  the  Federal  reserve 
bnks  during  the  past  year,  for  the  volume  of  paper  rediacounted  bv  Federal  reserve 
ktnlra  and  the  amount  of  Federal  reserve  notes  outstanding  are  each  higher  by  several 
umdred  millions  of  dollars  than  a  year  ago.  Member  banks  have  rediscounted  with 
federal  reserve  banks  a  much  larger  proportion  of  their  total  loans  and  discounts  than 
hev  have  ever  done  before,  an  amount  about  10  times  greater  than  normal.  The 
Federal  reserve  banks  in  the  agricultural  districts  have  discoimted  for  their  member 
woka  amounts  so  large  that  in  many  cases  their  own  reserves  would  have  been  reduced 
ole88  than  one-half  of  the  legal  minimum  but  for  the  fact  that  they  were  permitted 
ly  the  Federal  Reserve  Board  to  rediscount  with  other  Federal  reserve  banks.  The 
otal  volume  of  these  interbank  rediscounts  whi^h  have  gone  for  the  larger  part  to 
ftember  banks  in  fanning  sections  has  at  times  been  in  excess  of  $250,000,000.  This 
Bpresents  a  sum  more  than  eight  times  as  great  as  the  maximum  deposits  ever  made 
QT  the  United  States  Treasury  with  national  banks  to  aid  in  crop-moving  operations. 

The  Federal  Reserve  Board  is  advised  by  the  Federal  reserve  bank  in  your  district 
bat  credit  facilities  are  not  being  denied  to  your  member  banks,  although  many  of 
bem  have  under  discount  amounts  far  in  excess  of  what  would  be  regarded  as  a  normal 
od  reasonable  line.  The  Federal  reserve  bank  has  merely  insisted  that  as  notes 
piich  have  been  rediscounted  with  it  are  paid  the  borrowing  member  bank  apply 
be  proceeds  to  the  reduction  of  its  indebtedness  to  the  Federal  reserve  bank, 
^thtf  the  Federal  Reserve  Board  nor  the  Federal  reserve  banks  undertake  to 
p^  the  credit  policy  of  member  banks;  this  rests  with  the  directors  of  each  such 
Jrtitution,  and,  of  course,  the  Federal  reserve  system  has  no  control  whatever  over 
be  credits  of  nonmember  banks.  No  doubt  many  banks  feel  that  they  are  unduly 
^tended  and  are  endeavoring  to  secure  liquidation  or  reduction  of  loans  at  maturity, 
lot  any  direct  pressure  brought  to  bear  upon  the  farmer  to  sell  his  products  is  exertea 
lythe  member  and  nonmember  banks  and  not  by  the  Federal  reserve  bank. 

NumoDUs  telegrams  have  been  received  during  the  past  two  days,  couched  in  sub- 
P&tiallv  the  same  words  and  terms  as  yours,  from  individuals  and  Usde  bodies  in 
^  section  indicating  oiganized  effort  to  bring  pressure  to  bear  upon  the  Federal 
"«erve  Board.  In  each  of  these  telegrams  the  board  is  uijted  *'to  declare  that  an 
*«gency  now  exists  and  to  arrange  for  credit  extension  to  larmers." 

Just  at  this  particular  time  the  financial  situation  was  very  critical. 
*  is  past  history  now,  and  I  do  not  mind  saying  it,  because  when  we 
»»ve  the  reserve  that  we  now  have  we  can  talk  a  good  deal  more 
teldly  and  freely  than  we  did  last  fall.  Here  is  what  they  asked  us 
iodo — 

'^^Isre  that  an  emergency  now  exists  and  to  arrange  for  credit  extension  to  farmers. 
^^  a  declaration  by  the  hoard  would  be  liable  to  cause  a  real  emergency  and  woidd 
l^centoate  the  distress  instead  of  relieving  it.  An  extension  of  loans  to  farmers  can 
l^^ted  only  by  the  banks  with  which  the  farmers  deal  and  to  which  they  are 
m)ted.  The  Federal  Reserve  Board  has  been  a  consistent  advocate  of  orderly 
'■'Acting  of  crops,  but  as  has  been  pointed  out  by  members  of  the  board  in  public 
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addresses.,  orderly  marketing  does  not  mean  the  tyinjj  up  of  bank  predita  and  the 
withholdini?  of  entire  crops  from  the  market  by  means  of  additional  credits  from 
banks,  but  means  p^dual  sales.  The  application  of  the  proceeds  of  these  sales  to 
existing?  indebtedness  would  place  the  individual  farmer,  the  merchant,  and  the 
local  bank  in  stron^r  position  and  would  make  it  possible  for  the  local  iMmk  to  do 
more  for  the  farmer  than  it  can  do  if  cropa  are  withheld  entirely.  I  am  sending  you 
a  copy  of  an  address  which  I  made  several  weeks  as;©  before  the  chamber  of  commerce, 
at  Cleveland,  Ohio,  and  would  invite  your  attention  particularly  to  those  paragraphs 
which  have  been  marked. 

In  conclusion,  I  would  say  that  the  Federal  Reserve  Board  recognizes  the  fact  that 
agriculture  is  a  basic  and  vital  industry.  The  board  has  alwavs  assumed  a  sympa- 
thetic attitude  toward  all  matters  relating  to  agriculture,  and  it  has  done,  is  doine, 
and  will  continue  to  do  all  it  can  in  a  legitimate  and  proper  way  to  assist  the  farmer  in 
his  credit  problems.  It  will  not,  however,  be  forced  into  the  adoption  of  policies 
which  in  its  judgment  would  be  unwise  and  ruinous,  and  which  would  eventually 
involve  the  farmer,  as  well  as  others,  in  disaster. 
Very  truly,  yours, 

W.  P.  G.  Qardino,  Governor 

Senator  Harbison.  Let  me  ask  you  this,  in  that  connection.  I.s  it 
your  opinion  now  that  the  effect  of  any  of  the  statements  issued  by 
you  as  governor  of  the  Federal  Reserve  Board,  or  of  the  action  of  the 
Federal  Reserve  Boards  was  to  reduce  the  price  of  the  raw  agricul- 
tural products  ? 

Gov..  Harding.  I  do  not  think  so. 

Senator  Harrison.  You  do  not  think  it  was  % 

Gov.  Harding.  I  do  not. 

Senator  ITarrison.  That  was  not  the  idea  of  the  Federal  Reserve 
Board,  was  it? 

Gov.  Harding.  It  was  not. 

Senator  Harrison.  Do  you  think  it  affected  those  people  mate- 
rially in  getting  the  credits  that  they  had  been  getting — the  state- 
ments that  were  issued  ? 

Gov.  Harding.  I  do  not  think  so. 

Senator  Harrison.  Now,  I  notice  in  a  statement  issued  by  the 
Federal  Reserve  Board  to  the  press  on  October  17,  1920 — you  prob- 
ably have  it  there— this  statement: 

The  board  is  advised  that  credit  has  been  steadily  available  fw  the  succesein 
seasonal  requirements  of  agriculture,  as  well  as  for  the  needs  of  commerce  and  industry. 

You  were  of  that  opinion  at  that  time  ? 

Gov.  Harding.  Yes,  sir. 

Senator  Harrison.  And  further  in  this  statement  it  says: 

The  disturbances  in  price  and  demand  which  have  recently  manifested  themsehrei 
in  markets  for  various  agricultural  and  other  commodities,  not  only  in  the  United 
States  but  in  other  countries  as  well,  are  inevitable  and  unavoidable  consequences  d 
the  economic  derangements  occasioned  by  the  World  War. 

Gov.  Hard[ng.  That  had  already  been  stated  publicly  by  othei 
high  authorities  besides  the  Federal  Reserve  Board. 

Senator  Harrison.  Yes;  but  do  vou  not  think  that,  naturally,  tli« 
impression  that  in  the  opinion  of  the  board  prices  must  come  down 
would  cause  the  member  banks  who  read  it  to  go  slow  in  making  loan^ 
where  they  were  secured  by  agricultural  products,  and  cause  many  oi 
them  who  had  faith  and  confidence  in  the  security  of  agricultural 
products  to  lose  that  faith  ? 

Gov.  Harding.  You  must  know  the  amount  of  pressure  that  waf 
brought  to  bear  upon  the  board  to  say  something  or  other.  We  kepi 
(juiet  as  far  as  we  were  permitted  to  keep  quiet,  and  any  statement  wi 
issued,  further  than  the  statement  of  May  18,  was  issued  practicAllj 
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under  protest,  because  if  we  had  not  issued  a  statement  the  effect 
would  nave  been  worse  than  if  we  had.  You  certainly  would  not 
have  had  the  Federal  Reserve  Board  come  out  and  issue  a  false  or 
misleading  statement,  would  you  ? 

Senator  ELarrison.  Oh,  indeed  not.  I  am  sure  there  was  nothing 
in  my  question  to  mve  that  impression. 

Gov.  Harding.  Would  you  nave  had  the  Federal  Reserve  Board 
say,  ''Hold  on  to  your  stuff,  because  we  think  you  are  going  to  get 
S3  for  your  wheat  m  January,'*  and  so  on  ?  People  would  have  come 
back  at  the  board  and  said,  ''Upon  what  basis  do  you  reach  that 
conclusion?" 

Senator  Harrison.  I  think  it  would  have  been  very  foolish  to  do 
that,  and  I  hope  my  question  did  not  give  the  impression  that  I 
thought  you  ought  to  do  that. 

Gov.  Harding.  Let  me  ask  you  this.  Senator.  If  you  were  a 
member  of  the  board,  and  put  in  the  position  where  you  were  abso- 
lutely forced  to  issue  some  statement  or  other,  just  what  sort  of 
statement  would  you  have  issued  ? 

Senator  Harrison.  I  do  not  know  that  I  would  have  issued  a 
statement  which  would  have  driven  down  prices  of  raw  agricultural 
products. 

Gov.  Harding.  I  do  not  think  any  board  statement  drove  down 
the  prices  of  raw  agricultural  products. 

Senator  Harrison.  Is  it  your  opinion  now,  when  you  read  this  in 
the  light  of  what  has  happened,  where  you  say — 

,  The  disturbances  in  price  and  demand  which  have  recently  manifested  themselves 
in  markets  for  various  agricultural  and  other  commodities,  not  only  in  the  United 
States,  but  in  other  countries  as  well,  are  inevitable  and  unavoidable  consequences  of 
the  economic  derangements  occasioned  by  the  Worid  War. 

Do  you  not  think  that  would  naturally  have  caused  these  bankers 
to  sit  up  and  take  notice  ? 

Gov.  Harding.  There  are  higher  authorities  than  any  member  of 
the  Federal  Reserve  Board  who  had  issued  such  statements 
previously.  For  instance,  last  year  the  Secretary  of  the  Treasury 
W  already  issued  such  a  statement,  and  now  the  President  of  the 
United  States  has  recently  made  a  similar  statement. 

Senator  Harrison.  I  understand.  Everybody  at  that  time  was 
frying  to  drive  down  prices.     I  agree  with  you  thoroughly. 

Gov.  Harding.  No,  sir;  not  at  that  time;  I  do  not  thmk  so. 

Senator  Harrison.  Do  you  not  think  that  influenced  bankers  to 
he  more  prudent  and  cautious  ? 

Gov.  Harding.  The  Federal  Reserve  Board  stated  they  were 
uudous  at  that  time  to  stabilize  the  situation,  as  indicated  Dy  this 
ktter  I  have  just  read.  But  you  can  not  expect  the  Federal  Reserve 
Board  to  come  out  and  issue  an  absolutely  insincere  statement  which 
18  not  corroborated  by  facts,  which  is  not  justified  by  the  logic  of 
events. 

Senator  Harrison.  I  do  not  want  you  to  get  out  any  insincere 
8tatemeats.  Following  this  statement  that  was  gotten  out  there 
^ere  a  good  many  protests,  of  course,  as  you  have  indicated,  such  as 
Ws  tel^am  that  came  from  Nebraska. 

Gov.  Harding.  Yes,  but  they  said  '*last  spring;"  they  did  not 
refer  to  that  statement  •  I  do  not  remember  any  protest  about  this 
statement. 
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Senator  Harrison.  That  was  in  November,  1920  ? 

Gov.  Harding.  November  24,  1920.  when  this  telegram  came, 
and  they  referred  to  what  the  board  did  '4ast  spring.'' 

Senator  Harrison.  Yes,  but  that  was  issued  after  this  statement 
of  October  17,  1920? 

Gov.  Harding.  Yes.  But  the  very  fact  that  it  was  issued  after 
that  statement  and  those  people  did  not  refer  to  that  statement 
would  indicate  that  those  people  had  either  not  seen  this  statement 
or  did  not  pay  any  attention  to  it. 

Senator  JHarrison.  At  that  time  there  was  a  meeting  here  in 
Washington  of  the  farm  organizations  of  the  country,  and  they  signed 
a  statement  and  released  it  for  publication  and,  I  understand,  sent 
a  copy  to  the  governor  of  the  Feaeral  Reserve  Board.  Among  other 
things,  they  say: 

The  statements  given  out  by  the  Secretary  of  the  Treasury,  the  governor  of  the 
Federal  Reserve  Board,  and  the  Federal  reserve  banks  have  been  construed  to  the 
effect  that  commodity  prices,  particularly  prices  of  farm  products,  were  too  high  and 
that  a  prewar  basis,  or  a  resumption  of  a  prewar  basis,  of  prices  must  be  reached  within  | 
a  short  time.  The  consequent  effect  of  these  utterances  upon  the  member  ban^  s  of 
the  Federal  reserve  system  and  the  banking  interests  of  the  country  generally  was  to 
cause  them  to  withhold  such  accommodations  as  they  might  have  otherwise  extended, 
because  of  the  fear  that  the  security  taken  would  necessarily  decline. 

Did  that  come  to  your  attention  at  that  time  ? 

Gov.  HORDING.  I  do  not  remember;  I  think  possibly  it  did.  But 
you  will  notice  this  paper  refers  to  statements  given  out  by  the 
Secretary  of  the  Treasury,  the  governor  of  the  Federal  Reserve  Board, 
and  the  Federal  reserve  oanks,  and  how  they  have  been  construed. 

Senator  Harrison.  Yes. 

Gov.  HORDING.  Now,  if  a  statement  had  been  given  out  by  a 
higher  official  which  had  been  construed  as  going  nirther  than  our 
statement,  I  do  not  see  how  our  statement  had  any  effect  on  prices. 

Senator  Harrison.  And  then  on  the  same  day  did  there  come  to 
your  attention 

Gov.  Harding.  I  have  here  and  I  can  put  in  the  record  the  state- 
ment of  the  Secretary  of  the  Treasury  issued  on  or  about  that  time. 

Senator  Harrison.  Yes;  I  think  that  ought  to  go  in  the  record. 

(The  statement  referred  to  is  here  printed  in  fuQ,  as  follows:) 

(For  release,  Monday  momlnf  newspapers,  Sept.  27, 1900.] 

Trbasuet  Dbpartment. 

Certain  statements  in  circulation  purporting  to  represent  the  views  of  the  Secretary  i 
of  the  Treasury  on  a  phase  of  the  credit  situation  are  either  inaccurate  or  have  been 
nusinterpreted.    What  the  Secretary  said  is  this: 

''I  am  in  favor  of  every  legitimate  effort  to  promote  the  orderly  marketing  of  all 
commodities,  but  the  Grovemment  can  not  be  a  party  to  an  undertaking  to  hold  com- 
modities off  the  market  to  enable  the  owners  artificially  for  speculative  purpoeee  to 
maintain  war  prices  or  higher  than  war  prices.  As  a  matter  of  fact,  the  banks  of  the 
country  during  the  last  12  months  have  been  extending  large  credits  to  meet  the 
demands  from  industry  and  agriculture.  Since  August,  1919,  the  loans  and  invest- 
ments of  about  800  reporting  member  banks  increased  over  two  and  one-half  bilUons 
of  dollars. 

"As  these  reporting  banks  represent  about  40  per  cent  of  the  resources  of  all  the 
banks,  it  is  estimatea  that  the  total  increase  in  loans  and  investments  since  August, 
1919,  has  been  over  five  and  one-half  billions  of  dollars.  Even  from  January  23,  1920, 
when  the  increase  in  discount  rates  went  into  effect,  to  August  27,  1920,  tiie  loaas  of 
about  800  reporting  member  banks,  exclusive  of  loans  secured  by  Govenunent  obli- 
gations and  other  stocks  and  bonds,  increased  about  one  and  a  quarter  bilUooB  of 
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dollars.  This  would  reflect  a  total  increase  of  commercial  Foans  in  all  banks,  it  is- 
estimated,  of  perhaps  three  billions.  Since  the  crop-moving  demands  came  on  the 
billfl  discounted  ana  purchased  by  the  Federal  reserve  banks  have  increased  at  the 
rate  of  about  fifty  millions  3  week,  and  the  Federal  reserve  notes  at  the  rate  of  from 
thirty  to  forty  millions  a  week.  Tne  increase  in  the  volume  of  Federal  resserve  notep  . 
from  January  23,  1920,  to  August  27,  1920,  was  $360,000,000." 

Gov.  Harding.  Bear  in  mind,-  any  statements  issued  by  the  Secre- 
tary of  the  Treasury  or  the  Comptroller  of  the  Currency,  who  have 
independent  powers,  are  issued  not  by  authority  of  the  Federal 
Reserve  Board,  whereas  any  statement  that  I  issued  as  governor  and 
executive  officer  would  naturally  be  by  authority  of  the  Federal 
Reserve  Board.  And  I  have  no  more  influence  on  the  Federal 
Reserve  Board,  no  more  power,  than  any  other  member  of  the  board. 
I  am  merely  its  executive  officer. 

Senator  Harrison.  It  is  modest  of  you  to  say  so. 

Gov.  Harding.  I  have  only  one  vote,  just  as  any  other  member 
of  the  board. 

Senator  Harrison.  Now,  on  the  same  day  that  statement  was. 
i^ued  by  you  as  governor  of  the  Federal  Reserve  Board  there  waa 
eiven  to  tne  press,  and  I  am  wondering  whether  you  saw  it,  signed 
By  the  representatives  of  the  farming  interests  of  Louisiana,  Kansas, 
Wisconstn,  Texas,  Virginia,  and  California,  a  letter  addressed  to. 
C.  S.  Barrett,  chairman  of  the  joint  agricultural  conference  here  in 
Washmgton,  in  which  they  say: 

The  imdersigped  committee  appointed  for  the  purpose  of  remaining  in  Washington. 
in  order  to  consider  and  report  upon  the  statement  of  the  Federal  Reserve  Board  issued 
to-mriit  beg  leave  to  report  as  follows: 

"The  statement  issued  to-night  b>r  the  Federal  Reserve  Board  not  only  does  not, 
Attempt  to  meet  the  situation  and  will  not  alter  conditions  hut  is  even  couched  in 
tenns  to  support  price  declines. " 

Gov.  Harding.  Who  said  that? 
,  Senator  Harrison.  That  is  these  representatives  of  the  farming; 
interests.    Let  me  finish  reading  this: 

The  board's  declaration  that  the  present  distiurbances  are  imavoidable  and  inevit- 
ibie  is  indefensible  in  this  crisis. 

Gov.  Harding.  What  should  the  board  have  said  then  ? 

Senator  Harrison.  I  am  not  arguing  about  what  they  should 
have  said"  I  am  just  trying  to  get  at  whether  or  not  there  was  this. 
policy  to  depress  the  prices  of  raw  agricultural  products,  and  whether 
or  not  it  did  not  influence  the  making  of  loans  by  the  member  banks. 

Gov.  Harding.  You  may  remember,  Senator,  that  some  time  last 
September  you  suggested  something  that  you  thought  the  board 
ought  to  say  and  we  did  not  say. 

Senator  Harrison.  I  do  not  know  about  that.  There  were  a  good 
niany  things  I  thought  they  should  have  said  that  they  did  not  say. 

Gov.  Harding.  Do  you  think  it  would  be  proper  for  me  to  put  in, 
the  record  a  memorandum  of  our  conversation  ? 

Senator  Harrison.  You  may  put  it  in,  absolutely.  I  tried  to  get 
you  at  that  time  to  reduce  the  rates  of  tne  board  because  I  thought 
tte^  were  too  high. 

Gov.  Harding.  Let  me  call  your  attention  to  a  public  statement. 
tuat  was  issued  not  very  many  weeks  ago  hj  ex-Gov.  Cox  of  Ohio,. 
J^  was  the  Democratic  candidate  for  President  last  fall,  in  which 
ue  referred  in  complimentary  terms  to  the  great  assistance  the  Fed- 
^  reserve  system  nad  rendered  the  coxmtry.    I  want  to  follow  that 
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statement  by  saying  that  about  the  middle  of  January  of  this  year 
a  reception  was  given  to  Gov.  Cox  here  at  a  noonday  luncheon  at 
the  house  of  one  of  the  Cabinet  officers,  and  I  was  invited  to  attend. 
I  had  met  Gov.  Cox  when  I  went  to  Columbus',  Ohio,  in  1918,  at  a 
bankers'  convention.  I  had  a  very  slight  acquaintance  with  him  and 
did  not  know  whether  he  remembered  me  or  not. 

This  was  about  the  middle  of  January,  1921.  Gov.  Cox  was  on 
the  other  side  of  the  room,  and  he  looked  over,  and  he  showed  signs 
of  recognizing  me.  So  I  went  up  with  others  in  line  and  shook  hands 
with  him.  He  greeted  me  very  cordially,  and  he  said,  *'I  am  glad 
to.  meet  you  again/*  He  referred  to  my  previous  meeting  with  nim 
in  1918,  and  said,  "Last  summer  and  fall  I  was  hoping  that  the 
Federal  Reserve  Board  could  modify  its  policies,  but  I  want  to  say 
to  you  now  that  I  think  you  were  right,  and  I  have  greater  r^pect 
for  you  than  I  would  have  had  if  you  had  changed  your  policies  at 
that  time." 

I  make  that  statement,  and  you  can  verify  it  if  you  want  to. 

Senator  Harrison.  That  is  a  good  indorsement  from  a  very  able 
source. 

Representative  Mills.  Governor,  prices  did  drop,  did  they  not? 

Gov.  Harding.  Yes,  sir.  . 

Representative  Mills.  And  your  estimate  of  the  situation  was  a 
perfectly  correct  one  ? 

Gov.  Harding.  I  thmk  it  was. 

.  Representative  Mills.  So  that  if  you  are  being  criticized  at  all,  you 
are  being  criticized  for  making  a  correct  estimate  of  the  situation  and 
*  telling  the  people  of  the  country  the  truth  ? 

Gov.  Harding.  I  want  to  say  one  other  thing  right  here.  I  am 
going  into  this  cotton  situation  in  detail  this  afternoon.  I  want  to 
explain  exactly  the  board's  policy  with  respect  to  cotton,  because 
that  is  an  important  agricultural  staple  and  it  affects  me  personally 
more  than  anything  else.  What  material  interests  I  have  are  mainly 
in  Alabama,  and  as  that  is  a  State  which  grows  a  considerable  amount 
of  cotton,  cotton  prices  affect  everything  I  have.  For  personal  and 
sentimental  reasons,  then,  there  is  no  man  in  Washington,  hardly, 
that  is  more  interested  in  seeing  the  cotton  farmer  prosperous  and 
seeing  high  prices  for  cotton  than  I  am.  Certainly  no  member  of 
the  Federal  Reserve  Board  has  that  interest,  because  ever  since  I 
have  been  in  Washington  I  have  been  the  only  member  of  the  board 
that  has  represented  a  cotton  State.  There  was  one  ex  officio  mem- 
ber of  the  board  who  came  from  a  State  which  grows  30,000  or  40,000 
bales  of  cotton  a  year,  but  that  is  a  bagateue.  His  State  is  not 
xslassed  as  a  cotton-growing  State.  I  was  extremely  anxious  to  do 
everything  I  could,  properly,  for  cotton. 

I  wish  here  to  put  this  statement  into  the  record.  I  believe,  and 
I  think  I  can  prove,  that  the  cotton  farmer  of  the  United  States 
received  some  terribly  bad  advice  during  the  year  1920,  but  he  did 
not  receive  any  bad  advice  from  me.  L  am  going  to  tell  you  of  the 
advice  I  gave  him  in  a  perfectly  legitimate  way  through  official 
channeb. 

There  were  many  people  who  took  the  position  that  because  the 
1920  crop  had  been  raised  at  an  oxceptionafiv  high  cost — and  I  think 
there  is  no  doubt  that  the  cost  of  raising  tne  1920  crop  was  higher 
by  far  than  that  of  raising  any  other  crop  ever  grown— for  some  reason 
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or  other  the  fanner  was  going  to  get,  because  he  was  morally  entitled 
to  it — you  all  know  we  do  not  always  get  our  deserts  in  this  world, 
but  they  assmned  that  because  the  price  of  making  the  crop  was 
high — regardless  of  world  conditions,  regardless  of  the  fact  that 
cotton  is  a  crop  which  depends  more  than  any  other  upon  the  export 
demand,  he  was  going  to  get  cost  of  production  plus  a  reasonable 
profit;  that  he  ought  U>  have  it  and  therefore  he  was  going  to  get  it. 

There  were  many  prominent  men  in  this  coimtry,  men  of  influence, 
who  made  it  their  business  during  the  year  1920  to  attend  cotton 
conventions  and  issue  statements,  saying,  ''Forty  cents  a  pound  for 
cotton  looks  high,  but  it  is  cheap  under  the  circumstances.  It  ought 
to  be  worth  50  or  60  cents  a  pound.  Hold  your  cotton.  Do  not 
take  a  cent  less  for  it.'*  There  were  conventions  held  by  the  American 
Cotton  Association,  at  which  delegates  were  present  from  all  over 
the  South,  one  as  late  as  the  2d  of  September,  in  Montgomery,  Ala. 
That  convention  adopted  resolutions,  which  I  have  here  and  which 
I  shall  put  in  the  record  this  afternoon,  in  which  they  described  all 
these  circumstances,  the  high  price  of  making  the  crop,  and  so  on, 
and  said,  "  We  therefore  declare  that  it  is  the  opinion  ol  this  con^ven- 
tion  that  there  should  be,  and  we  do  hereby  fix  a  minimum  price  for 
cotton  of  40  cents  a  pound;  and  that  the  price  will  be  raised  1  cent 
per  pound  per  month  after  November  1,  1920.*'  And  appeals  were 
made  to  the  Federal  Reserve  Board  for  help  for  the  cotton  fanner 
on  tiie  basis  of  40  cents  a  poimd. 

Now,  I  am  going  to  explain  this  afternoon  the  predicament  the 
board  foimd  itself  m  and  why  it  was  impossible  for  the  board  to 
pursue  any  other  policy  than  that  which  it  did  pursue.  I  am  going 
to  read  a  correspondence  extending  all  over  the  year,  and  then  1  am 
going  to  leave  it  to  this  commission  to  judge  whether  or  not  any 
mteUigent  board  could  have  done  anything  else. 

I  tmnk  that  the  people  who  advised  tne  cotton  farmers  of  the 
South — many  of  them  ignorant,  many  of  them  negroes,  many  of 
them  tenant  farmers— and  took  upon  themselves  the  responsibility 
of  advising  them  to  hold  cotton,  which  they  could  have  sold  at  a 
comparatively  high  price,  in  the  hope  of  getting  a  higher  price, 
assumed  a  tremendous  responsibilitv,  and  that  Uiey  and  not  the 
Federial  Reserve  Board  are  responsible  for  the  loss  of  millions  of 
dollars  to  farmers. 

Representative  Ten  Eyck.  What  would  have  happened,  Governor, 
if  a  different  propaganda  had  gone  out,  stating  that  cotton  was  at 
the  highest  pnce  at  that  time,  and  evory  one  had  sold  ?  Who  would 
have  Sought  it? 

Gov.  ifijtDiNG.  That  propaganda  ought  not  to  have  gone  out. 
It  was  a  time  when  it  would  have  been  better  not  to  have  held  any 
conventions. 

Representative  Ten  Eyok.  But  what  would  have  happened  if  they 
had  forced  the  cotton  on  the  market  at  that  time  ? 

Gov.  Harding.  I  know  of  farmers— not  isolated  cases;  I  can  name 
many  cases— who  borrowed  money  to  hold  their  1919  crop,  which 
they  could  have  sold  on  a  basis  of  40  cents  a  pound  or  better. 
They  were  holding  cotton  back  to  come  in  competition  with  the 
1920  crop.  And  one  reason  why  cotton  went  so  low  in  1920  was 
the  fact  that  so  much  cotton  from  the  1919  crop  had  been  held  back. 
It  may  be  that  part  of  the  holding  was  unavoidable,  because  there 
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was  no  market  for  some  of  the  grades,  but  for  other  grades  th«re  was 
a  market,  and  ordinary  common  sense  would  have  ui^ed  the  mar- 
keting of  that  cotton.  Much  of  it  could  have  been  sold^  and  it  would 
have  Tightened  the  load. 

Representative  Ten  Eyck.  Where  would  it  have  gone,  may  I  B8k( 

Gov.  Harding.  To  the  New  England  mills  and  the  southern  mills. 
A  part  of  it  would  have  gone  to  the  British  mills.  If  a  cptton 
mill  buys  cotton  at  a  high  price  it  is  not  interested  in  dejM^sing 
the  price  of  cotton  naturally  below  the  price  at  which  it  bought 
the  raw  product,  because  there  is  a  certain  relationship  between 
the  price  of  the  manufactured  goods  and  the  price  of  the  raw 
cotton.  It  is  not  a  stable  relationship;  it  fluctuates  from  day  to  day: 
but  the  same  principle  enters  into  it  tnat  enters  into  retail  operations. 
You  know  why  retail  prices  did  not  follow  the  wholesale  prices  down. 
The  retail  merchants  were  unwilling  to  take  a  loss  and  to  sell  goods 
on  a  fair  profit  based  on  replacement  cost.  Their  idea  was  to  sustain 
prices  and  avoid  loss  on  old  stock. 

And  I  do  not  blame  them  for  that.  It  was  perfectlv  natural.  Ir 
many  cases  they  could  not  afford  to  take  the  loss.  I  think  that  is 
the  reason  why  the  fall  in  retail  prices  was  not  coincident  with  or  as 
rapid  as  the  fall  in  wholesale  prices.  The  retailers  were  anxious  to 
work  out  their  accumulated  stocks  with  a  minimum  of  loss. 

Now,  if  cotton  manufacturers  have  large  stocks  of  raw  cotton  on 
hand  they  certainlv  would  not  be  interested  in  depressing  the  cotton 
market  until  they  had  worked  up  this  stock  of  raw  cotton  into  goods 
and  sold  those  goods. 

Representative  Ten  Eyck.  Do  you  think  it  was  the  merchants 
who  had  stocks  of  cotton  oh  hand  that  wanted  this  propaganda  to  go 
out  so  that  the  producer  would  hold  it? 

Gov.  Harding.  No.  I  think  the  mistake  was  made  with  the  best 
intentions  in  the  world.  I  am  not  criticizing  the  men,  because  they 
are  some  of  the  best  men  in  the  South  and  were  deeply  interested  in 
the  movement.  Unless  fully  informed  it  seemed  a  perfectly  natural 
and  logical  thing  to  do,  because  there  is  no  question  that  morallj 
the  farmer  is  entitled  to  cost  of  production  of  his  stuff  plus  a  fair 
living  profit. 

But  the  question  arises.  Is  it  not  possible  in  some  exceptional 
instances  that  discretion  is  the  better  part  of  valor,  and  that  the 
fanner  had  better  be  advised  in  a  quiet  way,  by  people  he  can  under- 
stand and  in  whom  he  has  confidence,  that  in  some  circumstances 
what  he  ought  to  have  it  is  impossible  to  give  him  ?  His  attention 
should  have  been  called  to  world-wide  conditions.  There  is  no  use 
blaming  any  particular  board  or  any  particular  men;  the  depression 
in  agriculture  to-day  is  due  to,  more  than  anything  else,  the  inabihty 
to  sell  in  the  markets  of  the  world  our  surplus  of  agricultural  products. 

The  Chairman.  Gov.  Harding,  it  is  now  25  minutes  of  1.  1  suggest 
we  take  a  recess  until  2  o'clock  this  afternoon. 

Gov.  Harding.  I  want  to  say  before  we  go  that  the  cottcm  situa- 
tion now  is  distinctly  different  from  last  year,  and  in  my  judgment 
the  outlook  for  cotton  now  is  very  much  better.  I  am  going  to  give 
the  reasons  this  afternoon  why  I  think  so. 

(Thereupon,  at  12.35  o'clock  p.  m.,  a  recess  was  taken  until  2 
o'clock  p.  m.) 
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AFTER   RECESS. 

At  2  o'clock  p.  m.  the  commission  reassembled,  pursuant  to  the 
taking  of  recess. 

The  Chairman.  The  commission  will  come  to  order.  Mr.  Harding, 
you  may  proceed,  if  you  will. 

STATEMENT  OF  HOW.  W.  P.  0.  HAKDHTG,  GOVEKKOK  OF  THE 
FKOEBAL  EESEEVE  BOABD,  WASHINGTON,  D.  C— Eesnmed. 

Gov.  Harding.  I  would  like  to  insert  in  the  record  here,  Mr. 
Chairman,  a  letter  which  I  addressed,  by  authority  of  the  Federal 
Reserve  Board,  on  the  16th  day  of  December,  1920,  to  the  Hon. 
George  P.  McLean,  chainnan  of  the  Committee  on  Banking  and 
Currency,  United  States  Senate,  relative  to  discount  rates. 

The  CHAIRMAN.  The  letter  referred  to  may  be  inserted,  without 
objection. 

(The  letter  referred  to  is  here  printed  in  full,  as  follows:) 

December  16, 1920. 

Dear  Mr.  Chairman:  You  have  requested  the  views  of  the  Federal  Reserve  Board 
^th  regard  to  Senate  bill  No.  4560,  which,  if  enacted,  would  fix  the  maximum  rate 
of  interest  or  discount  which  F^eral  reserve  banks  could  charge  member  banks  in 
any  contract,  agreement,  or  any  other  financial  transaction  had  with  them  at  5  per 
cent  per  annum. 

The  Federal  Reserve  Board  desires  to  put  itself  on  record  as  unalterably  opposed 
to  this  bill  or  to  any  other  bill  which  in  any  way  attempts  to  limit  the  power  now 
vested  in  it  and  in  the  Federal  reserve  banla  to  regulate  the  rates  of  discount  which 
those  banks  may  charge. 

It  is  essential  to  the  proper  functioning  of  any  central  bankii^  system  that  the 
centra  bank  or  banks  of  discount  shall  have  complete  control  over  their  rates.  This 
control  over  rates  in  normal  times  is  the  usual  and  most  effective  means  of  pro- 
tecting ihe  gold  reserves  of  a  country  against  withdrawals  for  foreign  account,  and  in 
domestic  transactions  it  insurea  the  accumulation  in  normal  times  of  a  reserve  suffi- 
cient to  meet  the  seasonal  and  emergencv  demands  of  the  central  bank  or  banks, 
It  is  the  ^neral  practice  of  central  banks  lo  fix  their  rates  slig[htly  above  the  market 
rates.  This  is  particularly  true  of  the  Bank  of  England,  and  m  view  of  the  frequent 
references  wiiich  are  made  to  this  institution  in  public  discussions,  it  may  be  of  in- 
terest to  review  this  experience  in  the  matter  of  discount  rates  since  the  passage  of  the 
bank  act  of  1S44,  as  shown  by  the  table  on  page  33  in  a  book  entitled  '*Bank  rate  and 
money  market, "  by  R.  H.  Inglis  Palgrave,  F.  R.  S.  The  annual  average  bank  rate 
of  the  Bank  of  England  during  the  years  1845  to  1871,  inclusive,  was  higher  than  the 
annual  average  market  rate  in  16  of  the  26  years  and  was  lower  than  the  annual  aver- 
^e  market  rate  in  the  other  10  years,  but  from  the  year  1872  to  the  end  of  the  period 
covered  by  the  table,  1900,  the  average  bank  rate  was  higher  than  the  average  mar- 
ket rate  in  every  year.  From  1900  down  to  the  present  time  the  average  bank  rate 
has  continued  to  be  higher  than  the  average  market  rate. 

Up  to  the  year  1833  the  Bank  of  England  was  subject  to  the  usury  laws.  In  his 
book  entitled  "Essai  Sur  La  Fondation  Et  L'Histoire  de  la  Banque  D*Angleterre, 
1694-1844."  Dr.  A.  Andreades,  of  the  University  of  Paris,  refers,  on  page  361,  to  the 
release  of  the  bank  from  the  application  of  the  usiiry  laws  and  describes  the  conditions 
which  led  to  this  action  by  Parliament.  The  conditions  then  existing  in  England 
were  not  altogether  unlike  present  conditions  in  this  country,  and  it  is  noteworthy 
that  instead  of  attempting  to  impose  restrictions  upon  the  bank,  Parliament  liberalized 
its  pKJwers  and  relieved  it  from  the  old  restrictions  which  had  seriously  impaired  its 
efficiency  in  dealing  with  the  situation. 

In  explanation  of  the  fact  that  the  discount  rates  of  the  Federal  reserve  banks  are 
at  the  present  time  below  the  market  rates  it  may  be  appropriate  to  quote  the  following 
from  an  address  which  I  made  to  the  American  Farm  Bureau  Federation  at  Indianapolis 
on  December  7,  1920: 

"Normally  the  discount  rate  of  a  Federal  reserve  bank  should  not  control  the  rates 
atwhich  member  banks  loan  money  to  their  customers.  In  the  countries  which  have 
central  banks  there  is  a  well-established  policy  that  the  central  bank  discount  rate 
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should  be  maintained  at  a  figure  slightly  in  excess  of  the  current  market  rate.  The 
wisdom  of  a  such  a  policy  is  apparent  for  it  eliminates  all  consideration  of  profit  in 
rediscount  transactions  and  gives  the  central  bank  better  control  over  its  own  reserves 
and  casiises  the  banks  whicn  deal  with  the  public  to  rely  to  a  greater  degree  upon 
their  own  resources  in  extending  accommodations  while  still  affording  them  an  outlet 
for  any  undue  accumulation  of  loans.  Because  of  the  exigencies  of  wax  financing, 
it  has  not  been  practicable  for  the  Federal  reserve  banks  up  to  this  time  to  adopt  tlua 
policy,  and  as  a  nile  Federal  reserve  bank  discount  rates  are  lower  than  the  rates 
chaiged  by  member  banks.  It  is  beUeved  that  conditions  are  gradually  adjusting 
themselves  so  that  Federal  reserve  bank  rates  may  be  maintained  at  a  level  sliriitly 
higher  than  the  current  rates  not  only  without  any  disturbance  to  commerce  and  busi- 
ness but  to  their  distinct  benefit.  In  fact,  this  adjustment  has  already  b^:un  in  some 
cities  where  member  banks  have  reduced  their  rates  on  conunercial  paper. " 

The  enactment  of  a  law  fixing  the  maximum  rate  to  be  charged  by  Federal  reeerve 
banks  at  5  per  cent  would,  of  course,  make  it  impossible  to  bnng  this  necessary  cot- 
rective  principle  into  permanent  operation,  for  it  would  be  effective  only  at  times 
.  when  current  market  rates  for  money  might  fall  below  5  per  cent.  The  board  dedree 
to  call  your  attention  to  the  fact  tnat  only  3  States — Illinois,  I^ouisiana,  and 
Michigan — have  a  l^al  rate  of  interest  as  low  as  5  per  cent  and  in  each  of  these  States 
a  higher  contract  rate  is  permissible— Illinois  and  I^ichigan  7  per  cent,  Louisiana 
8  per  cent.  In  32  States  tne  legal  rate  of  interest  is  6  per  cent  7  States  have  a  legal 
rate  of  7  per  cent,  and  in  6  States  and  in  the  District  of  Columbia  the  l^al  rate 
of  interest  is  8  per  cent.  In  11  States— Arizona,  Arkansas,  Florida,  Kansas,  Minnesota, 
Nebraska,  North  Dakota,  Oklahoma,  Oregon,  Texas,  and  Wisconsin— a  contract  rate  of 
10  per  cent  is  allowed,  and  in  10  other  States— Colorado,  C  onnecticut,  Idaho,  A  ontana, 
Nevada,  New  Mexico,  South  Dakota,  Utah,  Washington,  and  W>oming— 12  per  cent 
is  the  contract  rate.  In  7  States — Georgia,  Indiana,  Iowa,  Afississippi,  Missouri, 
Ohio,  and  South  Carolina— having  a  legal  rate  of  less  than  8  per  cent,  a  contract  rate 
of  8  per  cent  is  allowed.  Four  States— California,  Maine,  Massachusetts,  and  Rhode 
Island — permit  any  rate  to  be  charged  under  contract,  and  in  New  York  any  rate 
agreed  upwn  in  writing  is  legal  on  collateral  demand  loans  of  $-'^010  and  over. 

The  theory  that  discount  transactions  should  yield  a  profit  to  the  member  banks  is  a 
fallacy  which  owesits  wide  credence  in  part  to  the  fact  that  the  Federal  reserv  e  l  anl^ing 
-system,  which  has  some  of  the  attributes  of  a  central  banking  system,  is  compaTati^  ely 
new,  and  partly  to  the  abnormal  times  through  which  we  h&\e  passed,  the  lne^  italle 
effects  of  which  are  now  being  experienced.  The  fact  is,  however,  that  the  potential 
profits  of  the  member  banks  should  not  be  permitted  to  influence  the  determination 
of  the  F^ederal  reserv  e  bank  rates.  On  the  contrary,  member  banks  should  rely  mainly 
upon  their  own  resources  in  normal  times  in  order  that  when  seasonal  and  emergency 
demands  arise  the  reserves  of  the  Federal  reserve  tanks  may  be  a^ailalle  to  meet 
those  demands  and  sufficient  to  preAent  the  emergencies  from  developing  into  panic 
conditions.  In  this  connection  yourattention  isin\ited  toan  editorial  "v  hich  ajpcaied 
in  the  I  alias  (Tex.)  Morning  News  of  Friday,  June  11,  1920,  copy  of  which  is  iziclosed 
herewith. 

If  Federal  reserve  bank  rates  were  fixed  at  5  per  cent  at  the  present  time  there 
would  undoubtedly  be  a  verv  strong  incentive  to  the  member  banlts  to  utilize  to  the 
utmost  the  rediscount  facilities  of  the  Federal  reserve  banks,  because  in  an  8  per  cent 
money  market  there  would  be  a  spread  of  3  per  cent  between  that  rate  and  the  Felerai 
reserve  bank  rate  which  would  represent  a  profit  to  be  deriA  ed  bv  the  member  bank5> 
on  re.liscount  trau'sactions.  In  States  whicn  have  no  important  financial  centers,  but 
in  which  rates  as  high  as  10  and  12  per  cent  are  authorized  by  law.  the  incentive  to 
rediscount  Avith  the  Federal  reserA  e  banks  would  be  e^  en  greater. 

It  is  the  opinion  of  the  Federal  Re8er\e  Board,  conf rmed  by  past  experient-e,  thai 
the  lowering  of  the  Federal  reserve  bank  rates  to  5  per  cent  would  ha^  e  but  verv- 
little  if  any  effect  on  the  market  rates  which  could  not  be  fixed  by  legialati^  e  enact- 
ment but  which  are  dotermined  by  the  inevitable  operation  of  the  la'.v  of  supply 
and  demand.  Nor  are  banks  generally  inclined — particularly  banks  in  agricultural 
sections — to  gi\e  their  customers  the  benefit  of  Federal  re8er\e  bank  discount  ratee. 
It  should  be  bonie  in  mind  also  that  with  f^ederal  reserve  bank  rates  at  5  per  cent 
the  incentive  to  speculation  would  increase  the  demand  for  credit  and  the  net  result 
would  be  that  borrowers  for  legitimate  commercial  and  agricultural  purposes  would 
find  it  difficult  and  expensive  to  obtain  credit.  Ultimately,  of  courpc,  the  limit  of 
expansion  would  be  reached,  and  in  the  board's  opinion  it  would  be  reached  within 
a  very  short  time,  for  it  must  not  be  forgotten  that  there  are  about  $25,000,000,000  of 
Government  obligations  available  as  collateral  for  loans  eligible  for  rediscount  by 
Federal  reserve  banks.  If  the  limit  of  expansion  should  be  reached,  the  board 
believes  that  a  condition  of  depression  infinitely  more  serious  and  more  widespread 
than  that  now  existing  would  follow. 
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The  board  calls  the  atteution  of  the  committee  to  the  fact  that  the  bill  under  con- 
sideration Would  operate  as  a  repeal  of  the  pro\Tflion8  of  section  11  (r)  of  the  Federal 
reserve  act  which  require  the  Federal  Reserve  Board  to  impose  a  graduated  tax  upon 
a  Federal  reserve  bank  whenever  its  reserves  fall  below  a  specified  minimum,  the 
Federal  reserve  bank  beine  required  '*  to  add  an  amount  equal  to  said  tax  to  the  rates 
()f  interest  and  discount  fixed  by  the  Federal  Reserve  Board."  If  the  bill  under 
consideration  were  enacted,  5  per  cent  would  be  the  maximum  rate  a  Federal  reserve 
bank  could  charge  even  if  its  reserves  were  rapidly  d'vindlinff  to  the  vaTiishing  point  ► 

In  conclusion  and  by  way  of  summary,  if  this  bill  shoula  become  a  law  it  is  the 
board's  firm  belief  that  the  Federal  reserve  banks  would  find  it  iinpossible  while 
functioning  in  a  normal  way  to  protect  their  gold  reserves,  that  the  Federal  reserve 
system  would  within  a  very  short  time  cease  to  be  in  any  sense  a  reserve  svstem  and 
would  become  a  mere  instrument  for  the  acceleration  anci  perpetuation  of  expansion, 
and  that  a  wholesale  scramble  for  the  funds  of  the  Federal  reserve  banks  would  ensue 
which  would  leave  those  banks  only  two  alternatives— one,  to  lend  their  funds  at 
the  rate  prescribed  until  the  exhaustion  of  their  reserves  had  been  completed,  and 
the  other  to  fix  a  definite  limit  upon  their  total  volume  of  loans,  thus  adopting  a  rigid 
system  of  credit  rationing.  In  the  one  case  they  would  reach  a  point  where  they  would 
De  unable  to  make  further  rediscounts  no  matter  how  insistent  or  meritorious  the 
demands  mi^ht  be,  and  in  the  other  they  would  find  it  necessary  to  place  all  appli- 
cations for  discount  accommodations  on  a  waiting  list  until  repayment  of  prior  Joans 
made  new  funds  available. 
Very  truly,  yours, 

W.  P.  G.  Harding,  Governor. 

Hon.  Oboboe  P.  McLean, 

Chairman  Committee  on  Banking  and  Currency , 

United  States  SenaU. 

Gov.  Harding.  I  would  also  like  to  read,  with  the  permission  of 
Secretary  Mellon,  which  permission  I  obtained  yesterday,  a  copy  of 
Ilia  letter  dated  July  30,  1921,  to  Senator  O.  E.  Weller,  of  Maryland. 
It  relates  to  a  letter  addressed  to  Senator  Weller  by  a  mercantile 
finn  of  Baltimore,  suggesting  a  reduction  in  the  discount  rates  of 
Federal  reserve  banks. 

Tlie  Chairman.  Without  objection,  the  letter  may  be  inserted  in 
the  record. 

(The  letter  last  referred  to  is  here  printed  in  full,  as  follows:) 

July  30,  1921. 

My  Dear  Senator:  1  received  your  letter  of  July  8,  1921,  inclosing  a  letter  from 

Mr.- ,  Baltimore,  with  reference  to  a  suggested  reduction  in  the  diecount 

rates  of  the  Federal  reserve  hanks  to  5  per  cent  and  asking  that  j  advise  you  whether 
or  not  the  subject  has  been  under  consideration  and  if  any  action  has  been  taken 
tbereon. 

As  you  probably  know,  the  Federal  reserve  banks  of  Boston,  New  York,  Ihiladel- 
phia.  and  San  Francisco  have  recently  taken  action  to  reduce  their  rates  to  5i  per 
wnt,  and  a  6  per  cent  rate  now  prevails  in  practically  all  of  the  other  banks,  includiug 
the  Federal  reserve  bank  of  Richmond .  The  ^  and  6  per  cent  d  iscount  rates  are  below 
^e  current  commercial  rate  for  money  which  prevails  in  many  bection^,  and  until 
the  money  situation  becomes  easier  it  would  only  subsidize  borrowing  by  member 
^hi  if  the  Federal  reserve  banks  were  to  make  their  discount  rates  as  low  as  5  per 
cent.  Discount  rates,  of  course,  as  has  been  said  by  the  board,  can  not  be  "pegged 
or  Ixed  arbitrarily,  for  there  are  certain  basic  conditions  related  to  the  demand  foi 
^  the  supply  of  money  in  this  country  and  thorughout  the  world  which  mu?t  be 
taken  into  account,  and  the  formal  establishment  of  a  Federal  reserve  bank  rate  if 
Merely  an  interpretation  of  these  conditions. ' ' 

1  think  that  the  Federal  Reserve  Board  and  the  Federal  reserve  bank."  are  quite  alive 
to  the  necessities  of  the  existing  situation  and  that  the  country  may  be  a5?sured  that 
J«and  when  conditions  justify  lower  discount  rates  the  Federal  reserve  banks  and  the 
ward  will  take  the  necessary  action. 
.  I  am  inclosing  for  your  information  a  copy  of  a  public  Ptatement  of  July  29,  1921, 

L^ued  from  the  W*hite  Hou«e.  and  return  Mr. letter  herewith. 

Very  truly,  yours; 

A.  W.  Mellos.  Secnlary. 

Hon.  0.  E.  Weller, 

United  States  Senate 
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Gov.  Harding.  I  would  also  like  to  insert,  as  a  matter  of  informa- 
tion for  the  commission,  a  table  made  up  from  the  official  abstracts 
of  the  Comptroller  of  the  Currency,  which  shows  the  net  deposits— 
that  is,  demand  deposits  plus  Government  and  time  deposits — ^loans 
and  discounts,  and  also  rediscounts  and  bills  payable  of  national  banks 
on  date  of  comptroller's  calls,  at  various  times  since  September  4, 
1906. 

The  Chairman.  Is  that  of  Federal  reserve  districts  or  the  United 
States  as  a  whole  ? 

Gov.  Harding.  The  United  States  as  a  whole,  and  relates  to  national 
banks  only. 

The  Chairman.  Without  objection,  the  table  may  be  inserted  in  the 
record. 

(The  table  referred  to  is  here  printed  in  full,  as  follows :) 

Statement  sfiowing  net  demand,  plus  Oovernment  and  time  deposits,  loans  and  discount*, 
also  rediscounts  and  bills  payable,  of  national  banks  on  dates  of  comptroller's  eatk 
specified  below. 

[In  thousands  of  dollars.] 


Date. 


Sept.  4, 1906 5,024,641 

Aug.  22, 1907 5,399,367 

Sept.  23,  1908 6,809,887 

Sept.  4, 1912 7,140,596 

Sept.  12, 1914 7,362,621 

Sept.  12, 1916 10,247,920 

Sept.  12, 1917 1  11,676,340 

Aug.31, 1918 1  12,412,213 

Sept.  12,1919 1  14,561,218 

June  30, 1920 |  15,011,021 


Net  demand, 

plus  time 

and 

Oovernment 
deposits. 


Loans  and 
discounts, 

rediscounts, 

and 
overdrafts. 


4, 
4, 
4, 

7. 

9> 
10, 
11> 
13, 


331,459 
709,027 
781,522 
061,000 
417,910 
921,070 
234,289 
111,113 
541,503 
627,897 


Total  redis- 
counts and 
bills  payable. 


48,842 

50,177 

53,286 

82,375 

150,071 

91.893 

285,104 

294,005 

505,516 

206,068 


Peroeotace 
of  total  bills 
payable 
and  redis- 
counts t« 
total  loan^ 
Mid  dis- 
counts. 


LIS 
L38 
Lll 
l.K 
2.34 
1.W 
3.«9 
12.71 
11 M 
16.19 


Gov.  Harding.  The  interesting  part  which  I  want  to  feature  is 
this:  This  table  shows  the  rediscoimts  of  national  banks  on  the  30th 
of  June,  1920,  and  on  September  12,  1919,  and  also  their  deposits  and 
loans.  It  may  be  of  interest  to  the  commission,  in  order  to  show  how 
credits  expended  between  the  12th  of  September,  1919,  which  was 
at  the  begmning  of  the  crop  moving  season,  up  to  the  30 th  of  June, 
1920,  which  was  before  crop  moving  time  began  for  the  1920  season. 

Tlie  national  banks  had,  on  September  12,  1919,  deposits  aggre- 
gating $14,561,218,000;  they  had  loans  at  that  time  of  $11,541 ,503,000 
and  rediscounts  and  bills  payable  of  $1,505,516,000.  The  percent- 
age of  total  bills  payable  and  rediscounts  to  total  loans  and  dis- 
counts of  all  the  national  banks  on  September  12,  1919,  was  13.04 
per  cent. 

On  June  30,  1920,  the  national  bank  deposits  had  increased  about 
$440,000,000,  up  to  $15,011,021,000;  their  loans  and  discounts  had 
increased  $2,100,000,000,  up  to  $13,627,897,000;  and  their  total 
rediscounts  and  bills  payable  had  increased  $700,000,000,  up  to 
$2,206,068,000;  and  the  percentage  of  their  total  bills  payable  and 
rediscounts  to  total  loans  and  discounts  had  increased  from  13.04 
to  16.^9  per  cent. 
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Those  figures  relate  to  national  banks  alone.  And  the  figures  as 
to  rediscounts  and  bills  payable  do  not  relate  exclusively  to  their 
rediscounts  with  the  Federal  reserve  banks ,  but  thev  include  their 
rediscounts  and  credit  accommodations  with  each  other. 

In  order  to  give  you  an  idea  of  how  the  operations  of  the  Federal 
reserve  system  have  tended  to  increase  tne  facility  with  which 
rediscounts  may  be  obtained,  and  how  they  have  tended  also  to 
increase  the  volume  of  rediscounts  with  the  consequent  acconmioda- 
tions  which  that  increase  involves,  I  want  to  call  your  attention  to  the 
figures  for  September  4,  1906,  when  the  total  desposits  of  national 
banks  were  $5,024,641,000,  about  one-third  what  they  were  on 
June  30,  1920;  and  their  total  loans  and  discounts  on  September  4. 
1906,  were  $4,331,459,000;  at  that  time  their  total  rediscounts  ana 
bilk  payable  were  $48,842,000,  making  1.13  per  cent  of  their  total 
loans  and  discounts. 

fti  August  22. 1907,  which  was  only  a  few  weeks  before  the  panic  of 
1907  eventuated,  the  national  banks  had  deposits  of  $5,399,367,000; 
and  total  loans  and  discounts  of  $4,709,027,000;  and  total  redis- 
counts and  bills  payable  of  $59,177,000,  1.26  per  cent  of  their  total 
loans  and  discounts. 

There  was  not  a  single  Federal  reserve  bank  last  year  that  had  not 
extended  to  its  member  banks  accommodations  considerably  in 
excess  of  the  total  borrowings  of  all  national  banks  in  the  United 
Statesjust  prior  to  the  panic  of  1907. 

On  September  12,  1914,  just  after  the  outbreak  of  the  European 
war,  when  the  cotton  exchanges  and  the  stock  exchanges  were  all 
closed,  and  when  we  were  having  issues  of  emergency  currency — 
that  was  before  the  establishment  of  the  Federal  reserve  banlcs — 
the  national  banks  had  $7,362,621,000  of  deposits,  and  $6,417,910,000 
of  loans  and  discoimts,  and  $150,071,000  of  rediscoimts  and  bills 
payable,  or  2.34  per  cent  of  their  total  loans  and  discounts. 

On  September  12, 1916,  before  this  coimtry  entered  the  war,  all  the 
bills  payable  and  rediscounts  of  all  the  national  banks — the  Federal 
reserve  system  then  being  in  operation — had  declined  to  $91,893,000, 
1.16  per  cent  of  their  total  loans  and  discoimts. 

On  September  12, 1917,  after  we  had  witered  the  war  and  after  the 
first  Liberty  loan  had  been  placed,  the  national  banks  had  deposits 
of  $11,676,340,000:  loans  and  discounts  of  $9,234,289,000;  and  total 
rediscounts  and  bills  payable  of  $285,104,000,  or  3.09  per  cent  of  their 
total  loans  and  discounts. 

On  August  31, 1918,  the  percentage  had  increased  to  12.79  per  cent, 
and  on  September  12,  1919,  it  had  mcreased  to  13.04  per  cent. 

This  shows — and  I  will  give  vou  the  actual  figures — that  the  figures 
of  August,  1918,  were  about  a  billion  dollars  higher  than  all  borrowed 
monev  that  all  the  national  banks  had  in  September  12,  1917,  the  fig- 
ures for  August,  1918,  being  $1,294,006,000. 

Of  course,  that  increase  is  attributable  to  the  placing  of  Liberty 
loans  during  that  period  for  the  prosecution  of  the  war. 

Between  August  31,  1918,  ana  September  12,  1919,  loans  and  dis- 
counts increased  from  $10,111,113,000  to  $11,541,503,000;  total  re- 
&count«  and  bills  payable  on  August  31,  1918,  were  $1,294,005,000: 
and  on  September  12,  1919,  $1,505,516,000,  the  percentage  of  total 
bills  payable  and  rediscounts  to  total  loans  and  discoimts  on  the  latter 
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date  was  13.04  per  cent  of  their  loans,  and  is  attributable  also  to  the 
Liberty  loan  in  October,  1918,  and  the  Victory  loan  in  May,  1919. 
But  between  May,  1919,  and  June  30,  1920,  there  were  no  new  Gov- 
ernment bond  issues  floated  at  all. 

On  the  contrary,  the  issues  of  Government  certificates  had  been 
reduced  during  that  period;  and  yet  we  find  that  the  condition  is  that 
all  nationd  banks  between  September  12,  1919,  and  Jime  30,  1920, 
had  increased  their  rediscounts  and  bills  payable  $700,000,000,  or 
from  $1,505,516,000  to  $2,206,068,000,  and  that  the  percentage  of  all 
national  bank  borrowings  had  increased  from  13.04  per  cent  to  16.19 
per  cent. 

Now,  I  have  here,  Mr.  Chairman  and  gentlemen,  a  detailed  list  of 
the  total  loans  and  discounts  made  by  Federal  reserve  banks  in  various 
a^icultural  sections — I  have  not  got  them  from  San  Francisco  as  vet, 
although  I  telegraphed  for  them,  out  on  account  of  the  distance  tney 
have  not  reached  here  yet.  I  do  not  wish  to  place  this  information  in 
the  record,  because  it  is  of  a  private  nature;  it  relates  to  the  dealings 
of  the  Federal  reserve  banks  with  their  member  banks.  The  names 
are  given  in  each  case  and  ought  not  to  be  made  public,  but  I  am 
perfectly  willing  to  let  you  have  this  information,  if  the  coinmission 
desires  it,  and  to  turn  this  detailed  list  over  to  the  commission  con- 
fidentially, and  I  am  sure  they  can  secure  from  it  some  interesting 
information.  They  can  see  from  it  that  the  borrowings  in  the  laiger 
towns  and  cities  have  decreased  very  considerably  between  the  30tii 
of  June,  1920,  and  the  30th  of  Jime,  1921  j  while,  on  the  other  hand, 
the  borrowings  of  the  smaller  banks  which  are  presumably  in  the 
agricultural  districts,  have  increased  very  substantially.  Each  mem- 
ber of  the  commission  can  look  over  it  and  see  some  bank  he  is 
familiar  with;  he  may  know  something  about  the  character  of  the 
business  that  bank  has  done.  The  presumption  would  be,  I  assume, 
that  the  borrowings  of  a  bank  located  in  a  purely  agricultural  com- 
munity, where  there  are  no  manufacturing  interests,  must  have  been 
mainly  for  agriculture.  Here  is  the  list.  I  wiU  say  that  two  or  three 
Senators  had  asked  me  for  this  information,  and  I  had  given  it  to 
them,  but  by  their  courtesy  I  have  gotten  it  back  for  presentation  to 
this  committee,  with  the  understanding  that  I  would  return  it  to 
them.    I  would  be  glad  to  leave  these  lists  if  the  commission  desires. 

Now,  Mr.  Chairman  and  gentlemen,  I  would  like  to  discuss  the 
cotton  situation,  and  in  doing  that,  in  order  to  present  it  intelligently 
and  consecutively,  I  think  I  shall  have  to  go  back  a  few  years;  and  1 
will  state  in  advance  that  the  figures  that  I  am  quoting  here  are  from 
memory  and  only  approximate. 

The  Chairman.  Are  you  taking  up  the  cotton  proposition  now ! 

Gov.  Habding.  Yes,  sir. 

The  Chairman.  Before  you  go  on  to  that,  I  want  to  ask  you,  if  I 
may,  about  an  annoimcement  which  you  put  in  the  record,  an 
announcement  which  was  made  by  a  group  oi  woolgrowers,  with  the 
consent  of  the  Federal  Reserve  Boara,  touching  the  board's  policy 
with  r^ard  to  the  discount  of  paper  secured  by  warehouse  receipts 
for  the  sale  of  wool.  Do  you  know  whether  the  board'spolicy  with 
respect  to  wool  was  carried  out,  for  instance,  by  t&e  Kansas  City 
Federal  reserve  bank  ? 

Gov.  Hardinq.  We  heard  some  complaints  regarding  that  bank's 
policy.     I  had  some  correspondence  wifii  the  governor  of  that  bank, 
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but  afterwards  received  assurances  from  him  that  in  every  case  where 
he  felt  that  he  couM  with  safety  make  loans  on  wool  he  did  so. 

However,  there  is  a  confusing  element  that  comes  into  this  matter, 
because  all  loans  of  a  national  bank  are  limited  under  the  terms  of 
section  5200  of  the  Revised  Statutes  of  the  United  States.  They 
can  only  lend  to  one  person,  firm,  or  corporation  10  per  cent  of  their 
own  capital  stock,  certain  exceptions  being  provided  in  the  statute 
relating  to  bills  of  exchange  drawn  against  actual  existing  values, 
and  so  on. 

In  section  13  of  the  Federal  reserve  act  an  amendment  was  made 
to  the  original  act  some  years  ago  which  provided  for  domestic 
acceptances.  That  section  originally  provided  that  any  member 
bank  might  accept  for  periods  not  longer  than  six  montiis  bills  of 
exchange  growing  out  of  transactions  involving  exportation  or  im- 
portation of  goods;  and  after  a  year  or  two  tnat  was  amended  by 
adding  a  furflier  pi*ovision  that  any  member  bank  might  accept — 
Uie  exact  quotation  is  this: 

Any  member  bank  may  accept  drafts  or  bills^f  exchange  drawn  upon  it  having  not 
more  than  six  months'  sight  to  run,  exclusive  of  days  of  grace,  wnich  grow  out  of 
transactions  involving  importation  or  exportation  of  goods. 

Then  here  was  the  amendment,  which  is  now  a  part  of  the  law — 

or  which  grow  out  of  transactions  involving  the  domestic  shipment  of  goods  provided 
shipping  documents  conveying  or  securing  title  are  attached  at  the  time  of  acceptance; 
or  which  are  secured  at  the  time  of  acceptance  by  a  warehouse  receipt  or  other  such 
document  conveying  or  securing  title  covering  readily  marketable  ataple3. 

Now,  of  course,  that  involves  a  definition  by  the  Federal  Reserve 
Board  of  marketable  staples,  and  that  definition  was  given  two  years 
a»)  or  more,  and  it  includes  all  major  agricultural  products,  such  as 
wheat  and  cotton.  But  the  essential  part  of  that  amendment  is  this, 
that  the  acceptance  of  member  banks  must  grow  out  of  transactions 
involving  domestic  shipment  of  goods.  In  other  words,  it  does  not 
seem  to  oe  the  intent  of  Congress,  which  limited  the  lending  power 
of  a  national  bank  to  10  per  cent  of  its  own  capital  and  surplus  to 
any  one  particular  individual,  firm,  or  corporation,  to  allow  that 
Uinitation  to  be  defeated  by  permitting  a  bank  to  accept  up  to  50 
per  cent  of  its  capital  and  surplus,  which  this  act  provides  for,  by 
taking  receipts  as  security,  having  the  borrower  draw  on  the  bank 
at  30  days,  60  days,  or  6  months,  and  having  the  bank  accept  it. 
The  essence  of  it  is  there  must  be  a  shipment.    The  law  says: 

That  the  agmeate  of  acceptances  growing  out  of  domestic  transactions  shall  in 
no  event  exceed  60  per  cent  of  such  capital  stock  and  surplus. 

So  the  board  has  ruled  that  on  domestic  acceptances  there  must 
be  a  shipment. 

But  tnere  are  many  cases  where  no  ruling  of  the  board  is  required, 
for  the  member  bank  or  the  State  bank  member  may  lend  money  on 
warehouse  receipts.  There  is  a  limitation  fixed  on  such  transactions, 
and  the  law  does  not  seem  to  contemplate  that  it  may  be  evaded  if 
there  is  no  shipment  of  goods  by  having  the  bank  accept  up  to  60 
per  cent  of  the  capital  and  surplus. 

In  dealing  with  this  question  the  board  has  been  just  as  liberal  as 
possible,  n  has  construed  this  to  mean  that  if  a  shipment  is  in  con- 
templation acceptances  may  be  made. 
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The  Chairman.  You  know  what  I  axn  talking  about.  The  gov- 
ernor of  the  Federal  reserve  bank  at  Kansas  City  states  that  after  a 
conference  with  the  woolgrowers'  committee  a  statement  was  made 
with  the  consent  of  the  board,  and  aft^r  this  statement  was  made  a 
ruling  was  made  that  in  order  for  this  paper  to  be  eligible  it  must 
apply  to  goods  actually  in  transit,  and  the  effect  of  that,  of  course, 
was  simply  to  assist  to  a  negUgible  extent,  so  far  as  the  wool  was 
concerned. 

Gov.  Harding.  He  was  advised,  Mr.  Chairman,  that  neither  he 
nor  his  board  of  directors  had  any  right  to  make  a  ruling  as  to  the 
eligibihty  of  paper.  That  power  is  given  by  law  to  the  Federal 
Reserve  Boara. 

The  Chairman.  He  did  make  a  ruling,  did  he  not? 

Gov.  Harding.  That  power  is  given  bv  the  law  to  the  Federal 
Reserve  Board,  and  he  was  informed  that  he  must  consider  all  appli- 
cations for  rediscounts  of  eligible  paper;  that  then,  under  section  4, 
that  it  was  their  right  to  determine  whether  the  loans  applied  for 
were  safe  or  undesirable,  etc.,  i)ut  thev  had  no  power  to  pass  on  the 
leligibility  of  paj>er.     That  is  the  sole  function  of  the  board. 

The  CSttAiRBfAN.  There  has  been  a  great  deal  of  criticism  of  this 
action  of  the  Kansas  City  board  ? 

Gov.  Harding.  There  has,  and  there  has  been  something  to  say  on 
both  sides.  The  board  has  taken  the  matter  iip  repeatedly.  We 
have  traced  complaints,  but  in  the  last  analjrsis  before  we  get  to  where 
action  is  demanded,  complaints  have  been  withdrawn  or  disproved. 

With  all  the  criticism  that  has  been  received  by  the  boara  as  to  the 
conduct  of  that  particular  bank,  no  formal  and  sustained  charges 
have  ever  been  filed  with  the  board,  and  nobodv  has  ever  demanded 
that  the  board  remove  any  officer  or  director  oi  that  bank.  We  are 
ready  at  all  times  to  receive  any  well-founded  complaints  and  act  on 
them.  Now,  if  complaints  come  in,  general  in  character,  as  most  of 
these  were,  all  we  can  do  is  to  write  to  the  bank  and  to  the  complain- 
ant and  ask  for  more  particulars  and  investigate  those  particulars^ 
We  have  done  that  in  all  instances,  and  there  has  never  been  anything 
that  we  have  been  able  to  uncover  which  justified  any  drastic  action 
on  the  part  of  the  board. 

The  Chairman.  Was  this  particular  ruling  of  the  Federal  reserve 
bank  at  Kansas  City  ever  rescinded  in  any  way  ? 

Gov.  Harding.  I  understand  that  it  is. 

The  Chairman.  How  long  after  it  was  made  ? 

Gov.  Harding.  Why,  I  uiink  that  within  30  days  the  governor  of 
the  bank  and  the  Federal  reserve  agent  wen*)  to  Wyoming  and  Colo- 
rado and  had  a  conference  with  bankers  and  wool  growers,  and  tiiey 
advised  me  they  had  gotten  the  matter  straightened  out.  Now,  in 
some  cases  the  oank  was  clearly  within  its  ri^ts,  because  what  was 
attempted  was  to  put  this  wool,  for  which  there  was  no  market — no 
sale  in  prospect — m  a  local  warehouse  or  storehouse:  it  may  be  the 
method  of  storage  was  imsatisfactory*  it  may  have  oeen  in  a  place 
where  the  stuflf  could  not  have  been  msured;  or  there  would  be  no 
shipment  in  prospect  in  which  circumstances  an  acceptance  equal  to 
oO  per  cent  of  a  member  bank's  capital  stock  and  surplus,  would  not 
be  permissible  imder  the  law.  When  such  a  question  has  been  bron^t 
up,  the  board  has  been  obliged  to  say  that  those  acceptances  were  not 
in  accordance  with  section  13  of  tne  Federal  reserve  act.     All  the 
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wool  grower  could  do  would  be  to  effect  a  loan  at  his  bank,  in  the 
usual  way. 

I  think  a  great  deal  of  this  misapprehension  has  arisen  because  the 
individuals  and  the  banks  interested  have  not  understood  the  dis- 
tinction between  ordinary  loaning  by  the  bank,  which  requires  no 
ruling,  so  long  as  it  is  witnin  the  law,  and  domestic  acceptances. 

The  board  nas  ruled— although  the  law  says  plainly  that  accept- 
ances may  be  made  against  domestic  shipments— that  where  a  ship- 
ment is  m  contemplation — where  it  is  shown  that  there  will  be  a 
shipment  in  a  reasonable  time,  it  will  regard  that  prospect  as  a  ship- 
ment and  admit  the  eligibility  of  the  acceptance.  That  is  as  far  as  we 
could  possibly  go  under  the  law. 

Are  you  reacty  now  for  me  to  take  up  the  cotton  situation  ? 

The  Chairman.  Yes. 

Gov.  Habdino.  I  wish  to  state  in  advance  that,  except  where  I 
refer  to  documents  or  correspondence,  I  am  quoting  from  memory, 
ind  I  am  not  trying  to  give  exact  figures.  But  for  the  purposes  of 
this  conunission^  inquiry,  I  think  that  the  approximate  figures  will 
be  close  enough. 

In  1912  and  1913  the  cotton  crops  were  sold  at,  I  should  say,  satis- 
factory fibres.  Of  coiu^se,  there  are  always  some  pjeople  who  are 
never  satisfied  with  the  price  of  cotton;  they  think  it  ought  to  be 
higher.  But  taking  the  general  sentiment  in  the  South,  1*  think  I 
&m  safe  in  saying  that  the  cotton  crops  of  1912  and  1913  sold  at 
satisfactory  figures — at  from  12  to  14  cents  a  poimd. 

In  1914  thei*e  was  a  large  acreage  planted  in  cotton,  and  the 
European  war  broke  out  on  the  Ist  of  August  of  that  year,  just  at  a 
time  when  some  of  the  early  cotton  from  the  more  southern  districts 
in  Texas  was  beginning  to  come  on  the  market.  The  war  dislocated 
all  financial  arrangements  all  over  the  world  and  interfered  with 
transportation.  The  cotton  exchanges  were  closed  for  several 
montJis,  and  the  stock-  exchanges  were  closed;  the  Federal  reserve 
system  had  not  been  established  then,  and  Aldrich-Vreeland  emer- 
^cy  currency  was  issued.  German  raiders  were  loose  upon  the 
seas,  and  ocean  insuranc<5  rates  went  up  very  high,  and  what  trans- 
portation was  available  was  used  for  more  pressing  purposes  than  the 
shipment  of  cotton. 

There  was  considerable  congestion  for  awhile  of  grain  at  the  ports. 
When  a  war  breaks  out  there  is  a  more  immediate  demand  for  food- 
stuffs than  there  is  for  cotton. 

The  situation  was  very  bad  in  J^e  South  in  the  fall  of  1914.  It 
developed  that  a  very  large  crop  was  in  process  of  being  made  ready 
for  the  market.  The  season  was  favorable,  and  I  think  the  actual 
out  turn  of  that  crop  was  between  16,000,000  and  17,000,000  bales 
of  cotton;  the  largest  crop  of  cotton  ever  produced  in  the  history 
of  the  country,  was  it  not,  Senator  Hamson  ? 

Senator  Harrison.  Yes. 

Gov.  Harding.  There  was  no  market  for  cotton.  Fannei*s  had 
thdr  obligations  coming  due  in  October,  and  there  was  widespread 
distress  that  is  comparable  to  that  which  existed  last  year  and 
obtains  at  the  present  time.  Of  course,  it  does  not  seem  as  bad  now 
as  the  present  distress  is,  because  things  that  we  have  gotten  through 
with  and  that  are  over  with  are  never  as  bad  as  the  unpleasant 
processes  we  are  going  through  in  the  present. 
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As  I  remember,  the  last  sales  of  cotton  before  the  war  broke  out 
were  at  a  price  between  11  and  12  cents  a  pound.  The  market  had 
been  weak  because,  I  assume,  there  were  rumblings  of  war  which  had 
been  interpreted  by  the  better  informed,  and  then  there  was  a  re^- 
zation  that  the  new  crop  was  going  to  be  an  extraordinarily  large 
one.  When  the  war  broke  out,  conditions  became  very  bad,  and 
there  was  no  market  for  cotton.  I  remember  the  *'buy  a  bale" 
movement  was  organized,  and  it  created  some  sympathetic  sentiment, 
and  many  people  bought  a  bale  at  10  cents  per  pound,  but  not  enough 
'  '  )  sold  m  this  way  to  do  any  good.     The  cotton  manu- 


cotton  could  be  sold  m  this  way  to  do  any  good 
facturers  were  reluctant  to  buy  cotton,  because  the  cotton  exchanges 
were  not  open,  and  they  could  not  hedge  on  their  purchases.  And 
there  was  talk  of  cotton  going  to  3  cents  a  pound,  and  the  condi- 
tions were  badly  demoralized. 

In  November,  1914,  a  cotton  loan  pool  was  organized.     The  Secre- 
tary of  the  Treasury  and  the  Comptroller  of  the  Currency,  and  the 
members  of  the  Federal  Reserve  Board  all  took  an  interest  in  it,  and 
I  think  the  first  two  oflBcers  named  did  a  great  deal  to  get  banks  and 
trust  companies    and  individuals  interested  and  to  induce  them  to 
subscribe  to  this  pool.     A  prominent  banker  of  St.  Louis  did  ex- 
cellent work  to  get  it  started.     And  New  York  bankers  subscribed 
$50,000,000  to  the  pool  and  took  an  interest  in  its  organization.     And 
certain  banks  in  New  York,  which  I  could  name,  did  considerable 
work  in  getting  it  started,  and  in  subscribing  and  securing  sub- 
scriptions; and  other  subscriptions  came  in.     I  recollect  that  over 
$2,000,000  was  subscribed  in  Boston,  and  a  considerable  amount  in 
San  Francisco,  and  that  subscriptions  came  in  frona  all  over  the 
country.     The  idea  was  that  the  total  amount  of  the  pool  should  be 
$135,000,000,  $100,000,000  to  be  subscribed  in  non-cotton-growing 
sections,  and  $35,000,000  to  be  subscribed  in  the  cotton-growing 
sections.     And  while  I  do  not  remember  the  exact  workings  of  the 
plan,  it  was  something  like  this:  That  in  order  to  receive  any  b^iefits 
from  the  plan,  the  bank  in  a  cotton-growing  district  would  have  to 
carry  a  part  of  the  risk.     For  instance,  if  a  bank  in  a  cotton-growing 
district  wanted  to  borrow  $100,000,  that  it  would  get  $65,000,  or 
something  like  that.     I  will  not  attempt  to  give  the  plan  in  detail; 
it  was  a  compUcated  plan.     The  point  I  wish  to  bring  out  is  this: 
That  what  happened,  the  cotton  exchanges  being  closed  down,  the 
first  operation  was  to  establish  a  loan  vafiie,  and  the  loan  value  was 
fixed,  if  I  remember  correctly,  at  6  cents  a  pound,  less  a  3  per  c«it 
guaranty  fund,  which  brought  the  net  down  to  something  like  5} 
cents  a  pound,  and  while  the  pool  had  a  good  sentimental  effect 
the  loan  value  very  naturally  had  the  eflfect  of  establishing,  in  a  way, 
a  market  price  for  cotton,  and  the  result  was  that  most  of  the  cotton 
sold  in  the  fall  and  winter  of  1914  was  sold  on  a  6-cent  basis. 

In  1915,  after  the  Emden  and  other  German  raiders  had  been  de- 
stroyed, and  the  sea  cleared,  the  situation  improved.  In  1916,  1917, 
1918  and  1919  the  South  was  prosperous. 

In  1919  I  accepted  an  invitation  to  address  a  joint  session  of  the 
South  Carolina  Legislature,  at  Colimibia,  and  I  talked  about  cotton 
exports;  from  there  I  went  to  Memphis,  and  from  there  to  Texas, 
to  Dallas,  Houston  and  Galveston.  I  was  fearful  that  as  the  war 
demand  for  cotton  ceased — and  during  the  war  there  was  a  great 
demand  for  cotton,  and  especially  for  the  lower  grades  of  cotton,  for 
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use  in  the  manufacture  of  explosives  for  projectiles — there  would  be  a 
slump  in  the  cotton  market  m  1919,  which  really  took  place  in  1920. 

And  in  my  speech  at  Columbia,  before  the  legislature,  and  at 
Memphis,  and  before  the  commercial  bodies  in  Texas,  I  suggested 
that  they  seriously  consider  the  formation  of  finance  corporations  to 
aid  in  the  export  of  cotton.  I  told  them  I  feared  that  imless  some- 
thing was  done  to  make  it  possible  to  finance  it  on  longer  credits  than 
could  be  obtained  in  the  ordinary  channels  and  to  assist  in  selling  the 
normal  amount  of  cotton  to  Europe,  under  the  circumstances  then 
existing,  that  the  South  might  find  itself  imable  to  send  abroad  the 
normal  proportion  of  cotton  that  it  had  been  accustomed  to  export. 

It  is  a  well-known  fact  that  more  American  cotton  is  raised 
than  there  is  any  American  demand  for.  Take  the  Texas  crop,  for 
instance.  Texas  raises  more  cotton  than  any  other  State.  I  im- 
derstand  of  the  Texas  crop  fully  80  per  cent  is  exported;  only  20 
per  cent  goes  to  the  domestic  manufacturers.  Oi  course,  when 
you  come  to  Georgia  and  the  Carolinas  where  they  have  many 
cotton  mills,  a  large  proportion  of  the  crop  goes  to  the  nearby  cotton 
mills.  Taking  the  Soutn  as  a  whole,  I  shoiud  say,  in  round  ngures — 
not  quoting  exactly; — about  50  per  cent  of  the  cotton  crop  is  ex- 
portwi  and  the  rest  is  used  at  home. 

That  is  a  larger  proportion  of  exportable  surplus  than  exists 
in  any  other  staple  agricultural  product  and  I  believe  it  is  a  larger 
proportion  than  exists  with  any  of  the  metals.  So  you  can  see  how 
very  sensitive  the  cotton  market  is  to  foreign  demand. 

Now,  there  isn't  any  use  in  relying  too  much  on  statistics  in  the 
cotton  market.  You  can  prove  a  lot  of  things  by  statistics,  but 
I  am  not  going  deeply  into  statistics.  You  recollect  the  old  saying 
that  there  are  three  Kinds  of  lies :  Lies,  damned  lies,  and  statistics. 
Statistics  are  useful,  but  they  are  very  misleading,  unless  we  use 
them  correctly. 

Nor  was  there  any  use  in  figuring  in  1920  on  how  much  cotton 
was  consumed  in  Russia  before  the  war,  or  in  Poland,  or  in  Austria, 
because  the  fact  that  people  are  in  need  of  a  commodity  does  not 
create  a  demand  for  that  commodity;  in  order  to  create  an  economic 
and  actual  demand  for  a  commodity,  there  has  got  to  be  not  only 
the  need  for  it,  or  the  desire  of  the  people  to  have  the  conmiodity, 
but  there  has  got  to  be  the  ability  on  the  part  of  the  people  to  pro- 
cure it,  either  oy  means  of  cash  or  credit;  otherwise  tne  theoretical 
need  does  not  amount  to  a  row  of  pins. 

The  condition  which  I  anticipated  and  which  I  warned  the  south- 
em  people  about  in  the  spring  of  1919  did  not  materialize  until  the 
fall  of  1920.  The  reason,  I  think,  was  due  primarily  to  the  fact 
that  the  shortage  was  so  great  in  Europe  for  certain  goods  that  a 
certain  amount  nad  to  be  nad  on  any  terms;  but  more  particularly 
to  the  fact  that  the  credits  which  the  Congress  of  the  United  States 
voted  during  the  war  to  other  Governments  associated  with  us  in 
the  war,  amounting  in  all  to  about  $10,000,000,000,  had  not  been 
exhausted;  there  still  remained,  when  the  armistice  was  signed, 
about  $2,500,000,000  available  to  those  nations,  and  this  remain- 
der was  used  largely  to  facilitate  our  exports  to  Europe  in  the  sum- 
mer and  fall  of  1919. 

But  as  the  seaspn  of  1919  advanced,  if  you  will  look  at  the  figures 
I  gave  this  morning,  cotton  went  up;  in  the  fall  of  1919  it  went  up 
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to  about  40  cents.    The  maximum  price,  as'  shown  by  New  York 
quotations,  was  43.75  cents  on  the  23d  of  July,  1920. 

But  a  curious  situation  developed.  The  demand  for  cotton  in  the 
South  was  for  particular  grades.  Now,  cotton  is  a  peculiar  commodity. 
I  presume  there  are  more  diflFerent  grades  of  cotton  than  there  are  of 
any  other  merchantable  conmiodity.  It  depends,  lai^ely,  not  only 
upon  the  kind  of  cotton  that  is  planted  in  tne  ground— the  seed  or 
variety — it  depends  upon  the  soil;  it  depends  upon  the  climatic 
conditions;  it  aepends  upon  the  amount  oi  moisture  the  ground  re- 
ceives during  the  growing  season,  and  it  depends  very  largely  on  the 
care  with  wmch  cotton  is  picked  and  ginned  and  prepared  for  market. 
If  there  is  a  rain  just  about  the  time  cotton  is  ready  to  be  picked 
and  a  lot  of  dirt  gets  beaten  into  it,  or  the  cotton  ^ets  stained,  all 
that  affects  the  price.  Then  there  is  what  we  call  biunblebee  cot- 
ton— a  plant  about  9  or  10  inches  high,  growing  on  the  hillsides. 
This  is  low-^ade  cotton  and  has  a  short  staple.  Ordinarily  the 
differentials  m  price  are  based  on  what  are  called  middling.  If 
cotton  grades  as  middling,  that  is  the  standard;  and  if  it  is  nuddling 
fair,  it  commands  a  premium,  but  on  low  middling  the  buyer  gets  a 
concession,  the  differential  increasing  with  each  lower  grade 

The  great  outlet,  normally,  for  low-grade  cotton  has  been  Ger- 
many. I  am  told  that  German  manufacturers  have  the  machinery 
and  nave  the  peculiar  type  of  labor  which  will  enable  them  to  take 
a  low-grade  cotton  and  to  shake  out  all  the  dirt  and  leaves  and  trash 
that  may  be  in  it  and  make  good  spinnable  cotton,  and  that  they 
find  it  more  profitable  to  buy  this  low-grade  cotton  in  America  and 
make  it  fit  for  spinning  than  thev  do  t^  buy  good  spinnable  cotton 
in  the  first  instance.  But  our  American  inil&,  as  a  rule,  have  no 
use  for  the  lower-grade  cotton.  Some  of  the  lower  grades  are  used 
in  the  manufacture  of  mattresses. 

But,  owing  to  the  inabiUty  to  ship  cotton  to  Germany  in  the  fall 
of  1919,  there  was  a  large  amoimt  of  low-grade  cotton  hrfd  over. 
That  was  one  of  the  threatening  thin^  hanging  over  the  cotton 
market  in  the  spring  of  1920.  Not  only  that,  but  the  boom  spirit 
was  on.  I  do  not  want  the  gentlemen  of  this  commission  to  blame 
my  fellow  citizens  of  the  Soutn  for  the  view  they  took.  It  was  only 
natural  that  they  should  take  the  same  view  that  people  in  other 
sections  took.  Cotton  was  their  ^eat  staple;  they  were  familiar 
with  it;  they  were  pleased  at  the  pnce  it  brought,  although  the  high 
prices  received  did  not  avail  them  much,  in  exchange  for  goods  and 
services,  for  the  reason  that  everything  was  high,  and  many  felt  that 
they  were  not  getting  all  they  should  get  for  cotton.  While  they 
were  getting  three  or  four  times  as  much  for  cotton  as  they  formerly 
did,  tney  had  to  pay  correspondingly  for  what  they  had  to  buy. 

It  was  perfectly  natural  that  they  should  want  a  higher  pnce;  they 
felt,  as  eveiyone  feels,  that  they  should  get  what  they  were  entitled 
to.  There  was  plenty  of  argmnent  on  their  side.  However,  there 
was  a  great  deal  of  holdover  cotton  and  the  banks  were  not  carrving 
all  of  it.  Much  was  held  by  owners  without  the  aid  of  loans.  I  think 
that  in  the  fall  of  1919  there  was  more  prosperity  in  the  South  than 
there  had  ever  been  in  the  history  of  that  section.  I  know  of  cases 
where  negroes  on  Missi^ippi  farms  would  buy  pianos,  victrolas,  and 
automobues.  I  know  of  one  case  where  a  negro  farmer,  a  good  re- 
spectable man,  acquired  a  competence  and  bought  land;  ana  during 
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this  period  of  prosperity  he  bought  an  automobile  for  himself  and  twa 
for  tlie  members  of  his  family;  three  automobiles  in  that  family. 

There  were  other  cases  where  both  negroes  and  white  men,  who  had 
farms  and  raised  long  staple  cotton  in  the  delta  country  of  Mississippi, 
for  which  they  received  hirfi  premiums,  went  heavily'^in  debt  in  pur- 
charing  additional  land.  They  raise  long  staple  cotton  in  the  aelta 
counties  of  Mississippi,  and  in  Arizona  and  California,  where  they 
irrigate.  Often  a  man  who  had  a  farm  of  250  acres,  on  which  he 
raised  a  bale  of  cotton  per  acre,  selling  at,  say,  $500  a  bale,  would 
look  around  to  see  if  he  could  get  more  land,  and  if  he  could  he  would 
make  a  payment  down  and  sign  notes  for  deferred  payments  on  his 
land.  There  was  a  great  deal  of  trading  in  land  not  only  in  the  South, 
but  also  in  Iowa  ana  other  Western  States. 

But  all  this  time  there  were  5,000,000  bales  of  unsold  cotton  hang- 
ing over  the  market. 

In  the  spring  of  1919  there  was  a  movement  to  curtail  the  cotton 
acreage.  Feople  were  cautious  then.  It  was  right  after  the  close  of 
the  war,  and  many  felt  that  probably  a  reaction  was  coming  in  the 
fall  of  that  year.  I  recall  an  association  which  was  formed  in  the 
South,  the  American  Cotton  Association,  in  the  spring  of  1919,  and 
many  of  the  best  people  of  the  South  were  and  are  connected  with 
that  oi^anization;  there  were  State  and  county  oi^anizations,  all 
over  the  cotton-growing  States.  This  undertook  to  efTect  a  reduc« 
tion  in  cotton  acreage  and  hold  many  meetings  and  discussed  the 
matter  in  various  localities.  Some  success  attended  their  efforts,  but 
nevertheless  a  good  acreage  was  put  in  cotton. 

In  the  spring  of  1920,  although  the  quotations  for  the  higher  grades 
of  cotton  were  satisfactory,  and  other  grades  could  be  sold  at  a  dis- 
count, there  wasn't  any  snap  to  the  market.  The  quotations  were 
there  all  right,  but  if  a  man  would  offer  very  much  at  any  one  time  he 
was  apt  to  find  he  could  not  make  a  sale  unless  he  would  make  con- 
cessions.    Some  of  the  low  grades  could  hardly  be  sold  at  any  price. 

In  the  meanwhile  the  season  was  propitious.  The  August  state- 
ment of  the  Department  of  Agriculture  indicated  a  yield — u  I  remem- 
ber correctly— of  12,500,000  bales,  and  the  actual  outturn  of  the  1920 
crop,  as  since  reported  by  the  Department  of  Agriculture,  was  greater ,» 
13,365,000. 

Meanwhile  economic  and  financial  conditions  in  Europe  and  in 
Great  Britain,  especially,  were  not  satisfactory.  Europe  had  its 
troubles  of  various  kinds — political,  economic,  and  financial.  My 
recollection  is  that  in  England  there  was  a  very  serious  coal  strike; 
a  strike  which  threatened  to  tie  up  all  the  transportation  Unes  on  two 
different  occasions.  And  the  depression  in  Great  Britain  has  been 
even  more  pronounced  than  has  been  the  depression  in  this  coimtry. 
And  it  began  to  be  noticed  that  our  exports  were  falling  off.  Then, 
as  I  have  already  stated,  all  the  indications  were,  in  the  opinion  of 
students  of  economics,  that  we  were  in  for  a  period  of  reaction ;  that 
the  reaction  which  many  anticipated  in  1919  was  merely  postponed, 
and  was  due  to  come  with  greater  force  in  1920. 

I  am  going  into  these  things  particularly,  because  I  want  to  explain 
exactly  what  the  board^s  position  was  with  respect  to  cotton. 

PersonaJly,  I  had  an  additional  responsibility.  As  I  said  this^ 
morning,  I  am  the  only  member  of  the  Federal  Keserve  Board  from 
the  cotton  section;  and  members  have  always  shown  me  the  courtesy 
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of  being  guided  largely  by  my  views  on  credits  based  on  cotton.  I 
want  to  repeat  what  1  said  this  morning,  that 'all  my  material  and 
sentimental  interests  are  decidedly  with  the  cotton  fanner;  if  there 
was  anything  I  could  have  done  to  strain  a  point  personally,  or  any- 
thing I  could  legitimately  have  done  officially  to  have  helped  the 
cotton  farmer  out,  I  would  have  done  so.  But  the  situation,  as  I 
saw  it  in  the  spring  of  1920,  was  that  cotton  was  in  for  a  timible. 

There  was  tnis  unsold  stock  held  back,  largely  of  low  grades  and 
unsalable  grades,  which  had  formerly  been  sent  to  Germany  to  be 
worked  out,  and  as  it  turned  out  the  total  supply  of  American  cotton 
in  the  fall  of  1920  was  between  17,000,000  and  18,000,000  bales; 
4,000,000  or  5,000,000  bales  held  over  of  the  old  crop  and  13,000,000 
bales  of  the  new  crop ;  and  the  only  thing  to  look  forward  to  was  the 
American  and  Canadian  consumption,  which  began  to  show  signs 
of  falling  off,  and  the  diminishing  exports  to  Great  Britain  and  the 
Orients    There  was  little  hope  in  the  European  demand. 

I  am  bringing  this  out  because  I  shall  speak  of  present  prospects 
in  a  moment.  I  want  to  show  statistically  what  the  situation  was 
last  year. 

We  had  already  had  the  slump  in  silk,  and  had  seen  the  wool 
market  go  down  imtil  wool  was  not  salable  at  any  price.  We  could 
not  see  now,  with  those  other  two  great  textiles  slumping  as  they 
didj  with  the  demand  for  cotton  goods  falling  off,  with  the  exports 
fallmg  oflf,  anything  could  be  done  to  sustain  the  price  of  the  other 
great  textile,  cotton. 

I  have  explained  to  this  commission  already  the  banking  considera- 
tions involved,  and  the  duty  of  the  banker,  and  so  on,  and  I  will  not 
go  into  that  again.  But  I  want  to  tell  you  what  policy  we  tried  to 
pursue.  We  felt  that  that  cotton  situation  was  fraught  with  great 
danger.  Even  handled  to  the  best  advantage,  it  would  undoubtedlr 
be  very  serious.  We  felt  that  it  would  be  absolutely  futile,  even  if 
we  had  any  legal  power  to  do  it,  to  attempt  to  throw  the  resources 
of  the  Federal  reserve  system  back  of  the  cotton  situation  and  to 
attempt  to  hold  up  prices. 

As  1  have  already  stated,  the  Federal  Reserve  System  can  make 
advances  only  through  member  banks.  In  other  words,  there  must 
be  a  member  bank  to  initiate  a  loan.  Some  of  the  banks  were  afraid 
of  conditions,  and  would  not  make  extensive  cotton  loans;  other 
banks  had  cotton  loans  and  were  afraid  to  take  on  more. 

Now,  if  the  Federal  Reserve  Board  had  issued  encoura^in^g  state- 
ments and  manifests  fulvising  ''Hold  on  to  your  cotton;  it  is  going 
up,"  when  we  did  not  think  it  was  ^oing  up,  or  that  it  could  advance, 
we  would  not  only  have  been  dealing  in  falsehoods,  in  those  circum- 
stances, but  we  would  have  been  a  party  to  an  attempt  to  keep  up 
a  fancied  security,  and  many  might  have  been  lulled  into  a  feeling  of 
security,  and  would  immediately  have  tried  to  secure  loans,  tnus 
having  a  burden  of  debt  over  them,  while  the  actual  movement  of 
<K)tton  would  not  have  been  accelerated,  and  when  the  crash  came  ik 
would  have  involved  the  banks  just  as  the  Cuban  banks  were  involved' 
in  the  sugar  slump. 

It  was  a  situation  which  seemed  to  me  to  call  for  silence.  .1  did  not 
want  to  talk  cotton  at  all.  I  was  invited  to  a  conference  on  the  cottoa 
situation  in  Montgomery,  Ala.,  in  April,  1920.  I  could  not  go  for  somd 
reason  or  other,  but  I  sent  down  a  thesis  on  the  subject  of  the  orderly 
marketing  of  cotton. 
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Now,  Mr.  Chairman,  I  desire  to  read  some  correspondence  which 
I  had  with  Mr.  J.  S.  Wannamaker,  a  banker,  and  also  president  of  the 
American  Cotton  Association.  He  is  a  man  who  exerts  a  large 
influence  in  the  South,  because  his  organization  has  ramifications  bU 
over  the  South.  I  wrote  to  him  very  frankly  and  confidentially.  I  do 
not  know  that  he  ever  availed  himself  of  any  of  the  advice  I  gave  him, 
nor  have  I  ever  seen  any  quotations  from  anything  I  said  to  him, 
but  I  felt  I  was  going  as  far  as  I  could,  when  I  was  communicating 
with  the  official  head  of  a  great  oi^anization  of  Southern  people 
engaged  or  interested  in  the  production  of  cotton,  and  told  him  what 
I  mougbt  of  things.  There  was  certainly  no  undue  publicity  given 
to  my  views,  and  no  harm  was  done  by  my  letters. 

I  will  not  burden  you  with  all  of  Mr.  Wannamaker's  letters.  Some 
of  you  may  have  had  letters  from  him.    They  are  frequently  very 

Here  is  my  letter  to  him  of  June  24,  acknowledging  receipt  of  his 
letter  of  the  21st  instant. 
Representative  Ten  Eyck.  What  year  ? 
Gov.  Harding.  1920.    [Reading:] 

JuNB  24,  1920. 

Dear  Mr.  Wannamaker:  I  have  received  and  carefully  considered  your  letter  of 
the  21at  instant.  There  is  no  doubt  that  the  disposition  of  on-grade  cotton  is  going  to  be 
a  serious  problem  and  for  some  time  past  I  have  been  gi\ing  this  question  a  good  deal 
of  thought  and  study.  Of  course,  the  solution  lies  in  opening  up  central  European 
markets,  which  I  think  can  be  done  only  by  the  extension  of  credits  longer  than  usual 
commercial  credits. 

The  first  Federal  foreign  banking  association  has  recently  been  organized  and  is 
^ow  ready  for  business.  Mr.  A.  H.  Titus  is  president,  and  its  offices  are  located  at  40 
Wall  Street,  New  York  City.  This  corporation  was  organized  under  the  terms  of  the 
E<W  Act,  and  I  would  suggest  that  you  communicate  with  them  and  draw  them  out 
in  the  mitter  of  financing,  say,  10,000  bales,  to  Germany,  Austria,  and  Poland. 

I  hope  that  you  will  drop  in  to  see  me  the  next  time  you  come  to  Washington,  and 
am,  with  kind  regards. 
Sincerely,  yours, 

Mr.  J.  S.  Wanna^iaker, 

President  American  Cotton  Association,  St.  Matthews ^  S.  C. 

That  association  has  a  small  capital  and  does  a  conservative  and 
comparatively  small  business;  I  did  not  think  it  could  do  very  much 
in  the  matter,  but  I  did  not  know  but  that  it  might  take  on  a  small 
amount  and  show  how  the  business  could  be  done. 

I  got  a  letter  from  Mr.  Wannamaker  on  Jime  28,  1920,  in  which 
he  says  {reading]: 

Through  investigations  madd  abroad,  we  find  that  there  will  be  no  trouble  whatever 
to  Bell  the  cotton,  the  only  trouble  bein^  finances  for  moving  it.  If  we  can  market 
to  cotton  it  will  prove  a  wonderful  rehef  and  protection  to  the  producers  and  our 
entire  banking  system . 

There  are  two  or  three  pages  of  this  letter. 

Now,  under  date  of  July  3, 1920, 1  wrote  to  him  as  follows  [reading]: 

Dear  Mr.  Wannamaker:  In  reply  to  your  letter  of  June  28  I  would  state  that  I 
nave  a  very  close  friend  who  is  now  abroad  and  who  told  me  before  leaving  ihst  he 
would  pay  particular  attention  to  the  matter  of  selling  cotton  to  Germany,  German 
Austria,  Poland,  and  Czechoslovakia.  It  will  be  several  weeks,  however,  before  he 
returns,  and  until  he  gets  back  I  am  afraid  I  will  not  have  any  constructive  suggestion 
to  offer. 

The  new  crop  is  beginning  to  appear  in  Texas  and  I  presiune  that  in  Georgia  and 
SouUi  Carolina  it  will  be  in  evidence  in  the  course  of  the  next  five  weeks.    It  seems 
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to  me  that  farmeiB  having  low  grades  on  hand  will  have  to  sell  some  of  their  new  hi^ 
grade  cotton  in  order  to  put  themselves  in  position  to  hold  onto  their  low  grades  hhI 
there  is  a  market  for  them. 

With  assurances  of  my  sympathetic  interest  in  the  problems  which  are  confronting 
you,  I  am, 

Sincerely,  yours, 

Mr.  J.  S.  Wannamaker,  St.  Matthews,  S.  C, 

Senator  Harbison.  What  was  he  trying  to  get  you  to  do;  what  wm  j 
the  occasion  of  his  writing  to  you  ?  1 

Grov.  Habdikq.  Well,  he  used  to  write  to  me  every  few  days  witi- 
out  anj  particular  occasion.  I  do  not  want  to  burden  this  commis- 
sion with  reading  all  of  his  letters.  I  will  be  very  glad  to  read  them 
if  you  want  to  hear  them. 

Then  he  wrote  me  a  letter  on  July  9,  1920,  and  I  acknowledged  it 
on  July  12,  1920.     [Readmg:] 

Dear  Mr.  Wannamaker:  I  have  your  letter  of  the  9th  instant  and  am  sorry  to  8ty 
that  I  can  not  see  any  very  bright  prospects  ahead  for  the  cotton  producers.  The  knr 
^ndoB  are  going  to  be  hard  to  sell,  and  should  it  be  deemed  wise  to  nurse  them  along 
It  may  be  necessary  for  the  growers  to  sell  rather  liberallv  of  their  higher  grades  in 
order  to  be  in  position  to  hold  the  lower.  The  situation  ahead  of  the  cotton  belt  this 
faU  is  what  I  expected  it  would  be  last  winter  when  in  the  spring  of  1919  I  was  ad^'o- 
eating  the  organization  of  a  great  southern  cotton  export  nuance  corporation.  By 
some  means  or  other  cotton  exports  were  financed  last  season,  but  the  outlook  this 
year  is  by  no  means  so  good. 
Very  truly,  yoiuB, 

Mr.  J.  S.  Wannamaker,  St.  Matthews,  8,  C. 

Now,  here  is  another  letter  that  he  wrote  me  on  July  9,  1920,  as 
follows  [reading]: 

My  Dear  Gov.  Harding:  I  am  extremelv  anxious  to  have  you  deUv^  an  addre* 
before  a  mass  meeting  of  the  farmers,  merchants,  bankers,  business  and  profesBioiiH 
men,  to  be  held  in  Columbia,  S.  C,  on  August  18.  This  meeting  viU  be  one  of  tht 
most  important  and  lai^y  attended  that  we  have  ever  held  in  this  State.  People 
are  intensely  interested  concerning  finances  and  financial  affairs  and  the  reque^ 
that  we  invite  you  to  address  this  meeting  comes  from  every  section  of  the  State  and 
from  every  line  of  industry  named  above. 

I  sincerely  hope  that  you  will  accept  this  invitation.  Use  yoiur  own  diacretion  is 
to  the  subject  of  your  address.  This  address  will  prove  of  great  benefit  and  will 
receive  marked  attention  not  only  of  the  people  of  our  State  but  by  the  oottoo- 
producing  industry  of  the  entire  South,  wno  feel  greatly  concerned  over  existini 
conditions  and  who  feel  that  relief  will  come  through  the  great  Federal  reserve  banking 
svstem,  and  1  know  that  if  it  is  possible  to  render  the  service  that  this  relief  will  come 
through  your  own  good  self. 

Assuring  you  of  highest  personal  r^ards,  I  am, 
Very  sincerely, 

J.  S.  Wannamaker,  President. 

I  acknowledged  receipt  of  that  letter  on  July  12,  1920,  as  follows 
[reading] : 

Dear  Mr.  Wannamaker:  I  have  your  letter  of  the  9th  instant,  inviting  me  to 
deliver  an  address  before  a  meeting  of  farmers,  merchants,  bankers,  and  business  men 
to  be  held  in  Columbia,  S.  C,  on  August  18.  I  ressret  very  much  that  I  can  not  accept 
your  invitation,  as  one  or  two  of  the  members  of  tne  board  will  be  away  on  their  vaca- 
tions at  that  time  and  it  wiU  be  necessary  for  the  rest  of  us  to  remain  in  Wadiingion 
in  order  to  maintain  a  quorum  of  the  board. 

Have  you  considered  extending  an  invitation  to  any  of  the  Federal  reserve  bank 
of  Richmond? 

Sincerely,  yours. 


Mr.  J.  S.  Wannamaker, 

President  American  Cotton  Association^  St.  Matthews,  S.  C. 
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Here  is  a  letter  I  wrote  in  July,  1920.  I  want  to  call  the  com- 
mission's attention  to  the  fact  that  the  highest  price  cotton  ever 
reached  in  over  50  years  was  reached  on  July  23,  1920.  Of  course, 
that  was  the  New  York  cotton  exchange  price  quotation,  43.75  cents. 

I  wrote  Mr.  Wannamaker  under  date  of  July  21,  1920,  as  follows 
[reading]: 

Dear  Mr.  Wannamaker:  I  have  rocpived  your  letter  of  the  17th  instant  with 
iiKJoetireB,  which  I  have  read  and  return  herewith  as  requested. 

Sevefal  days  ago  1  received  a  latter  from  the  Acting  Secretary  of  Agriculture  calling 
attention  to  the  pressure  of  low-^rrade  cottons  upon  the  market  and  stating  that  agents 
of  the  department  had  been  advised  that  the  impression  b  pre>  ailing  that  th$  Federal 
Reserve  Board  had  instruct-ed  member  banks  to  make  no  loans  on  cotton  except 
such  as  had  actually  been  sold  and  was  in  the  process  of  transportation.  I  inclose  for 
jTour  information  a  copy  of  the  board's  reply. 

This  is  a  copy  of  the  letter  whJch  I  inclosed  to  Mr.  Wannamaker, 
addressed  to  Hon.  E.  D.  Ball,  Acting  Secretary  of  Agriculture.  This 
letter  is  dated  July  16,  1920.     [Reading:] 

Dear  Sir:  I  acknowledge  receipt  of  your  letter  of  the  14th  instant  in  which  you 
refer  to  the  pressure  on  southern  markets  of  large  stocks  of  low-grade  cotton. 

This  is  dated  July  16,  1920.  I  am  not  telling  you  here  to-day  of 
new  matters,  but  I  am  telling  you  what  I  wrote  at  that  time.  This 
vas  written  more  than  a  year  ago,  July  16,  1920.  The  letter  pro- 
feeds  (continuing  reading) : 

You  sav:  "It  was  stated  to  a  representative  of  this  department  tliat  tlic  Federal 
Reeerve  Board  lias  issued  instructions  to  member  banks  not  to  make  loans  on  cotton 
unleas  shipping  instructions  therefor  were  shown  the  hank-  in  other  words,  that  mem- 
ber banks  were  forbidden  to  finance  cotton  unless  it  had  been  already  sold  for  prompt 
Aipment.  '^ 

The  Federal  Reeerve  Board  has  issued  no  such  instruct  ions,  it  has  no  power  to 
tequire  member  banks  to  make  or  refute  any  loans  w  hich  the\  may  wish  to  make. 
Member  banks  are  required  only  to  live  up  to  the  requirements  of  section  19  of  the 
FedenU  reserve  act  relating  io  re8er\es,  and  the  national  banks  can  engage  in  all 
tnnsactions  which  are  permitted  under  the  Re\  ised  Statutes  of  the  United  States 
ttd  of  section  13  of  the  Federal  reserve  act.  State  banks  which  are  members  retain, 
ander  the  pro\'i8ions  of  section  9  of  the  Federal  reserve  act,  all  cf  the  powere  derived 
^  their  State  charters  and  continue  t(»  be  subject  to  the  supervisitm  of  tlieir  respec- 
tive State  banking  departments. 

The  board  has  not  been  advised  of  any  circulars  issued  by  the  Federal  reserve  banks 
^  the  cottcA-growins  districts  gi\'ing  advice  to  member  banks  as  to  what  loans  they 
should  make  or  decline  to  malce,  and  the  board  would  request  that  you  ask  your 
representative  who  has  given  you  the  information  conveyed  in  your  letter  to  me  to 
tJiMiiiit  nny  such  gutcuLeu',  if  any  are  in  existen'ce,  or  else  to  state  how  he  received 
^  information  as  to  the  allej^  advice  to  member  banks.  Perhaps  some  confusion 
bia  arisen  as  to  the  distinction  betu'een  loans  on  cotton  and  domestic  acceptances 
igftinst  staples  in  warehouses. 

'Hie  board  did  rule  several  months  ago  that  member  banks  could  not  accept  against 
*irehou8e  receipts  in  caaes  where  no  immediate  sale  was  contemplated .  The  law  per- 
Diite  member  banks  to  accept  drafts  and  bills  of  exchange  ^'firowing  out  of  transactions 
involving  the  importation  or  exportation  of  goods,  or  which  grow  out  of  transactions 
involving  the  domestic  shipment  of  goods,  provided  shipping  documents  are  attached 
It  the  time  of  acceptance/'  etc. 

In  order  to  focilitate  the  financing  of  this  year's  crops,  the  board  requested  Congress 
«riy  in  the  yeai^- 

Now,  we  saw  this  thing  coming  and  did  not  lose  any  opportunity 
to  protect  it  if  we  could.    [Continuing  reading:] 

^  board  requested  Congress  early  in  the  year  to  amend  section  5200  of  the  Revised 
wotes.  This  section  originally  restricted  loans  by  a  national  bank  to  any  one 
mdividual,  firm,  or  coiporation  to  an  amount  not  exceeding  10  per  cent  of  the  bank's 
capital  and  surplus.  Oon^^ss,  however,  acted  upon  the  suggestion  of  the  board,  and 
B^ction  5200  as  amended  now  provides  that  for  a  period  of  6  months  out  of  any  con- 
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secutive  12  months  a  national  bank  may  lend  to  an  individual,  firm,  or  corpor&don 
up  to  25  per  cent  of  its  capital  and  surplus  where  loans  in  excess  of  the  regular  10  per 
cent  limitation  are  secured  by  warehouse  receipts  for  readily  marketable  staples. 

In  all  of  the  criticism  of  the  Federal  Reserve  Board  and  myself, 
personally,  I  have  not  seen  anything  about  the  real  facts.  There  has 
been  a  great  deal  of  talk  about  tnis  and  that,  but  none  of  these 
critics  has  had  decency  enough  to  present  these  facts.  H^e  is  some- 
thing we  did,  and  I  have  no  doubt  it  had  something  to  do  with  aiding 
the  situation.  .  The  board  foresaw  this  depression  coming  and  sent  a 
bill  up  here  to  Congress  and  asked  Congress  to  pass  it,  and  Congress 
did  pass  it.  I  think  some  of  our  critics  ought  to  mention  these  thmgs. 
[C  on  tinning  reading :] 

The  accumulation  of  low-grade  cotton  is  due  in  part  to  the  difficulty  in  making 
financial  arrangements  necessary  to  sell  it  to  mills  in  the  central  European  countiiee^ 
which  have  always  been  the  principal  consumers  of  low-grade  cottons.  The  memb^ 
banks  in  the  South  no  doubt  feel  reluctant  to  carry  too  large  a  volume  of  loam  ofi 
collateral  which  is  not  readily  salable. 

This  is  to  the  Acting  Secretary  of  Agriculture.  [Continuing 
reading:] 

You  say  that  ** prior  to  the  enactment  of  the  Federal  reserve  act  there  were  indc^ 
pendent  banks  in  the  cotton  belt  which  made  it  a  practice  to  lend  on  cotton  id 
collaterar*  and  that  **moet  of  these  banks  are  now  members  of  the  Federal  reserv^ 
system .  and  their  policy  as  to  loans  is  largely  determined  by  regulations  of  the  Federt] 
Keserve  Board. "  As  a  result  of  the  changes  in  the  banking  law  made  by  the  Federal 
reserve  act,  the  lending  power  of  all  banks  has  greatly  incr^ised  since  1914. 

I  have  read  to  you  a  table  showing  how  the  discounts  had  increased. 
[Continuing  readmg:] 

The  banks  in  the  cotton  belt,  in  cases  where  they  are  not  over  loaned  in  other 
directions,  can  make  much  larger  loans  on  cotton  this  fall  than  ever  before,  To  what 
extent,  however,  these  banks  will  be  able  to  rediscount  at  the  Federal  reserve  baaks  I 
am  unable  to  say.  Section  4  of  the  Federal  reserve  act  requires  the  board  of  directon 
of  a  Federal  reserve  bank  to  administer  the  affairs  of  the  bank  '^fairly  and  impartiaHy 
and  without  discrimination  in  favor  of  or  against  any  member  bank  or  banks  *'  and  th^ 
said  board  "shall,  subject  to  the  provisions  of  law  and  the  orders  of  the  Federal  Reserv^ 
Board,  extend  to  each  member  bank  such  discounts,  advancements,  and  accoounodai 
tions  as  may  be  safely  and  reasonably  made  with  due  regard  for  the  claims  and  demand^ 
of  other  member  banks. "  I  feel  sure,  however,  that  the  Federal  reserve  banks  will 
do  all  that  can  reasonably  be  expected  of  them  to  aid  in  the  orderly  marketing  of  Uid 
cotton  crop. 

Very  truly,  yours,    * 

W.  P.  G.  Habmno,  Qovemor, 

Hon.  E.  D.  Ball, 
Acting  Secretary  of  AgrieuUuref  WaMngton,  D.  C. 

Now,  I  inclosed  a  copy  of  that  letter  to  Mr.  Wannamaker  when  I 
wrote  him  under  date  of  July  21,  1920,  and  I  will  now  proceed  with 
the  reading  of  that  letter.     [Keading:] 

As  you  know,  the  Federal  reserve  banks  can  not  make  loans  direct  to  producerB,! 
they  can  only  discount  notes  for  member  banks.  The  live-stock  people  and  thewoolH 
growers  appear  also  to  be  badly  in  need  of  assistance,  and  it  is  the  Doard's  pcrficy  to  do 
everything  within  reason  to  help  them.  It  is  manifestly  impossible,  however,  for  thei 
banks  of  t£e  Federal  reserve  system  to  enable  producers  of  essential  agricultural  com- 
modities to  hold  back  their  entire  product  from  the  market,  and  even  if  it  were  prac- 
ticable to  do  so,  it  would  be  bad  public  policy. 

You  do  not  want  to  be  selling  two  crops  when  you  should  be  selling| 
only  one.  Here  was  the  situation  at  that  time.  The  new  fall  cropj 
of  cotton  was  coming  on  the  market,  so  that  instead  of  13,000,000 
bales,  there  were  18,000,000  bales  to  be  sold,  and  the  market  was  very 
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dull.  That  was  the  whole  trouble.  The  inability  of  our  country  to 
send  abroad  the  usual  proportion  of  our  staples  and  the  inability  to 
sell  here  broke  the  market.     [Continuing  reading:] 

The  board  went  on  record  several  years  ago  in  favor  of  a  policy  looking  toward  the 
orderly  marketing  of  crops,  and  it  has  adhered  consistently  to  that  position. 

Now,  listen  to  this  about  the  maximum  price.  [Continuing  read- 
ing:] 

I  notice  that  current  quotations  for  the  better  grades  of  cotton  are  about  at  the 
maximum. 

Grades  for  which  there  is  an  active  demand  are  more  readily  available  as  collateral 
at  banks  than  thode  for  which  there  is  no  market. 

Representative  Sumners.  What  is  the  date  of  that  ? 

Gov.  Harding.  July  21,  1920. 

Representative  Sumners.  What  was  the  date  of  yoiu:  letter  to  Mr. 
Wannamaker,  approximately? 

Gov.  Harding.  I  wrote  to  him  very  frequently.  It  is  all  shown  in 
the  record.     May  I  finish  this  ? 

Representative  Sumners.  Yes;  I  withdraw  the  question. 

Gov.  Harding.  I  do  not  want  to  miss  the  point  here.  [Continuing 
reading:] 

Ab  a  rule  the  cotton  produced  by  any  one  farmer  is  not  of  uniform  grade,  and  in  view 
of  the  difficulty  of  finding  a  sati^actory  market  for  the  low  grades  I  would  suggest  that 
instead  of  relying  upon  the  ability  of  1>anks  to  make  loans  of  indefinite  duration  on  the 
security  of  the  low-grade  and  unsalable  cotton  it  would  be  better  policy  for  producers 
to  sell  the  better  grades  for  which  there  is  a  market,  thus  placing  themselves  in  position 
to  hold  the  low  gp^es  until  a  market  for  them  develops,  without  being  dependent  upon 
bank  acconunoaations. 

I  did  not  make  this  public;  I  wrote  this  to  the  president  of  the 
American  Cotton  Association  to  do  what  he  pleased  with  it.  I  pre- 
sume he  put  it  in  his  pocket;  he  did  not  act  upon  it.  [Continuing 
reading:] 

The  Federal  Keserve  Board  appreciates  the  importance  of  fostering  agriculture  and 
will  do  all  that  it  can  consistently  do  to  help  the  farmer — not  only  the  cotton  producer, 
but  the  cattle  man,  the  woolgrower,  and  the  wheat  farmer — ^to  market  his  product  in  an 
orderly  manner  without  being  forced  to  sacrifice  the  fruits  of  his  labor;  but- in  order 
to  achieve  the  best  results  it  is  necessary  that  the  board  have  cooperation  all  along  the 
hne— from  the  Federal  reserve  banks,  from  the  member  banks,  and  from  the  pro- 
dncen. 

It  has  never  been  possible  to  withhold  a  great  staple  crop  entirely  from  the  market, 
tod'sucfa  action  is  not  feasible  now  under  the  Federal  reserve  system,  for  the  amount 
of  money  and  credit  involved  is  too  e;reat;  but  when  a  reasonable  discretion  is  used 
b  marketing  our  major  crops  it  has  always  been  found  that  the  peak  of  the  pressure 
comes  early  in  the  season  and  that  the  stringency  is  of  short  duration,  for  the  amounts 
recdved  from  earlv  sales  liquidate  indebtedness  and  tend  to  ease  the  situation  so  that 
the  process  of  marketing  may  be  continued  over  a  period  of  months  without  bringing 
^ut  aggravated  financial  conditions,  which  would  inevitably  depress  inst^kd  m 
^ihance  the  market  value  of  the  staples. 

I  hope,  therefore,  that  you  will  urge  your  friends  to  sell  their  better  grades  at  the 
prevaiKng  prices. 

It  was  at  the  top  right  then,  and  it  did  not  ^o  down  to  25  cents 
until  Uie  1st  of  October,  as  you  will  see  by  tne  chart  presented. 
They  had  until  the  1st  of  October  to  ^t  better  than  25  cents  a  pound 
for  their  middling  cotton.     [Continuing  reading:] 

Tims  potting  themselves  in  position  to  hold  their  low  grades  with  the  minimum  of 
inutance  from  banks  instead  of  usins  the  high  grade  cotton  as  a  basis  for  loans.  An 
^^tfextended  banking  situation  in  the  South,  particularly  in  view  of  general  condi« 
tiOQs  throughout  the  country  and  in  Europe,  would  be  very  dangerous  and  would, 
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in  my  opinion,  inevitably  lower  the  price  level  for  agricultuial  etaples  held  back  as  a 
basis  for  loans. 

I  would  suggest  further  that  it  would  be  advisable  for  representativee  of  cotton 
producers  to  discuss  the  situation  with  bankers  throughout  the  cotton  belt  and  through 
them  keep  in  touch  with  the  Federal  reserve  banks  of  Richmond,  Atlanta,  St.  Louis, 
and  Dallaa.  The  Federal  Reserve  Board  is  authorized  to  determine  or  define  the 
character  of  paper  eligible  for  discount  within  the  meaning  of  the  Federal  resen'e  act 
and  has  general  superiisory  powers  over  the  Federal  reserve  banks,  but  the  routine 
work  of  a  J^'ederal  reserve  bank  and  the  ]H)wer  to  pass  upon  the  paper  offered  it  fo! 
discount  is  under  the  supervision  and  control  of  the  board  of  directors  of  the  reeene 
bank,  who  are  charged  under  the  law  with  the  iierformance  of  the  duties  usually  ap- 
pertaining to  the  office  of  directors  of  banking  associations. 

Representative  Ten  Eyck.  Have  you  any  way,  Grovernor,  of  know- 
ing how  much  of  the  better  trades  of  cotton  were  sold  between  the 
date  of  that  letter  and  the  date  in  October  when  it  went  down  to 
25  cents?' 

Gov.  Haeding.  I  do  not  know.  I  only  know  of  specific  cases 
where  cotton  was  held.  I  seriously  thought  of  going  to  the  convention 
and  of  making  that  kind  of  talk  to  those  m  attendance.  But  if  I  had 
•done  that,  they  would  immediately  have  said  that  I  was  trying  to 
break  the  price  of  cotton,  if  I  made  any  public  utterance  on  Uiat 
matter,  ana,  therefore,  I  thought  the  better  thing  for  me  to  do  was  to 
write  in  this  way  to  the  president  of  the  association,  getting  the 
information  to  him,  and  having  him  use  it  in  a  way  that  would 
benefit  the  members,  and  in  that  way  it  would  come  quietly  from 
inside  the  cotton  mowers'  organization. 

Representative  Ten  Eyck.  Were  there  any  other  statements  or 
speeches  made  about  that  time  on  the  subject? 

Gov.  Harding.  I  do  not  know  of  any  other  statements  that  were 
made  advising  the  farmer  to  sell  his  cotton.  Other  statemmits  were 
urging  him  to  hold  and  teUing  him  cotton  would  go  to  50  or  60  cents 
a  pound. 

Senator  Harrison.  Not  all  of  them. 

Gov.  Harding.  No;  many  of  them — not  all  of  them.  Bear  in 
mind  this,  also:  The  farmer  found  after  he  got  done  buving  some 
things  he  had  to  have,  he  did  not  have  any  money  left.  The  price  of 
cotton,  relatively,  was  not  high  enough. 

Representative  Ten  Eyck.  1  wonder  whether  anybody  had  the 
nerve  to  get  out  and  tell  them  what  they  thought. 

Gov.  Harding.  I  would  have  told  them  that.  I  never  have  found 
myself  yet  in  a  position  where  I  was  afraid  to  teU  what  was  on  mj 
mmd.  But  I  restrained  myself,  because  I  doubted  whether  it  was 
good  policy  to  talk. 

Representative  Ten  Eyck.  You  have  a  dual  capacity  ? 

Gov.  Harding.  I  am  not  a  talkative  man;  I  do  not  talk  unle^  I 
am  obliged  to  talk.  I  usually  sit  in  my  office  and  do  some  thinking 
and  reading. 

Now,  on  July  25,  1920,  Mr.  Wannamaker  wrote  me  as  follows 
[reading] : 

My  Dbar  Gov.  Hardino:  I  have  read  your  several  letters  with  great  interest  aod 
wish  to  assure  you  that  I  appreciate  the  same  very  much. 

Then  he  goes  on  to  tell  me  that  he  has  been  sick,  and  then  con- 
tinues [contmuing  reading] : 

I  am  very  anxious  to  release  to  the  press  throughout  the  South,  and  also  to  the 
Northern  press,  something  f  ibm  you  concerning  credits  on  cotton,  either  the  letter 
you  wrote  on  tnis  or  a  special  letter  prepsured  for  publication.  If  you  have  the  time 
to  prepare  a  special  letter  it  would  answer  the  purpose  much  better,  when  you  under- 
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stand  the  facto.  Certain  people  are  conducting  a  tremendous  campaign  for  the  pur- 
pose of  d^troying  the  confidence  of  the  producer  and  friendly  allied  buainess  interest 
in  their  ability  to  market  their  cotton  crop  this  fall,  based  upon  supply  and  demand. 
They  insist  that  credits  will  be  absolutely  lacking;  in  fact,  tney  have  conducted  this 
campaign  to  such  an  extent  that  a  tremendous  amount  of  cotton  has  been  already  sold 
here  for  fall  delivery  at  prices  far  below  the  cost  of  production.  It  is  conservatively 
estimated  that  from  two  and  a  half  to  three  million  balps  of  cotton  have  been  sold  for 
September  and  October  delivery  at  from  33  to  35  cents  per  pound,  basis  middling. 
Our  conotmittee  on  the  cost  of  production  is  composed  of  some  of  the  mwt  able  econo- 
miats  in  the  country;  they  iniorm  me  that  the  present  cotton  crop  will  he  the  most 
costly  ever  produced,  and  while  of  course  they  can  not  issue  an  intelligent  statement 
on  the  cost  o<  production  until  the  harvesting  time,  at  the  same  time  there  is  no  scintilla 
of  doubt  as  to  the  enormous  cost  of  production.  The  labor  question  is  quite  serious, 
both  on  account  of  the  shortage  of  competent  labor  and  the  high  price  demanded  for 
flame.  By  reason  of  the  fact  that  the  markete  for  off  grade  cotton  is  practically  sealed 
up  and  also  due  to  the  fact  that  the  New  York  bears  continue  to  control  the  New  York 
exchange  market,  running  it  up  and  down  at  their  own  sweet  will,  usually  keeping 
the  price  of  spot  cotton  from  800  to  1,000  points  above  futures,  is  all  adding  to  the 
alarm  of  the  producer  and  inducing  the  sale  of  cotton  at  far  below  the  cost  of  produc- 
tion.   Merchants  and  bankers  are  becoming  alarmed;  they  fear  a  repetition  oi  1914. 

fn  talks  with  manv  friends  they  do  not  nesitate  to  state  that  they  know  they  are 
selling  cotton  below  the  cost  of  production  and  that  the  world  is  in  need  of  15,000,000 
bales  of  American  cotton,  but  at  the  same  time  they  are  convinced  that  there  will  be 
absolutely  no  credit  extended  for  the  carr\'ing  of  cotton  this  fall  and  that  we  will  be 
absolutely  at  the  mercy  of  the  bear  gamblers  and  that  self-preservation  is  the  first  law 
of  nature  and  for  this  reason  they  are  attempting  to  protect  themselves  to  some  extent 
by  selling  cotton  while  they  have  an  opportunitv  to  do  so,  as  they  are  convinced  that 
on  account  of  the  withdrawal  of  credits  we  are  almost  facing  a  repetition  of  1914.  As 
to  this,  it  is,  of  course,  absolutely  farcical.  I  have  to-day  a  letter  from  Dr.  Todd, 
who  is  recognized  as  one  of  the  foremost  English  economists  and  he  frankly  and,  bluntly 
states  that  there  will  be  a  need  of  15,000,000  bales  of  American  cotton  from  the  growing 
crop.    This  estimate  is  confirmed  by  many  leading  economists. 

Now,  here  is  a  long  letter  which  tells  me  about  the  desperate  need 
toT  cotton  in  Germany,  Austria,  Poland,  and  Czechoslovalda,  and  so 
on.  There  are  about  10  pages  of  this,  and  I  will  not  take  the  time  of 
the  commission  with  it. 

On  July  28,  1920,  Mr.  Wannamaker  wrote  me,  after  I  had  written 
him  that  I  could  not  come  to  Columbia  on  August  18.  I  want  to  read 
this  to  show  you  how  sentiment  can  change,  even  in  the  South,  as  in 
my  other  section.     [Reading:] 

Mr  Dear  Gov.  Harding:  It  is  of  course  a  great  disappointment  to  me  and  your 
nany  other  friends,  both  bankers,  merchants,  and  producers,  that  you  can  not  be  with 
Kon  August  18,  and  we  are  so  extremely  anxious  to  have  you  fill  the  engagement  that 
/you  find  it  impossible  to  be  with  us  on  the  date  named  we  will  gladly  mar  e  a  change 
n  this  date.  The  people  hold  the  most  profound  regard  for  you  as  a  man  and  appre- 
iate  most  deeply  tne  great  service  you  are  rendering  to  the  South  and  to  the  ^atlon, 
tnd  will  be  more  influenced  and  guided  by  your  advice  than  by  the  advice  of  any 
'tber  man  that  we  can  secure. 

It  will  be  a  distinct  disappointment  to  me  personally  if  you  can  not  fill  this  erga^e- 
oent  I  am  firmly  convinced  that  as  the  result  of  your  filling  this  engagement  it  will 
JToniote  the  interest  of  the  great  Federal  reserve  system,  one  of  the  greatest  pieces  of 
ion'tructive  legislation  ever  put  on  the  statute  books,  this  being  fully  demonstrated 
fv  the  remarkaole  service  performed  during  the  war.  Personally,  I  believe  if  it  had 
kot  been  for  the  Federal  reserve  banking  system  that  the  length  of  the  war  would  have 
>een  greatly  extended  and  the  result  nught  have  been  far  different  and  there  is  every 
lossibility  that  the  financial  effect  upon  the  Nation  and  the  world  would  have  been 
Qtt^  disastrous. 

I  am  extremely  anxious  to  have  you  fill  this  engagement  on  account  of  the  Federal 
teserve  system  and  on  account  of  the  American  Cotton  Association,  the  economic 
Andling  and  marketing  of  American  cotton  and  the  placing  of  the  agricultural  interests 
f  the  ^uth  upon  a  business  bacds.  I  sincerely  hope  that  you  can  reconsider  your 
edfiion  in  this  matter  and  comply  with  our  request. 

I  lease  let  me  hear  from  you. 

AABuring  you  of  highest  personal  regards,  I  am. 

Very  Bincerely,  J.  S.  Wannamaker,  President, 

91341— 22~vol2 ^26  ^  , 
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That  was  written  on  July  28,  1920. 

I  wrote  Mr.  Wannamaker  on  July  30,  1920,  as  follows  [reading]: 

Mt  Dear  Mr.  Wannamaker:  I  have  received  your  several  letters  of  recent  date 
Personally  I  would  like  very  much  to  go  to  Columbia  and  address  your  meeting,  and 
while  I  mis:ht  be  able  to  arrange  to  go  there  on  the  18th  of  August,  I  am  wondering 
whether  an  address  by  me  at  this  time  would  be  of  any  real  benefit.  I  could  not,  of 
course,  make  insincere  statements  and  I  am  by  no  means  sure  that  what  I  would  be 
obliged  to  say  would  be  well  received  or  that  the  present  is  an  opportune  time  for  me 
to  discuss  any  question  except  from  purely  a  banking  standpoint.  Sometimee,  as 
you  know,  silence  is  golden,  and  this  may  be  the  case  at  present. 

However,  I  will  think  the  matter  over  very  carefully  and  will  write  you  definitely 
some  time  next  week. 

With  kind  regards,  I  am, 
Sincerely,  yours, 

W.  P.  G.  Hardlsg. 

Now,  here  is  a  letter  which  I  wrote  to  Mr.  Wannamaker  on  August 
4,  1920  [reading]: 

Dear  Mr.  Wannamaker:  When  I  wrote  you  last,  I  stated  I  would  let  you  bear 
definitely  from  me  some  time  this  week  as  to  whether  I  could  attend  your  meeting  in 
Columbia  on  the  18th  instant.  I  regret  very  much  that  it  will  be  impossible  for  me 
to  leave  here  at  that  time  and  with  the  pressure  of  work  ahead  of  us,  I  do  not  feel  safe 
in  suggesting  any  other  date. 

I  have  carefully  considered  your  suggestion  that  I  prepare  some  statement  for  the 
press  on  the  cotton  situation  but  have  reiached  the  conclusion  that  it  would  be  unwise 
to  do  so.  I  am  inclosing  for  your  information  copy  of  a  letter  which  I  wrote  to-day  to 
Mr.  Joseph  0.  Thompson,  general  manager  Alabama  section,  American  Cotton  Asso- 
ciation, which  relates  to  the  board's  ruling  as  to  the  eligibility  of  factors'  pap^. 

I  am  leaving  to-morrow  for  Atlanta  on  a  flying  trip  and  will  discuss  the  cottoL 
situation  with  the  directors  of  the  Federal  reserve  bank  there  on  Friday,  but  I  will 
be  obliged  to  be  back  in  Washington  on  next  Monday  morning.  I  would  suggest  that 
if  you  can  you  go  to  Richmond  and  confer  with  the  officers  of  the  FedersJ  reserve 
bank  there  in  order  that  you  may  have  a  definite  understanding  as  to  the  policy  of 
the  bank  in  the  matter  of  cotton  loans.  The  four  banks  in  the  cotton-g:rowing  dis- 
tricts are  all  rediscounting  heavily  with  other  Federal  reserve  banks  and  the  aggre- 
gate of  rediscounts  by  these  four  banks  with  other  Federal  reserve  banks  is  more  Aan 
$100,000,000.  1  he  board  has  received  assurances  from  all  of  them  that  it  is  tb^ 
intention  to  do  all  they  can  under  the  terms  of  the  Federal  reserve  act  and  with 
reasonable  regard  for  safety  to  facilitate  the  movement  of  the  cotton  crop. 

It  seems  to  me  that  among  the  adverse  conditions  in  the  cotton  market  just  now  are 
the  following:  (1)  The  Government  report  indicating  a  jdeld  of  about  12,500,000  bales. 
(2)  Bolshevik  invasion  of  Poland,  (3)  adverse  exch^mge  conditions  in  En^and  and  on 
the  continent,  (4)  slowing  down  of  the  textile  industry,  and  (5)  the  slump  in  silk  and 
wool. 

If  I  were  to  make  a  comprehensive  statement  or  address  I  would  be  obliged  torofei 
to  these  conditions  and  I  do  not  know  of  any  favorable  factors  with  which  to  offset 
them,  except  the  theoretical  world  shortage  of  cotton.  I  do  not  want  to  say  anything 
that  would  interfere  with  the  efforts  you  are  making  or  to  scare  anyone,  and  therefor* 
I  think  the  best  thing  for  me  to  do  at  the  present  junctiure  is  to  keep  quiet  . 
Sincerely,  yours. 

W.  P.  (i.  Hardim;. 

I  received  a  reply  to  that  letter,  saying  [reading]: 

My  Dear  Gov.  Harding:  I  have  read  your  three  letters  with  much  interest. 

I  sincerely  hope  that  you  can  find  that  you  will  be  able  to  be  with  us  on  August  i>| 
It  is  barely,  possible  that  we  may  change  thia  date  to  a  few  days  later;  if  so,  I  wiU  im^ 
mediately  notify  you. 

I  feel  convinced  that  your  address  will  bring  much  benefit,  and  many  friends  ar^ 
persistently  urging  us  to  use  every  effort  in  our  power  to  induce  you  to  be  present  al 
that  time. 

Please  let  me  hear  from  you  as  soon  as  possible. 

Assuring  you  of  highest  personal  regards,  I  am, 
Very  sincerely, 

J.  S.  Wannamaker,  Premdtnt. 
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I  sent  a  telegram  od  August  24,  1920 — I  sent  two  telegrams,  but  I 
will  read  the  snorter  one  first.  They  were  havmg  their  meeting  of  the 
cotton  association  at  Columbia,  S.  C.,  at  that  time.     [Reading:] 

J  S.  Wannamakbr, 

Prendent  American  Cotton  Astociationy 

Liberty  National  Bank  Building ,  Columbia,  S,  C: 
In  order  that  you  may  be  fuUy  informed  of  the  extent  of  the  assistance  rendered  by 
oiher  sections  of  the  country  to  the  cotton-growing  regions,  would  state  that  the  Fed- 
eral r^rve  banks  of  Boston,  New  York,  and  Cleveland,  have  under  discount  to-day 
for  the  Federal  reserve  banks  of  Richmond,  Atlanta,  St.  Louis,  and  Dallas  paper 
amounting  to  $120,000,000. 

1  will  state  that  at  the  peak  of  the  strain  last  winter  the  Federal 
reserve  bank  had  discounted  for  its  member  banks  in  North  Carolina 
and  South  Carolina  approximately  500  per  cent  of  the  basic  line  of  the 
borrowing  banks  in  tnose  States,  an  amoimt  aggregating  $58,000,000, 
which  is  only  $1,000,000  less  than  all  the  banfe  had  rediscounted  at 
a  period  in  August,  1907,  just  before  the  panic  of  that  year.  I  have 
the  detailed  list  here  showing  the  advances  made  to  the  various 
banks,  if  the  commission  desires  to  see  it.  These  discounts  were 
given  to  the  member  banks,  and  it  was  the  business  of  the  member 
banks  as  to  what  they  did  with  it;  thev  treated  the  individual  cases. 
But  we  did  everything  we  could  do  to  help  out  the  situation. 

1  want  to  read  you  my  statement  to  Mr.  Wannamaker.  I  finally 
yielded  to  Mr.  Wannamaker's  urgent  request  and  sent  him  a  state- 
ment by  telegraph.     Here  is  his  telegram  to  me  [reading]*: 

W.  p.  G.  Harding. 

Governor  Fedtral  Reserve  Board,  Washiiigtony  D.  C. 
All  buyers  have  withdrawn  from  cotton  market.  Manufactun^rt^  claim  can  not  selJ 
manufactured  product.  Combination  beating  down  price  and  floating  South  with 
bear  propaganda  urging  sell  cotton  and  insibting  Federal  ReseA'e  will  only  extend 
credits  for  harvesting  of  crop^,  but  will  not  permit  warehousing  of  ^Jame,  and  holding 
until  there  is  Intimate  demand  from  manufacturer  above  cost  of  production.  Thip 
H  moBt  costly  crop^ever  produced,  and  if  South  unable  to  secure  iijiancep  enabling 
them  to  warehouse^cotton,  but  is  forced  to  sell  regardless  of  price,  then  we  are  facing 
calamity  which  will  bring  serious  conditions  not  only  to  producer  but  to  every  legiti- 
mate line  of  cotton  industry,  and  this  in  face  of  acknowledged  fact  that  world  is  in 
need  of  enormous  increase  in  raw  cotton  production — 

He  overlooks  the  distinction  between  need  and  demand,  you  see» 
[Continuing  reading:] 

and  that  ba?ed  upon  supply  and  demand,  producer  entitled  to  price  above 
o>^  of  production.  Every  State  in  cotton  belt  holding  co'nvention.  Beg  you 
tele;»raph  me  prior  to  convention  to-morrow.  Wedne.-'day,  in  (^olumbia,  which 
convention  will  be  attended  by  repre='entatives  of  agricultural  and  commercial 
interests  of  various  cotton-producing  States.  acceptanccM  to  invitations  ^howing 
aitendance  of  three  to  five  thousand  that  Federal  Re-eive  will  exiend  necessary 
creiits  to  enable  producer  to  harvest  his  crop  and  warehouse  .same  until  there  is 
le/itimate  domaud  from  manufacturer  above  co^t  of  production  so  that  he  will 
not  be  forced  to  sacrifice  his  cotton.  Hears  insist  that  statement  i-<Fued  that  Federal 
Re^r\*e  will  furni  h  credits  for  proper  marketing?  of  crops  means  that  cotton  must  be 
iinmediately  placed  upon  market  after  ginning^  regardless  of  price,  and  not  put  in 
wirehou:^e.  Such  construction  of  position  of  Federal  Reerve  absolutely  unthink- 
a^'le.  1  beg  yon  ispue  statement  clarifying  situation  and  teh^jrraph  me  fully,  per- 
mitting the  reading  of  your  telegram  to  convention  a^embled.  An^wpr  caro  Ameri- 
can Totton  Association  Libert  *  National  Building,  Columbia.  S.  (\  Thi-«  of  vital 
•ttjportance  to  entire  agrlcultura!  and  commercial  life  of  South. 

J.   S.  WWNAMAKI.R. 
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1  will  show  presently  that  the  cost  of  production  was  estimated  to 
be  at  least  32  cents  a  pound,  and  this  telegram  strongly  urged  the 
Federal  Reserve  Board  to  make  a  public  statement  tnat  producers 
would  be  financed  to  hold  their  cotton  in  warehouses  tmtil  the  manu- 
facturer would  pay  a  price  above  the  cost  of  production. 

Now,  in  the  face  ot  these  facts — you  understand,  my  sympathies 
were  with  them,  but  I  am  trying  to  inform  this  conmiission  of  this 
very  acute  problem  that  was  put  up  to  us,  and  ask  you  how  you  would 
have  handled  it  if  you  had  oeen  m  our  situation.  I  will  show  you 
how  we  did  handle  it.  I  don't  know  whether  you  approve  of  it,  or 
not.     But  there  is  our  statement. 

He  says,  *'  Bears  insist  that  statement  issued  that  Federal  Reserve 
will  furnish  credits  for  proper  marketing  of  crops  means  that  cotton 
must  be  immediately  placed  upon  market  after  ginning,  regardless  of 
price,  and  not  put  m  warehouse." 

The  Federal  Reserve  Board  had  issued  no  such  statement  as  that; 
we  had  not  issued  any  statement;  we  were  very  careful.  I  am  going 
to  read  our  telegram  now.  Of  course,  you  will  admit  that  the  Federal 
Reserve  Board  could  not  have  made  the  statement  desired;  it  would 
have  related  to  matters  beyond  our  control.  I  have  alreadv  ex- 
plained to  you  that  we  could  not  make  any  advances  to  anybody, 
except  to  member  banks. 

Now,  the  conditions  referred  in  Mr.  Wannamaker's  telegram  were 
not  calculated  to  inspire  confidence  in  the  cotton  situation.  If  the 
Federal  Reserve  Board  had  come  out  and  urged  all  banks  to  loan, 
say,  80  per  cent  of  the  market  value  of  cotton,  some  banks  would 
possibly  have  done  so,  but  others  would  not  have.  That  would 
nave  meant  advising  loans  on  the  basis  of  32  or  33  cents  a  pound. 
Unless  there  could  nave  been  created  a  demand  for  it,  the  cotton 
would  have  been  on  hand.  The  cotton  would  have  been  in  ware- 
house, it  could  not  have  been  hidden,  it  would  have  been  '*in  sight" 
and  the  position  would  have  been  very  vulnerable  from  a  market 
standpoint.     It  was  a  very  acute  situation. 

If,  on  the  other  hand,  the  Federal  Reserve  Board  had  responded 
and  said  that  we  felt  it  safe  for  all  banks  to  make  advances  on  cotton 
on  the  basis  of  10  or  15  cents  a  pound,  you  can  see  what  would  have 
happened;  quotations  would  have  immediately  declined,  and  the 
Federal  Reserve  Board  would  have  been  blamed  for  it. 

In  response  to  Mr.  Wannamaker's  telegram,  I  got  consent  from 
my  colleagues  to  send  this  reply,  which  was  the  best  I  could  do 
[reading] : 

J.  S.  Wannamaker, 

President  American  Cotton  Associationy 

Liberty  National  Bank  Building ^  Columbia,  S.  C. 
Answering  your  telegram,  would  state  that  policy  of  Federal  resen-'e  banks  for  many 
months  past  has  been  so  shaped  as  to  enable  them  to  render  all  reasonable  assistance 
to  meoiber  banks  in  facilitating  processes  of  production  and  orderly  distribution  of 
essential  commodities,  including  products  of  mines  and  factories  as  well  as  fanns. 
Crop  movement  is  a  seasonal  one  and  in  its  early  stages  renquires  laige  additional 
credits.  Federal  reserve  banks  are  prepared  to  meet  all  legitimate  demands  made 
upon  them  by  member  banks  for  moving  the  crops,  but  your  attention  is  called  to 
the  fact  that  under  the  law  Federal  reserve  banks  can  not  make  direct  loans.  They 
can  only  rediscount  for  member  banks,  which  institutions  are  obliged  to  obeerve  thie 
limitations  prescribed  by  law  upon  their  loans.  Growers  and  distributors  of  agri- 
cultural products  usually  have  no  broad  financial  connections  and  are  obliged  to 
depend  for  accommodations  upon  local  banks.    Consequently,  notwithstanding  the 
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leaire  to  respond  fully  to  needs* of  farmers,  member  banks  frequently  find  it  impoe- 
dible  to  extend  all  accommodations  deiired.  ( 'omplaints  are  made  by  wool  growers 
and  wheat  farmers  as  well  as  by  cotton  men  of  lack  of  ready  markets  and  of  insufficient 
traosportation  facilities.  The  board  urges  cooperation  between  banks  and  producers 
in  order  that  burden  of  carrying  crops  awaiting  transportation  to  market  may  be  as 
evenly  distributed  as  possible. 

If  producers  can  mana^  to  get  along  with  reasonable  advances  awaiting  actual 
sales  and  full  returns,  it  is  thought  that  the  most  pressing  needs  of  farmers  can  be 
jJTOvided  for  without  exhausting  credit  facilities  ol  local  banks,  which  have  their 
legal  limitations.  Had  interview  yesterday  with  minister  of  Czechoslovakia,  who 
stated  that  seasonal  needs  of  mills  in  his  country  alone  for  cotton  amount  to  700,000 
bales,  but  owing  to  depreciation  in  exchange  and  inability  to  ship  gold  it  was  impoe- 
sible  for  mills  to  take  anvthing  like  this  amount  of  cotton  unless  nine  months'  credits 
are  provided.  He  stated  that  mills  in  his  country  ^ill  be  able  to  pay  for  raw  cotton 
famished  them  as  soon  as  manu&ictured  and  sold,  and  expressed  opinion  that  syn- 
dicate of  mills  and  banks  in  his  country,  backed  by  guaranty  of  his  Government, 
could  give  satisfoctory  assurance  of  payment  at  end  of  time  specified.  I  anticipated 
present  situation  in  spring  of  1919  when  I  urged  formation  of  large  cotton  ex|>ort 
corporation.  Since  then  Congress  has  legislated,  passing  the  Edge  Act,  under  which 
tiiieee  corporationB  can  be  formed  under  Federal  charter.  Central  Europe  has  the 
flpinning  and  weaving  capacity,  the  mills,  and  the  labor,  but  lacks  raw  material. 
The  South  has  the  raw  cotton.  If  coiporation  could  be  formed  under  Edge  Act, 
taking  cotton  in  payment  for  stock,  there  would  be  opportunity  for  direct  dealings 
between  southern  producers  and  European  mills.  A  movement  of  this  kind  would 
put  new  life  in  the  market,  for  it  would  stimulate  buying  by  domestic  and  British 
mills.  The  d^;ree  of  risk  aj^pears  to  depend  upon  stability  of  governments  in  central 
Europe,  and  if  capital  whi'cn  is  not  interested  in  cotton  ^wing  does  not  care  to 
assume  this  risk,  it  must  be  borne  by  producers  themselves  if  anything  is.  to  be  done. 
Do  not  think  cotton  situation  can  be  improved  by  calamity  talk,  which  can  only 
lead  to  fjiirther  depression,  but  believe  it  can  be  saved  if  there  is  inculcated  a  ^et- 
together  spirit  of  courage,  self-reliance,  and  determination,  followed  by  prompt  action 
ilong  practical  and  constructive  lines.  People  who  help  themselves  are  assured  of 
%  most  dependable  and  effective  help.  Courage  breeds  confidence,  and  nothing 
succeeds  like  success. 

W.  P.  G.  Harding. 

I  received  a  letter  from  Mr.  Wannamaker  about  this  telegram, 
dated  August  27,  1920.     [Reading:] 

My  Dear  Gov.  Harding:  It  will  be  impossible  for  me  to  express  my  deep  appro- 
ciatioD  for  the  great  service  you  have  rendered,  as  the  result  of  the  telegram  you  sent 
to  be  used  at  the  meeting  of  the  South  Carolina  division  of  the  American  Cotton  Asso- 
ciation in  Columbia  on  the  25th  instant.  This  meeting  was  attended  bv  between 
4,000  and  5,000  farmers,  merchants,  bankers^  business  and  professional  men,  and  was 
Dot  onlv  one  of  the  most  largely  attended  but  was  one  of  the  most  successful  meetings 
mt  held  in  this  State.  Tne  reading  of  your  telegram  was  listened  to  with  intense 
iztterest  and  it  wiU  carry  with  it  a  great  influence. 

And  then  lie  proceeds  to  tell  about  another  convention,  and  what 
he  is  doing,  ana  comes  back  to  the  40  cents  a  pound  idea. 
Then,  on  August  31,  1920,  he  sent  me  a  telegram  about  the  Moat- 

Smery  conference,  saying  there  will  be  a  large  attandance,   as 
lows  [reading]: 

W.  P.  G.  Harding, 

Governor  Federal  Reserve  Boards  Washington,  D.  C: 
In  addition  to  representatives  s^cultural  and  commercial  life  entire  South,  have 
especially  invited  president  each  State  bankers'  association  together  with  committee 
%  bankers.  I  be^  you  telegraph  Federal  reserve  governors  Riclunond,  Dallas,  Atlanta, 
jnd  St.  Louis  urging  they  attend  conference  Montgomery,  September  1  to  3,  or  at  least 
w  September  3,  on  which  date  have  arranged  special  conference  on  banking  and 
financing;  if  they  can  not  attend  in  person  have  them  send  representative.  At  your 
wggestion  I  invited  all  governors  these  districts^  however,  with  exception  Judge 
"MQsev,  of  DaUas.  All  other  governors  render  various  excuses  why  can  not  attend  or 
*^d  representatives.  Am  pressingly  urged  from  leading  men  various  sections  South 
ojeevwy  effort  my  power  induce  you  attend  convention  to  join  in  conference,  deliver 
udress;  convinced  your  invitation  governors  will  assure  their  attendance;  fully  con- 
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vinced  their  attendance  together  with  yours  will  promote  closer  relationshii)  betwwn 
banks  and  reserve  syste.n  and  prove  outstanding  oenefit  entire  agricultural  and  cwi- 
mercial  life  South.     Leaving  for  Montgomery  to-night. 

J.  S.  Wannamaker 

Representative  Sumnees.  Governor,  have  you  a  copy  of  your 
address  on  that  occasion  ? 

Gov.  HARraNG.  I  did  not  go.  There  was  nothing  for  roe  to  talk 
about  at  that  time. 

Here  is  a  telegram  I  sent  to  Mr.  Wannamaker  at  the  Exchange 
Hotel,  Montgomery,  Ala.,  as  follows  [reading]: 

J.  S.  Wannamaker, 

President^  American  Cotton  Association^  Exchange  Hotels  Montgomery,  Ala. 
Your  telegram  30th.  For  reasons  stated  in  my  letter  and  in  view  of  necessity  d 
my  being  in  Washington,  can  not  accept  invitation  to  go  to  Montgomery.  Am  sure 
governors  of  banks  mentioned  attach  due  importance  to  conference  but  doubtless  find 
pressure  of  business,  which  is  always  heavy  at  this  time  of  the  year,  requires  their 
presence  at  bank,  and  I  do  not  believe  I  should  urge  them  to  attend  conference. 

W.  P.  G.  Harding. 

I  will  come  to  the  resolutions  adopted  at  that  conference,  and 
with  your  consent  will  read  an  extract  from  them. 

I  would  like  to  place  in  the  record  at  this  point  a  letter  from 
Gov.  Seay,  governor  of  the  Federal  reserve  bank  at  Richmond. 

fiving  his  correspondence  at  the  same  time  with  Mr.  Wannamaker. 
'hat  will  throw  light  on  what  one  of  the  Federal  reserve  banks 
was  actually  doing  m  the  loaning  of  money  to  producers  through 
member  banks. 

The  Chairman.  Without  obiection,  it  may  go  in. 
(The  correspondence  referred  to  is  as  follows:) 

September  4,  192<>. 
Hon.  W.  P.  G.  Harding, 

Governor^  Federal  Reserve  Board,  Washingiony  D.  C. 

Dear  Gov.  Harding:  I  have  observed  a  report  that  the  American  Cotton  Associa 
tion,  at  its  recent  convention  in  Montgomery,  appointed  a  large  committee  to  wail 
upon  you  in  behalf  of ' '  King  Cotton.  * '  Thinfang  that  it  will  be  of  interest  to  you  awi 
possibly  helpful  to  be  acquainted  in  advance  with  the  position  of  President  Wania 
maker,  whose  views  were  adopted  by  the  convention,  I  am  sending  you  a  copy  of  i 
letter  from  him  and  my  reply  thereto.  I  also  sent  him,  in  partial  answer,  a  cop; 
out  last  Monthly  Letter,  on  page  5  of  which  we  refer  to  this  situation. 

Mr.  Wannamaker  takes  the  advanced  view  that  cotton  should  go  finom  the  gin-^  h 
the  warehouse  and,  inferentially,  be  fed  out  at  a  price  satisfactory  to  the  growers,  i 
not  to  others.  If  this  theory  were  applied  to  all  crops,  a  pretty  state  of  aifaiiB  wouk 
prevail. 

Mr.  Wannamaker  asked  for  a  telemphic  statement  from  us  giving  a  *' clean  cut' 
declaration  of  policy  of  the  Federal  reserve  bank,  which  I  declined,  in  diplomatic 
manner,  to  do.  j 

While  the  cotton  crop  is  of  tremendous  importance  to  all  interests  in  the  South,  aQ<{ 
while  it  is,  of  course,  entitled  to  every  reasonable  consideration,  and  even  the  mo^ 
liberal  treatment,  it  is  nevertheless  not  sacred  beyond  other  forms  of  agricultore  m 
industry. 

I  am  looking  forward  to  conference  with  the  board  in  October  with  great  interr- 
having  returned  to  the  bank  fully  restored  in  vigor.     With  high  reguxl,  I  am 
Sincerely,  yours, 

Geo.  J.  Seay,  Goienm 

SsPTEirBBR   2,   192IK 

.  S.  Wannamaker, 

President  American  Cotton  Association,  St,  Mathews,  S,  C. 
Mr  Dear  Sir:  Upon  return  to  the  city  after  an  extended  vacation,  I  find  you 
letter  of  the  30th  ultimo  addressed  to  Mr.  Peple,  deputy  governor.  Mr.  Peple  is  ab»ed 
from  the  city  on  his  vacation.  Other  important  officers  are  abe^t  from  the  dtj 
It  is  not  practicable  for  any  officer  of  this  bank  to  attend  the  cotton  conventioii  i 
Montgomery,  September  13. 
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Vou  are,  doubtlesa,  well  acquainted  with  the  general  credit  situation,  w|iich  affects 
oot  only  cotton  but  every  other  industry  and  pursuit.  The  Federal  reserve  bank  of 
Richmond  is  already  len^ng  to  the  banks  of  North  and  South  Carolina — very  lai^gely 
for  crop  raising  purposes — a  relatively  larger  propoition  of  the  resources  of  this  V^k 
than  to  any  other  member  banks  in  the  aistnct.  You  are  also  doubtless  aware  that 
this  bank  has  loaned  all  of  its  available  resources  down  to  its  legal  reserves,  and  that, 
in  addition,  it  is  borrowing  $25,000,000  from  other  reserve  banks  for  the  purpose  of 
iendinj?  to  its  own  member  banks  in  this  district.  It  has  not  only  been  liberal  in  its 
grant  of  credit  to  member  banks,  but  it  has  met  emergency  demands  from  a  ver>'  lai]ge 
numl)er  of  its  members  who  seemingly  lacked  the  foresight  to  so  conduct  their  affairs 
a.*  to  avoid  excessive  borrowing,  thus  helping  to  impose  burdensome  demands  upon 
the  general  supply  of  credit. 

it  will  interest  you  to  know  that  those  Federal  reserve  banks  from  which  this  bank 
has  borrowed  in  order  to  lend  to  its  members  have  been  authorized  to  charge  a  rate  of 
7  per  cent  for  such  rediscounts.  This  bank  has  not,  as  yet,  charged  a  rate  above  6  per 
cent  to  its  members  on  commercial  and  agricultural  paper,  and  by  symfMithetic  coopera- 
tion with  borrowing  members,  exercising  a  firm  and  benevolent  discrimination  in  the 
grant  of  credit,  it  has  been  able  to  avoidf,  so  far,  the  establishment  of  progressive  dis- 
count rates,  which  would  have  fallen  rather  heavily  upon  those  banks  which  were 
called  upon  to  assist  in  crop  raising. 

In  general  terms,  it  may  be  stated  that  the  policy  »*f  this  bank  with  respect  to  the 
marketing  of  cotton  will  be  as  liberal  as  its  own  resources  and  the  general  credit  situa- 
tion will  admit  of.  There  are  other  crops  and  other  industries  which  must  haxe 
credit  and  support;  otherwise,  they  would  react  strongly  against  cotton  and  the  entire 
commercial  situation.  This  bank  is  compelled  by  law  to  maintain  a  position  to  not 
favor  unduly  or  discriminate  against  any  form  of  a^culture  or  industxy,  and  it  will 
meet  the  demands  upon  it,  so  mr  as  its  resources  will  enable  it  to  do  so,  in  a  £air  and 
just  and  liberal  and  nelpful  spirit. 

-Vs  you  know  from  experience,  this  bank  deals  with  its  member  banks  according 
t*)  thrir  condition  and  circumstances,  with  which  in  general  it  is  in  close  and  intimate 
touch.  It  is  the  purpose  and  endeavor  to  foster  their  business  and  to  lend  to  them  to 
bmitof  prudence  and  safety  whenever  and  wherever  it  is  necessary  for  them  to 
borrow  from  us  to  meet  the  reasonable  demands  of  their  customers.  We  believe  that 
0  ir  member  banks  fully  understand  tliis,  and  wo  do  not  think  that  any  sound  or  pru- 
dent banker  would  have  any  disposition  or  occasion  to  find  fault  ^^ith  our  policy. 

It  is  not  practicable  to  express  the  foregoing  in  a  telegram,  according  to  your  request . 

Wishing  you  a  helpful  and  successful  conference,  1  am. 
Very  truly,  yours, 

Geo.  J.  Seay,  Governor. 

American  Cotton  Association, 

St,  Matihevg,  S,  T.,  Augmt  30,  1920. 
Mr. (HAS.  A.  Peple, 

Deputy  Governor,  Federal  Reserve  Bunk,  Richmond,  Va. 

My  Dear  Mb.  Peple:  Your  letter  of  August  28.  It  will  of  course  prove  a  distinct 
disappoiotment  to  the  convention  at  Montgomer>'  on  September  1-3  to  learn  that  the 
oichmond  district  will  not  be  represented  at  this  convention.  Representatives  of  the 
agricultural  and  commercial  life  of  every  section  of  the  14  cotton-growing  States  will 
be  present  and  we  have  extended  special  invitations  to  the  presidents  of  the  various 
S^te  bankers'  associations  of  each  of  these  States  to  attend  this  conference,  together 
^th  25  representative  bankers  from  each  of  the  States,  for  the  specific  purpose  of 
^ding  a  loint  conference  with  the  representatiAes  of  the  various  Federal  reserve 
btnks  of  the  South.  At  any  time  such  a  conference  would  prove  benoficifll,  and 
«8penally  so  at  this  time.     T  note  that  you  state: 

'It  may  interest  you  to  know  that  very  recently  we  held  a  conference  with  the 
officers  of  a  la^ge  number  of  our  member  banks  by  which  the  cotton  situation  in  this 
dutrict  is  to  be  handled.  At  this  conference  views  were  fully  and  freely  exchanged, 
^th  reference  to  the  method  of  assisting  in  the  marketing  of  the  crop  and  the  credit 
Bitaatk)n  in  this  district. " 

.  I  am  glad  to  note  that  the  matter  of  marketing  of  the  cotton  crop  and  the  credit 
3ituatM)n  in  this  district  were  fully  discussed,  and,  as  I  understand  it,  plans  were 
^opted.  I  will  appreciate  it  very  much  if  vou  will  kindly  telegraph  me  concerning 
tbe  action  that  the  Federal  reserve  bank  of  Richmond  will  adopt  concerning  loans 
to  be  panted  on  cotton  and  what  course  they  have  decided  to  pursue  on  the  credit 
situation  in  your  district. 

Cotton  is  selling  far  below  the  cost  of  production.  The  markets  of  central  Europe 
>re  entirely  closed  and  these  markets  were  fonperly  our  best  customers,  especially 
^  low-grade  cotton.    Based  upon  the  estimate  of  the  United  States  Agriculturtl 
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Department/  and  also  based  upon  the  estimate  on  the  cost  of  production,  as  shovn 
by  our  special  committee,  it  is  absolutely  impossible  to  sell  cotton  to-dav,  even  of 
the  very  best  grade,  without  a  very  serious  loss  to  the  producer,  r^ardless  of  the 
fact  that  we  are  face  to  face  with  an  enormous  increased  demand  for  cotton  and  face 
to  face  with  the  fact  that  the  manufacturers  have  accumulated  enormoue  earnings 
upon  the  manufoctured  product.  Under  these  conditions,  I  feel  that  you  will  j«ree 
with  us  that  it  is  absolutely  necessary  to  warehouse  cotton  and  hold  same,  stretcning 
the  sale  of  the  cotton  over  a  sufficient  period  so  that  it  will  onljr  be  sold  when  there 
is  a  legitimate  demand  &t>m  the  manufacturer  at  a  price  sufficiently  above  the  cost 
of  production  to  bring  to  the  producer  a  reasonable  profit;  that  it  would  be  suicidal 
to  sell  cotton  to  the  gamblers  and  manipulators  at  present  prices,  which,  a^  explained, 
are  far  below  the  cost  of  production. 

It  is  my  understanding  that  the  Federal  reserve  system  will  finance  the  cotton 
<Top,  so  as  to  enable  us  to  arlopt  the  orderly  marketing  of  same.  In  the  han«11ing  of 
the  American  cotton  crop  there  is  now  a  loss  of  one  entire  crop  out  of  every  ten,  or 
arourul  |20(),000,000  per  year,  based  upon  the  prices  of  the  last  crop,  as  diown  by  the 
United  States  Agricultural  Department,  due  to  the  uneconomic,  manner  in  which 
the  said  crop  is  handled.  The  proper  marketing  of  the  cotton  crop  would  certainly 
be  to  take  it  from  the  ginhouse  to  the  warehouse  and  store  it  in  said  warehouse  until 
it  can  be  sold  in  accord  with  the  law  of  supply  and  demand  to  the  manufacturer, 
insteafl  of  forcing  it  upon  the  market,  at  a  sacrifice  of  price,  to  the  gambler. 

Will  the  Federal  reserve  bank  of  Richmond  extend  to  the  member  banks  the  finan- 
cial accommodation  on  cotton  so  stored  to  enable  them  to  carry  out  this  policy  in  the 
handling  and  marketing  of  same? 

Through  our  representatives  in  England  we  find  that  on  August  1  the  manufac- 
turers of  England  in  many  cases  paid  quarterly  dividends  of  from  200  per  cent  to 
400  per  cent;  that  the  exports  of  England  for  the  first  six  months  of  192^J  amounted 
to  13,500,000,000,  this  being  in  excess  of  the  total  exports  for  the  entire  year  of  1913 
and  breaking  the  record  for  all  exports  since  1900.  These  exports  were  largely  com- 
posed of  the  manufactured  product  American  cotton. 

Through  our  representatives  in  central  Europe  we  find  that  England  is  doing  an 
enormous  business  in  yams,  and  even  in  raw  cotton,  with  the  people  of  those  coun- 
tries, who  would  be  very  glad  to  secure  the  raw  cotton  direct  from  America  and  who 
are  our  former  customers.  These  credits  from  England  are  arranged  through  a  credit 
board  established  in  1914,  this  credit  board  being  composed  of  bankers,  merchants,  • 
and  business  jnen,  credits  being  extended  for  three,  six,  and  nine  months,  based 
upon  securities  whic  h  can  be  obtained  in  these  countries.  These  credits  are  safe. 
•  Through  our  representatives  we  find  that  these  people  are  desperately  anxious  to 
secure  raw  cotton  from  America,  especially  of  the  low  grades.  We  are  now  ronren- 
trating  our  efforts  upon  the  formation  of  an  export  corporation,  the  stock  of  whic  h  is 
to  be  taken  in  cotton,  and  I  am  fullv  convince<l  that  this  corporation  can  be  formed 
and  that  it  will  brin^  tremendous  relief  to  the  raw-cotton  industry.  Our  association 
has  arranged  to  put  into  eflfect  and  force  plans  that  will  bring  relief  to  the  present 
existing  conditions,  first,  by  the  sale  of  cotton,  especially  the  lower  grades,  into  cen- 
tral Europe,  as  outlined  above;  second,  by  the  reduction  of  the  cotton  acreage  for  the 
coming  year  by  at  least  33}  per  cent,  planti  ig  the  lands  so  ^-educed  in  small  grains 
this  fall  and  in  food  and  feed  crops  next  spring:  and,  third,  by  the  holding  of  every 
bale  of  cotton  for  a  price  at  least  above  the  coat  of  production. 

We  are  facing  the  certainty  of  the  sixth  short  crop.  The  matter  of  raw  cotton  will 
prove  of  serious  concern  to  the  entire  world  before  another  crop  can  be  produced. 
Kaw  cotton  has  never  sold  for  an  inflated  price.  Had  the  entire  cotton  crop  produced 
last  season  been  sold  at  one  time  on  a  basis  of  40  cents  middling,  there  woula  have  been 
a  di .Terence  of  all  grades  below  middling  of  13  cents  per  pound,  which  would  ha>'e 
made  a  bulk  line  of  27  cents,  and  it  was  even  impossible  to  sell  the  low  grades  on 
account  of  conditions  in  cential  Europe,  as  explained  above. 

I  consider  the  Federal  reserve  system  one  of  the  greatest  pieces  of  legislation  ever 
put  upon  our  statute  books.  Had  it  not  been  for  the  great  Federal  reaerve  banking 
system,  the  World  War,  in  all  probability,  would  have  lasted  years  longer  and  the 
final  outcome,  in  all  probability,  would  have  been  far  diiferent.  The  financial  ^bric 
of  the  Nation  and  world  could  not  have  stood  the  strain. 

One  of  the  greatest  needs  of  to-day  is  intense  commercial  activity,  world-wide. 
It  is  only  possible  to  promote  this  condition  through  an  enormous  increaaed  pro- 
duction, and  it  is,  of  course,  absdutelv  necessary  for  the  producer  to  receive  a  i»t>fit- 
able  price  for  his  product  to  enable  him  to  compete  with  other  lines  in  endeaA  or, 
and  it  is  only  possible  for  him  to  receive  a  profitable  price  for  his  produce  provided 
he  can  receive  the  necessary  financial  assistance  and  protection. 

An  invitation  was  extended  to  the  representatives  of  each  of  the  Federal  reeer\e 
banking  systems  of  the  South,  and  I  am  convinced  that  they  will  be  represented  at 
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the  Montgomery  convention.  I,  of  course,  feel  an  especial  interest  in  the  Federal 
reserve  bank  of  which  my  bank  is  a  member,  and  for  this  reason  am  especially  anxious 
to  have  you  favor  us  with  a  telegram  to  Montgomery,  outlining  in  mil  the  position 
that  the  Federal  reserve  bank-  ot  Richmond  will  take  concerning  cotton  and  con- 
cerning the  credit  situation  now  existing  in  this  district.  Kindly  address  your 
telegram  to  me  in  care  of  the  convention  and  give  me  permission  to  read  the  same  ta 
the  convention. 
AsBuring  you  of  my  kind  regards  and  with  best  wishes,  I  remain. 
Sincerely, 

J.  S.  Wannamaker, 
.  President^  American  Cotton  Association, 

(Page  5  of  the  Monthly  Letter  referred  to  is  here  printed  in  full, 
as  follows:) 

CROP   MOVEMENT. 

The  Federal  Reserve  Bank  of  Richmond  fully  realizes  the  importance  of  rendering 
the  fullest  possible  measure  of  aBsistance  within  the  limit  of  it8  reeoiirces  to  member 
banks  for  the  purpose  of  properly  marketing  all  crops  grown  in  the  district,  and  is 
using  (and  endeavoring  to  conserve)  its  resources  for  such  purposes.  On  the  other 
hand,  it  is  the  duty  of  every  member  bank  in  the  district  to  cooperate  fully  in  this 
conservation  and  u?e  of  the  volume  of  available  credit,  and  to  see  that  no  undue  strain 
in  one  direction  shall  be  allowed  to  create  an  embarrassing  shortage  of  credit  in  some 
other  direction.  A  demand  from  one  bank  for  a  volume  of  credit  out  of  all  proportion 
to  the  contribution  of  that  bank  to  the  credit  resources  of  the  district  would  inevitably 
result  in  some  other  bank  having  to  be  content  with  less  than  its  share. 

There  is  always  a  seasonal  discussion  about  whether  crops  are  going  to  be  successfully 
planted,  followed  by  a  further  discussion  as  to  whether  they  can  be  moved  or  not, 
but  all  such  discussions  are  proven  by  experience  to  be  academic,  because  the  crops 
are  always  planted,  always  gathered,  and  alwavs  marketed,  even  if  attended  by  some 
difficulties  or  restrictions.  We  have  not  only  made  the  largest  possible  advances 
to  our  member  banks  out  of  our  own  resources,  to  assist  them  in  financing  agriculture 
and  commerce,  but  we  have  borrowed  $25,000,000  from  other  Federal  reserve  banks  to 
incTMte  the  volume  of  credits  extended  them. 

It  is  po^ble,  as  well  as  proper,  for  a  Federal  reserve  bank  to  make  the  necessary 
advances  for  crop-moving  purposes,  while  it  would  be  neither  proper  nor  possible 
for  it  to  fumifsh  all  the  funds  that  might  be  necessary  to  withhold  crops  from  the 
market-  in  order  to  force  prices  higher  Qian  mi^ht  be  considered  natural.  That  is  to 
Bay.  higher  than  the  prices  which  would  obtain  if  the  crop«  were  marketed  in  a  normal 
and  natural  manner  and  neither  unduly  held  nor  precipitately  pold.  It  is  a  specific 
requirement  of  the  Federal  reserve  act  that  in  making  loans  oV  advances  to  any  par- 
ticular member  bank,  for  whatever  purpose,  a  Federal  reserve  bank  must  take  into 
consideration  the  needs  and  requirements  of  all  other  member  banks.  The  volume  of 
credits  extended  to  individual  banks  must  therefore  be  governed  by  the  law  and  the 
drcumstances  in  each  case. 

We  have  always  felt  that  farmers.  In  the  long  run,  would  best  serve  their  own 
interests  by  marketing  with  reasonable  promptness  sufficient  of  their  crops  to  liquidate 
the  agricultural  advances  obtained  for  raising  them.  Sudi  a  policy  of  liquidation 
would  enable  the  banks  to  furnish  new  credits  for  crop  moving,  until  the  products 
can  be  distributed  to  consumers  and  ultimate  liquidation  be  secured.  The  early  and 
gradual  liquidation  of  the  large  volume  of  credits  already  extended  by  us  to  member 
banks  and  through  them  to  farmers  will  therefore  place  the  banks  in  a  position  to 
furnish  new  credits  for  moving  the  crops  to  market. 

li  the  farmen,  instead  of  carr^dng  home  cash  from  proceeds  of  sale,  will  deposit 
?ucb  proceeds  in  their  banks  and  draw  checks  for  necessary  disbursements,  it  will 
materially  increase  the  resources  of  the  banks,  facilitate  the  movement  of  the  crops, 
ind  thereby  promote  the  best  inter^ts  of  the  farmers  themselves. 

Gov.  Hardcng.  Now,  I  want  to  show  you  the  result  of  all  this. 
Maybe  I  will  come  to  the  resolutions  later.  On  September  8,  1920, 
Mr.  Wannamaker  wrote  to  me  the  following  letter  [reading]: 

Gov.  W.  P.  G.  Hardino, 

Federal  Reserve  Board,  Washington,  D.  C 
Mt Dear  Gov.  Harding:  Referring  to  my  letter  of  yesterday  with  reference  to  the 
fecial  conference  outlined  in  the  resolution  adopted  at  Montgomery  to  be  held  in 
Waahin^n  on  September  15  with  the  Federal  Keserve  Board,  I  consider  it  of  the 
atmost  impcHtance  that  you  arrange  to  have  at  this  conference  each  member  of  the 
Fed^al  Reserve  Board  located  in  Washington,  including  Mr.  Houston,  Secretary  of 
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tlie  Treasury.  Mr.  John  Skelton  Williams.  Comptroller  of  the  Ciirren  •;  ,  and  the  other 
Washington  members;  also  I  suicerely  hope  that  you  can  arraAge  to  have  at  this  con 
feronce  each  member  of  your  Federal  advisory  council  from  each  of  the  Feieral 
reserve  districts.  I  would  also  urge  in  the  strongest  terms  that  you  arrange  to  have  at 
this  conference  the  governors  of  each  of  the  following  districts:  1.  Richmond:  2. 
Atlanta;  ri.  Dallas;  4.  St.  Ix)uis. 

I  certainly  trust  that  you  will  be  able  to  advise  me  at  an  early  date  that  you  have 
been  able  to  arrange  for  all  of  these  parties  to  attend  the  conference  on  the  i5th. 

Assuring  you  of  highest  personal  regards.  I  am, 
Sincerely,  yoiuB. 

J.  S.  WannaMakbr,  Presidenf. 

In  reply  to  that  I  wrote  him  on  September  10,  1920,  as  follows 
(reading] : 

Dear  Mr.  Wannamaker:  Replying  to  your  letter  of  the  8th  instant.  I  would  state 
that  all  members  of  the  Federal  Reserve  Board  have  been  advised  that  the  com- 
mittee of  cotton  growers  and  bankers  named  at  the  recent  convention  of  your  associa 
tion  will  be  here  for  a  conference  on  September  15.  It  will  not  be  practicable  for 
members  of  the  Federal  advisory  council  to  attend  this  conference,  and  if  it  is  your 
desire  that  the  governors  of  the  Federal  reserve  banks  of  Richmond.  Dallas,  Atlanta, 
and  St.  Louis  attend,  the  Federal  Reserve  Board  has  no  objections  to  your  extending 
to  them  an  invitation  to  do  so.*  I  doubt  very  much,  however,  that  it  would  be  prani- 
cable  for  any  of  them  to  be  away  from  the  Federal  reserve  banks  at  this  time. 
Very  truly,  yours, 

W.  P.  G.  Harding 

1  did  not  want  to  telegraph  them  to  be  there,  and  take  them  away 
from  their  business.  If  I  had  telegraphed  them,  they  might  have 
thought  it  was  a  summons.  They  did  not  have  any  occasion  to  be 
away  from  their  places  of  business  on  the  15th  of  September;  they 
were  busy  on  the  job. 

Now,  here  is  a  report  made  just  before  that  conference  was  held, 
tnat  Mr.  Wannamaker  sent  to  me.  It  reached  me  on  the  13th  of 
September,  1920.     He  wrote  me  as  follows  [Reading]: 

Gov.  W.  P.  G.  Harding, 

Federal  Reserve  Board,  Washington,  D.  C. 

Dear  Gov.  Hardi.vg:  Our  committee  will  reAch  Wa3hiD|?ton  on  the  aftermxm  oi 
the  14th  for  the  conference  on  the  morning  of  the  15th  at  10.30  a.  m. 

I  can  not  express  to  you  in  words  my  appreciation  for  the  great  service  you  ha^( 
rendered  and  for  yoiu*  kindness  in  arranging  for  this  conference.  J  am  fully  convinced 
that  out  of  this  will  come  benefical  results. 

I  will  leave  Columbia  Monday  afternoon  at  6  o'clock  and  should  reach  Washington 
Tuesday  morning  around  9  o'clock,  I  "rtill  stop  at  the  New  Willard  Hotel,  and  I  would 
consider  it  a  personal  favor  if  you  can  arrange  to  give  me  a  personal  conference  either 
Tu^ay  morning  or  Tuesday  afternoon,  as  I  am  extremely  anxious  to  discuss  theee- 
matters  with  you  before  the  general  conference  on  Wednesday  and  to  receive  iht 
benefit  of  your  judgment  and  advice. 

I  ha'e  been  working  in  a  sick  condition  for  the  last  several  months  and  it  is  only 
due  to  the  fact  that  this  is  a  crucial  period  in  the  agricultural  and  commercial  life  d 
the  South,  and  that  I  feel  convinced  that  in  your  judpmer-.t  this  conference  will  brii'g 
a  better  and  fuller  understanding  of  conditions  and  will  result  in  benefit^,  that  1  have 
disregarded  all  other  pressing  duties  for  the  purpose  of  arranging  for  the  conference. 

For  your  information,  I  am  inclosing  you  herewith  a  copy  of  the  report  of  the  com- 
mittee on  price  recommendation  which  was  adopted  at  Montgomery  last  week. 

Assuring  you  of  highest  personal  regards,  and  trusting  that  1  may  have  the  pleasure 
of  a  personal  conference  with  you  on  Tuesday,  I  am, 
Very  sincerely, 

J.  S.  Wannamaker, 

President,         j 

The  Chaikbian.  What  is  the  date  of  that  letter? 

Gov.  Harding.  September  11,  1920.  There  was  a  del^ation,  as 
I  recall,  of  15  or  20  very  fine  men.  I  sav  that  seriously.  They  were 
some  of  the  South's  best  citizens.  Tiiey  were  earnest  men,  and 
wanted  to  do  the  very  best  they  could.     But  they  seemed  to  be  unable 
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to  get  it  out  of  their  heads  that  they  ought  to  get  in  some  way  or 
other,  and  by  some  action  here  the  cost  of  production,  which  at 
that  time  was  stated  to  be  above  30  cents  a  pound,  and  then  get  a 
reasonable  profit  on  that.  I^ater  on  I  will  present  the  statement 
they  brought  with  them  and  another  which  Mr.  Wannamaker  sent 
rae  in  his  letter  of  September  11.  I  suggested  to  them  that  we  have 
an  executive  session.  I  said  I  did  not  think  it  was  best  to  have  a 
public  discussion.  Now,  they  wanted  a  public  discussion;  they  want- 
ed  the  newspaper  men  to  6e  present.  The  board  did  not  take  a 
stenographic  report  of  the  meeting.  Here  are  some  of  the  news- 
paper reports.  This  letter  from  Mr.  Wannamaker  said  I  had  per- 
formed a  great  service,  and  that  the  meeting  would  be  of  great 
benefit  to  all  concerned.  I  told  him  I  was  glad  of  it.  I  told  him  I 
believed  in  the  orderly  marketing  of  crops,  and  would  do  everything 
I  could  that  was  feasible,  but  that  we  should  look  the  facts  in  the  face. 
Mr.  Wannamaker  expressed  himself  as  very  well  pleased.  My 
recollection  is  that  all  the  board  members  were  pre^sent  except 
Secretary  Houston  and  that  no  member  took  exception  to  what 
vas  said. 

The  press  representatives  were  there,  and  one  thing  that  was  said 
would  impress  one  man,  and  another  would  impress  another  man, 
and  some  of  the  press  dispatches  that  went  out,  1  imagine,  were  dis- 
appointing. All  that  was  their  affair;  if  they  had  kept  the  matter  in 
executive  conference,  as  I  suggested,  we  could  have  dictated  a  state- 
ment that  would  have  gone  out  as  a  uniform  statement;  but  instead 
of  that,  they  got  the  press  in  and  the}^  heard  the  entire  conversation, 
and  the  various  views  that  were  presented.  The  board  yielded  to 
them  on  that  point  and  they  had  it  the  way  they  wanted  it. 

Here  is  the  report  Mr.  Wannamaker  sent  me  [reading]: 

The  committee  on  acreage  and  price  recommendation  of  the  American  Cotton 
'^asociation  respectfully  submit  the  following  report: 

After  a  careful  examination  of  detailed  reports  prepared  and  submitted  by  experts, 
ikese  reports  covering  the  various  sections  of  the  cotton  belt  and  being  probably  the 
most  complete  reports  on  the  cost  of  production  ever  submitted,  we  nnd  that  the 
growing  crop  is  the  most  costly  ever  produced  in  America,  this  being  due  to  the  high 
co8t  of  all  commodities  necesairy  to  the  production  of  the  crop,  the  high  cost  of  labor 
and  its  scarcity  and  adverse  weather  conditions,  this  cost  being  based  upon  the  indi- 
cated yield  as  shown  by  the  Government  crop  report  on  September  1,  1920.  Your 
committee,  however,  finds  that  the  growing  crop  is  from  three  to  four  weeks  late; 
that  the  August  deterioration  will  really  show  in  September.  A  carefully  detailed 
supplemental  report,  covering  the  entire  cotton  belt,  showing  the  condition  of  the 
crop  since  the  date  of  the  Government  crop  report  of  August  25,  up  to  September  1, 
reveals  a  startling  deterioration  of  the  growing  crop  and  proves  conclusively  that 
this  crop  will  show  an  enormous  decrease  in  production  from  that  indicated  by  the 
last  Government  report,  when  the  final  Government  report  comes  in,  this  being  due 
to  recent  adverse  weather  conditions  and  record-breaking  insect  damage.  This 
reduction  of  the  indicated  yield  would  of  course  add  to  the  cost  of  production  were 
it  taken  into  consideration. 

Based  upon  the  fundamental  principle  that  every  legitimate  business  is  entitled 
to  a  reasonable  profit,  and  based  upon  the  price  for  whicn  the  manufactured  product 
is  selling  and  the  laws  of  supply  and  demand  and  the  present  high  cost  of  necessities 
to  the  rarmer,  we  would  be  forced  to  recommend,  in  order  to  bring  a  reasonable  profit 
to  the  fumer,  a  price  in  excess  of  the  prices  named. 

However,  recognizing  the  restrictions  of  markets,  restrictions  of  credits,  and  the 
demands  of  the  world  for  a  reduction  of  the  high  cost  of  living,  we  are  recommending 
a  minimum  price  which  does  not  mean  a  just  and  fair  compensation  to  the  producer, 
but  QBly  c(»npenflation  for  his  labor  without  profit,  as  is  conclusively  proven  by  the 
^gores  en  cost  of  production  as  shown  by  the  Agricultural  Department  of  the  United 
States  Government  for  the  year  1918,  of  28}  cents  per  pound,  oulk  line;  the  Govern- 
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ment  stating  at  the  time  that  1919  would  show  at  least  one-third  increase  in  the  co6t 
of  production  and  it  being  conceded  by  the  leading  economists  that  tb«  1920  crop 
would  show  a  still  higher  cost  of  production. 

We,  therefore,  based  upon  the  above  conditious.  recommend  a  minimum  price  of 
40  cents  per  pound,  basis  middling,  for  cotton,  with  an  increase  of  1  cent  per  inonth 
per  pound,  commencing  November  1.  1920. 

For  cotton  seed  we  recommend  a  minimum  price  of  $60  per  ton  or  the  exchange  of 
one  ton  of  7  per  cent  meal. 

Fiuthermore,  the  cotton  farmer  face?  a  condition  of  imcertainty  in  markets  for 
1921  more  di^cult  than  any  ever  faced  before.  Food  production  is  bein^  curtaile<l 
elsewhere  to  increase  prices,  making  the  problem  of  the  living  still  more  hazardous. 
To  continue  to  grow  as  large  an  acreage  in  cotton  as  this  year,  with  the  continued 
impossibility  of  marketing  a  large  portion  in  central  Europe  would  be  folly  unspeak- 
able. We  therefore  strongly  urge  a  safe  system  of  farming  for  1921,  including  ever>' 
possible  means  of  making  the  South  fully  independent  of  the  world  for  the  meat  and 
bread  grains. 

To  this  end  we  iXrge  a  great  increase  in  the  acreage  of  fall-seeded  small  grains  and 
that  one  third  of  all  land  planted  to  cotton  in  1920  be  devoted  to  food  and  feed  crops 
in  1921,  for  the  South  can  not  afford  to  risk  buying  its  food  with  a  cotton  crop  for  which 
there  is  an  uncertain  market. 

Respectfully  submitted. 

The  Chairman.  Did  that  convention  make  any  suggestion  as  to 
the  machinery  that  should  be  set  up  for  the  marketing  of  that  crop  ^ 

Gov.  Harding.  We  made  very  few  suggestions.  We  heard  what 
they  had  to  say.  I  did  not  make  any  sugg^tions  on  that  point. 
I  talked  a  good  deal  without  saying  much.  There  wasn't  anything 
to  say  in  the  circumstances. 

The  Chairman.  Did  the  convention  itself  come  to  any  conclusion  ? 

Gov.  Harding.  This  was  a  conference  with  a  committee  sent  by 
the  convention  which  met  in  Montgomery  on  the  2d  of  Septemberj 
which  I  was  asked  to  attend,  but  I  did  not  go.  The  committee  came 
here,  and  really  wanted  a  statement  assuring  producers  that  the 
Federal  reserve  banks  would  finance  loans  on  cotton  in  warehouse 
until  there  was  a  legitimate  demand  from  the  manufacturer    at  a 

Srice  suflBciently  above  the  cost  of  production  to  bring  the  pro- 
ucer  a  reasonable  profit.  This  cost  of  production  was  shown  to  be 
around  32  cents  a  pound. 

Middling  cotton  was  quoted  in  New  York  at  that  time  at  about  31 
cents,  and  a  few  days  afterwards  at  28  cents,  then  25  cents  on  October 
I,  and  then  went  down  every  month  until  it  hit  bottom. 

Of  course — I  was  sympathetic — I  never  was  so  sorry  for  people  in 
my  life;  I  am  always  sorry  for  people  who  can  not  see  conaitions  as 
they  are. 

I  guess  I  talked  for  about  20  minutes,  or  more.  I  had  a  speechi  on 
hand  that  I  was  goin^  to  make  in  Cleveland  the  next  day,  so  I  read 
some  of  that  speech,  iraich  I  have  put  in  the  record  here  tCMlay.  And 
nearly  everyone  talked  and  made  suggestions,  and  we  had  a  nice 
sociable  time,  just  as  southerners  usually  have  when  they  get  together. 

In  the  course  of  the  conference  there  was  presented  by  me  chairman 
of  the  special  committee  of  the  American  Cotton  Association  the 
following  statement,  to  which  I  have  already  referred: 

STATEMENT  TO  BE  PRESENTED  TO  THE  FEDERAL  RESERVE  BOARD  BT  A  SPECIAL  COM> 
MITTEE   OF  THE  AMERICAN   COTTON   ASSOCIATION,   SEPTEMBER  .15,    1920. 

Whereas  there  being  doubt  and  uncertainty  among  the  member  banks  in  the  Rich- 
mond. Atlanta,  Dallas,  and  St.  Louis  districts  of  the  Federal  reserve  sjrslem,  arisong 
out  of  the  apparent  difference  in  the  position  of  these  four  districts  as  reflected  in 
their  official  bulletins  released  from  time  to  time  as  to  the  attitude  of  the  Fedeiml 
reserve  bank  with  regard  to  the  movement  of  and  financing  of  the  cotton  crop  so  as 
to  provide  for  its  graduid  and  orderly  marketing,  and 
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Whereas  it  is  imperative  that  a  definite  underetanding  be  had  on  these  points  to 
restore  confidence  and  enable  an  intelligent  and  sound  procedure  on  the  part  of  the 
banks  in  the.'^e  districts  in  handling  the  credit  situation  involved  by  reason  of  unprec- 
edented conditions  existing  caused  by  (1)  the  lateness  of  the  present  crop;  (2)  the 
lack  of  the  demand  from  the  domestic  cotton  mer(*hants  and  manufacturers:  (3)  the 
heavy  reduction  in  the  foreign  demand  on  account  of  the  complicated  foreign  nitua- 
^on  and  the  inability  of  the  foreign  countries  to  buy  and  pay  for  raw  cotton:  There- 
fore be  it 

Besolved,  That  it  is  the  opinion  of  the  delegation  of  the  American  Cotton  Association 
that  the  situation  will  be  materially  relieved  if  the  following  suggestions  are  adopted, 
namely: 

That  such  necessary  renewals  be  granted  on  loans  based  on  agricultural  paper  now 
held  under  rediscount  from  member  banks  in  the  districts  mentioned  to  enable  a 
gradual  and  orderly  marketing  of  the  crop  on  which  the  credits  are  based,  either  by 
the  renewal  of  the  apicultural  paper,  the  substitution  therefor  of  commodity-secured 
paper  where  expedient,  or  granting  credits  on  cotton  secured  by  proper  warehouse 
receipts  under  section  13,  Federal  Reserve  Act. 

Bf  it/urt  cr  re^rhtd,  That  the  board  be  assured  that  these  suggestions  are  made  noi 
for  the  purpose  of  hoarding  or  proWding  credit  or  speculating  in  spot  cotton,  but  for 
the  sole  purpose  as  aforesaid  of  providing  for  gradual  and  orderly  marljeting  under  the 
adverse  conditions  as  they  exist,  and  thereby  pro\'iding  a  sure  liquidation. 

Members  of  the  conference  were  told  that  in  some  cases  renewal  of 
paper  might  be  arranged  and  in  others  it  could  not  and  that  the  entire 
auestion  was  one  to  be  determined  primarily  by  the  member  banks 
taemselves  and  then  by  the  Federal  reserve  banks  to  which  the  notes 
might  be  offered  for  rediscomit.  For  reasons  explained  to  the  special 
committee,  and  which  I  have  already  stated  to  this  commission,  the 
board  did  not  deem  it  advisable  to  issue  a  statement  in  the  form  re- 
Quested  by  the  committee,  but  it  did  issue,  and  gave  to  the  press  at 
the  close  of  the  conference,  the  following  statement: 

Ciov.  Harding  this  morning  stated  to  a  committee  of  the  American  Cotton  Associa- 
tion that  the  Federal  reserve  system  is  prepared  for  such  credit  expansion  as  may  be 
necessary  to  move  the  crops  and  called  attention  to  the  desirability  oT  the  formation 
of  an  export  corporation  by  southern  cotton  interests. 

Now,  there  is  one  other  letter  I  want  to  read  which  I  received  from 
Mr.  Wannamaker.     [Reading:] 

September  6,  1920. 
Gov.  W.  P.  G.  Harding, 

Federal  Reserve  Boards  Washington. 
My  Dear  Governor:  At  the  Montgomerj  convention  I  received  a  number  of  tele- 
grams urging  that  every  effort  possible  be  made  to  ha^  e  the  War  Finance  Corporation 
resume  operations.    Among  these  telegrams  was  one  from  United  States  Senator 
-V.  B.  Dial,  his  telegram  being  attached  hereto.     He  urges  that  we  request  you  to  use 
your  influence  to  have  the  War  Finance  Corporation  resume  operations.     1  will  appre- 
ciate very  much  your  efforts  in  this  direction. 
AsBuring  you  of  my  highest  personal  regards,  I  beg  to  remain, 
Sincerely, 

J.  S.  Wannamaker, 
President  American  Cotton  Association. 

I  acknowledged  that  letter  on  September  10,  as  follows  [reading]; 

September  10,  1920. 
Dear  Mr.  Wannamaker:  I  acknowledge  receipt  of  your  letter  of  the  6th  instant, 
indoeing  tel^ram  received  by  you  from  Senator  Dial,  of  South  Carolina,  which  I 
return  herewith  for  your  files.  Senator  Dial  has  been  to  see  me  recently  and  discussed 
the  subject  of  his  tel^r^un  to  vou.  I  told  Senator  Dial,  and  he  agrees  with  me,  that 
the  matter  is  one  which  shoula  be  taken  up  direct  with  the  Secretary  of  the  Treasury 
in  his  capacity  as  chairman  of  the  board  oi  director  of  the  War  Finance  Corporation. 
Very  truly,  yours, 

Mr.  J.  S.  Wannamaker, 

President  American  Cotton  Association,  St.  Matthews,  S.  C. 
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The  Federal  Reserve  Board  occupies  space  in  the  Treasury  Building 
as  the  guests  of  the  Treasury,  and  has  since  its  organization.  We  are 
very  particular  never  to  intrude  our  advice  on  the  Secretary  of  the 
Treasury  on  matters  pertaining  to  the  administration  of  his  office. 
If  he  wants  our  advice,  he  can  ask  for  it,  but  the  Federal  Reserve 
Board  is  in  no  wise,  shape,  or  form  related  to  the  formation  of  Treasury 
policy;  has  nothing  more  to  do  with  it  than  if  we  were  many  miles 
away  from  the  Treasury.  And  we  never  act  as  intermediaries  in 
taking  things  up  with  tne  Secretary  of  the  Treasury  about  purely 
Treasury  matters. 

I  will  read  one  more  letter,  from  the  governor  of  the  Federal  reserve 
bank  of  Atlanta,  dated  June  25,  1921  ^  On  June  24,  1921,  a  bank  in 
Alabama  wrote  to  the  governor  of  the  Federal  reserve  bank  at  Atlanta^ 
as  follows  [reading] : 

June  24,  1921. 
Mr.  M.  B.  Wellborn, 

Governor  Federal  Reserve  Bank^  Atlanta^  Ga. 

Dear  iSiR:  On  June  15  we  notified  all  customers  who  owed  us  notes  secured  by 
warehouse  receipts  for  cotton  that  we  would  expect  them  to  sell  cotton  and  pay  their 
notes  July  1.  Since  that  time  cotton  has  declined,  and  they  are  teeming  in  to  eee  \if. 
b^jing  more  time. 

We  are  at  a  loss  to  know  what  to  say  to  them  until  we  learn  how  you  feel  about 
what  we  owe  you. 

We  realize  and  appreciate  the  fact  that  you  have  been  exceedingly  nice  and  good 
to  us,  and  we  do  not  feel  warranted  in  giving  our  customers,  who  are  holding  cotton, 
further  exteneions  unless  it  is  perfectly  satisftictory  with  you  to  give  us  extensions. 

They  all  think,  as  they  have  been  thinking  since  last  fall,  that  cotton  will  go  up 
and  that  it  will  not  be  fair  and  just  to  force  them  to  sell  on  this  down  market. 

We  have  enough  paper  secured  by  cotton  to  pay  you  ail  we  owe  you  on  rediscounts^. 

Please  advise  us  your  wishes  in  the  matter  and  your  opinion  about  cotton. 
Yours,  very  truly, 

,  Carter. 

To  that  Gov.  Wellborn  of  the  Federal  reserve  bank  of  Atlanta, 
replied,  under  date  of  June  25,  1921,  as  follows  [reading]: 

June  25,  1921. 

My  Deak  Mr. :  I  am  in  receipt  of  your  letter  of  June  24,  and  note  that  yu'i 

have  notified  your  customers,  who  are  borrowing  on  cotton,  to  sell  some  and  pav 
their  notes  by  July  1. 

Of  course,  you  understand,  this  is  a  mitter  witli  which  we  have  nothing  to  do 
From  our  correspondence  with  your  bank,  we  have  made  no  such  demands,  for  it  is  not 
our  policy  to  demand  of  member  banks  that  auv  particular  class  of  paper  be  liquidatei 
and  the  proceeds  paid  to  us.  It  is  a  fact  that  some  member  banks  are  borrowing  ver*. 
heavilv  from  us,  and,  when  their  borrowint^  reich  su  li  a  great  amount  that  we  feet 
thov  should  be  more  conservative  and  do  banking  in  a  safer  way,  then  we  call  their 
attention  to  the  fact  that  we  do  not  wish  to  extend  further  accommodation.  Jt  i«J 
then  a  matter  between  the  member  bank  aiid  tlieir  customers  and  there  are  wavF  f^l 
obtiining  liquidation  of  tlieir  paper  other  than  forcirsr  their  customers  t/>  Fell  their 
cotton. 

We  assume  that  a  great  many  of  vour  1  >ane  are  mide  to  customers  where  there  iH 
no  cotton  hypothecated  as  collateral.  Pro}>ablv  the  bulk  of  your  lonns  are  in  that 
shape,  and,  while  we  are  not  insisting  that  vour  bank  pay  off  your  born>wings  in  total  J 
or  anv  amoxmt  of  it,  we  are  merelv  admonishing  von  n(>t  to  go  to  anv  greater  lencrth  frJ 
your  borrowings,  which  are  alreadv  so  high,  being  mere  than  two  times  greatftr  thauj 
vour  capital  and  surplus  and  more  than  six  times  greater  than  vour  bapif'  discount  line 
We  will  continue  to  carrv  for  you  your  large  line  of  rediscounts  until  busineRs  condii 
tions  in  your  localitv  bring  about  a  pmper  liquidation  without  forcing  ;  our  customer^ 
to  sell  tl>eir  cotton  tx)  liquidate. 
Yours,  very  truly, 

M.  n.  Wei.lborv,  Governor, 

Mr. , 

Cashier ^  the  First  National  Bank, .  Ala. 
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Representative  Sumners.  Governor,  do  you  know  of  any  one  of  the 
districts  serving  cotton  territory  where  the  reserve  banks  have  sent 
out  letters  to  their  member  banks  which  could  properly  be  construe<l 
into  a  su^estion  or  demand  that  they  call  their  cotton  loans  ? 

Gov.  Harding.  No,  sir;  I  do  not. 

I  want  to  file  in  the  record  now  one  other  matter  that  does  not 
relate  to  cotton  so  much,  but  relates  to  general  credit  conditions* 
This  is  a  letter  dated  April  30,  1921,  addressed  to  W.  F.  Ramsey, 
chairman  Federal  reserve  bank,  Dallas,  Tex.  I  got  a  letter  from  the 
chairman  of  the  board  of  directors  of  the  Federal  reserve  bank  of 
Dallas  saying  that  he  contemplated  sending  out  a  circular  letter  to 
banks  wKich  were  carrying  Liberty  bonds  with  the  idea  of  making 
them  pay  something  on  tnem.  Here  is  the  letter  I  wrote  him  on 
April  30,  and  he  wrote  me  that  the  su^estions  I  made  had  been 
adopted .     [Reading :] 

Dear  Judge  Ramsey:  I  acknowledge  receipt  of  your  letter  of  the  26th  instant, 
pvingyour  views  regarding  the  continued  holding  by  member  banks  of  Government 
bonds  in  cases  where  they  are  obliged  to  borrow  from  you  continuously  in  order  to 
cany  them. 

uie  board  does  not  question  at  all  the  soundness  of  your  position,  but  at  the  same 
time  it  must  be  remembered  that  the  matter  is  rather  a  delicate  one  and  that  when 
the  situation  is  considered  as  a  whole  nothing  is  gained  if  a  sale  of  bonds  merely  results 
in  the  transfer  of  a  loan  from  one  bank  to  another.  There  is,  and  can  be,  no  objection 
to  a  discussion  of  tiiis  matter  with  each  individual  member  bank  concerned,  but  the 
board  does  not  believe  it  wise  to  handle  a  question  of  this  sort  by  means  of  general 
circular  letters.  Again,  there  can  be  no  objection  to  your  suggesting  to  any  bank  that 
it  should  spII  its  Liberty  bonds,  but  there  is  considerable  difference  between  sug- 
gesting, urging,  and  insisting.  If  you  will  refer  to  my  letter  of  the  22d  instant,  you 
will  find  that  1  stated  that  '"the  board  feels  that  it  would  not  be  good  policy  for  the 
Federal  reserve  banks  to  insist  that  the  United  States  Government  securities  owned 
by  their  member  banks  be  sold  *  *  *  in  order  merely  to  reduce  the  member 
banks'  borrowings  from  the  Federal  reserve  banks."  I  should  think  the  better  plan 
would  be,  if  the  suggestion  was  made  and  it  was  foimd  that  the  bank  addressed  did 
not  regard  the  proposition  with  favor  but  rather  with  extreme  repuimance,-  that  the 
matter  be  dropped  for  the  time  being  and  taken  up  again  in  a  tactful  way  later  on. 
I  am  returning  the  correspondence  inclosed  with  your  letter  as  requested. 

Very  truly,  yours, 

W.  P.  G.  Harding,  Governor. 
Mr.  W.  E.  Ramsey, 

Chairman  Federal  Renrve  Bank, 

Dallas,  Tex. 

In  every  public  address  I  have  made^  and  1  have  made  a  good  many 
since  the  Ist  of  January,  I  have  stated  explicitly  that  in  view  of  the 
unproved  basic  position  of  the  Federal  reserve  banks  there  was  no  oc- 
casion for  depressing  things  or  forcing  liquidation,  but  that  the  situa- 
tion should  be  eased  along,  and  that  it  should  be  met  with  patience 
and  forbearance,  and  our  statement  of  June  6  says,  **  make  additional 
loans,"  and  so  on. 

The  Chairman.  Suppose  you  state  right  there,  when  you  are  talk- 
ing about  reserve  ratios,  just  what  bearinc  the  reserve  ratio  has  in 
determining  the  interest  rates  charged  on  discounts. 

Gov.  Harding.  Well,  it  has  an  mdirect  bearing.  There  has  not 
been  any  consistent  relationship.  We  have  never  been  able  to  get 
our  interest  rates  adjusted  in  the  Federal  reserve  bank  on  a  scientific 
basis,  such  as  the  Bank  of  England.  The  memorandum  which  I  filed 
^me  time  ago  contained  quite  an  elaborate  discussion  on  that  point. 
And  the  Bank  of  England  discounts  only  bills,  and  for  a  great  many 


Digitized  by 


Google 


416  AGRICULTURAL  INQUIRY. 

years  the  Bank  of  England  rate  has  consistentlv  been  higher  than  the 
market  rate,  the  idea  being  that  there  should  be  no  profit  in  the 
rediscounting  transaction.  That  the  facihty  is  there  whenever  a 
joint-stock  bank  needed  the  accommodation,  nut  the  bank  would  not 
make  any  profit  but  would  reall^r  pay  a  little  for  the  accommodation. 

The  system  we  had  to  engage  in  during  the  war  to  offer  a  premium 
for  bank  borrowings*  in  order  to  float  the  Liberty  bonds  nas  been 
responsible,  I  think,  for  the  idea  that  it  is  proper  and  normal  for  a 
member  bank  to  carry  continually  a  large  volume  of  rediscounts. 
Those  are  matters,  though,  which  can  better  be  taken  up  later  on. 
There  is  no  occasion  at  the  present  time  to  try  to  force  any  situation. 
The  best  way  to  deal  with  present  conditions  is  to  go  along  with  them 
and  let  the  situation  ease  itself  out.  I  think  the  si^s  are  unmis- 
takable that  the  basic  situation  has  greatly  improved,  and  that  we 
are  going  to  find  as  soon  as  cold  weather  comes  on  that  there  will  be 
a  better  feeling  all  over  the  country.     Business  is  going  to  revive. 

The  reserve  percentages  of  the  Federal  reserve  oank,  as  at  close 
of  business  August  3,  1921,  we  report  in  two  ways:  The  actual  posi- 
tion and  the  adjusted  position — the  position  after  rediscounting. 

The  Boston  bank  had  a  reserve  of  79.2  per  cent.  Without  count- 
ing  rediscounts  for  other  banks  it  had  82.8  per  cent. 

New  York  had  69.2  per  cent,  and  72.1  per  cent  without  countmg 
rediscounts  for  other  banks. 

Philadelphia  had  63.6  per  cent. 

Cleveland  had  66.8  per  cent,  or  69  per  cent  without  counting  redis- 
counts for  other  banks. 

Richmond  had  45.6  per  e^nt,  and  without  rediscounts  from  other 
banks  it  would  have  had  only  30.7  per  cent. 

Atlanta  had  40.5  per  cent,  and  without  coimting  rediscounts  it 
would  have  had  39.6  per  cent. 

Chicago  had  65.2  per  cent. 

St.  Louis,  55.8  per  cent. 

Minneapolis  had  38.6  per  cent,  or  without  counting  rediscount 
it  would  have  had  25.5  per  cent. 

Kansas  City  had  57.4  per  cent. 

Dallas  had  40.6  per  cent,  and  without  counting  rediscounts  it 
would  have  had  17.5  per  cent. 

San  Francisco,  61.6  per  cent. 

The  interbank  rediscounts  at  close  of  business  on  August  3, 1921: 

Richmond  was  rediscounting  with  New  York,  $24,950,000. 

Atlanta  was  rediscounting  with  Boston,  $1,751,000. 

Minneapolis  was  rediscounting  with  New  York,  $12,935,000. 

Dallas  was  rediscounting  with  Boston,  $10,895,000. 

Dallas  was  rediscounting  with  Cleveland,  $8,326,000. 

Total  interbank  rediscounts  was  $58,857,000. 

I  will  place  this  table  in  the  record. 

(The  table  presented  by  Gov.  Harding  is  here  printed  in  full  as 
follows:) 


Digitized  by 


Google 


AGBICULTURAL  UTQUIBY.  417 

Reserve  percentages  of  the  Federal  reserve  hanks  as  of  don  of  business  Aug.  S,  1921, 


Federal  nserre  bank. 

Actual. 

Ad- 
justed.! 

Federml  reserve  bank. 

AotnaL 

Ad- 
justed.! 

Boston 

19.2 
69.2 
68.6 
66.8 
46.6 
4a5 
66.2 

82.8 
72.1 

St.  Loui^ 

5&8 

38.6 
67.4 
40.6 
61.6 
63.7 

XewYort 

MlnimTwlifl ...  « 

26.6 

PM-lS^ 

^JSw.:;:.::::::::::::: 

Dallas 

OevelttET. 

w/o 

30.7 
39.6 

17.8 

Rkhmond 

San  Frandsoo 

Atkita. 

System 

dtofD 

>  KdjTBted  reserve  percentages  are  calculated  after  Increasing  or  reducing  reserves  held  by  the  amount 
of  Mcooinodstion  extended  to  or  received  from  other  Federal  resore  banks. 

Bills  under  rediscount  between  Federal  reserve  banks  as  of  Aug,  S^  1921, 
[In  thonsands  of  doUars.! 


Bediscountt  of  Federal  reserve  bank 
of— 

Total. 

Rich- 
mond. 

Atlanta. 

Minne- 
apolis. 

Dallas. 

Bmuh 

1,761 

*"i2,*936' 

10,895 
■     *8,'826* 

12,640 
37,885 

IwYork. 

24,950 

chtetand:::::::::::::::::::::::::::::::::::::::::: 

8;396 

Total 

24,950 

1,751 

12,935 

19,221 

58,857 

Got.  Habding.  Now,  gentlemen  of  the  commission.  I  am  very 
much  obliged  to  you  for  the  attention  with  which  you  nave  listened 
to  me,  and  in  closing,  I  wish  to  make  a  few  remarks. 

The  CHATRiffAN.  Before  vou  close,  Gov.  Harding,  I  wish  you 
"^ould  discuss  the  claims  that  have  been  made  with  respect  to  the 
requirement  of  excessive  collateral  on  loans. 

uov.  Habdinq.  That  is  a  matter  over  which  the  board  has  not 
taken  any  jurisdiction.  Tlie  board  feels  that  under  the  law  the 
details  of  loan  operations  are  entirely  in  the  hands  of  the  directors 
ad  officers  of  the  Federal  reserve  banks,  but  in  discussing  it  some- 
ines  in  conference  we  have  inquired  about  it.  I  am  unaole  at  the 
noment  to  say  just  how  many  banks  adopt  that  poUcy.  I  know  it 
s  done  in  the  Dallas  bank,  and  I  know  it  is  done  in  the  Richmond 
^.  I  also  thmk  it  is  done  in  the  Chicago  bank.  But  as  Uiose  are 
natters  over  which  the  board  feels  it  has  no  jurisdiction,  I  have  never 
nquired  particularly  about  it,  because  the  Federal  reserve  bank  has 
iearly  the  right  and  the  duty  imder  section  4  of  the  Federal  reserve 
'ct,  to  decline  to  take  anjr  paper  which  it  feels  it  can  not  safely 
*ke.    The  word  *' safely"  is  in  that  section. 

If  the  member  bank  presents  eligible  paper,  and  the  reserve  bank 
Bnot  satisfied  with  it,  and  says,  °  We  want  you  to  give  us  a  per- 
wnal  ^arantee  of  your  ofiicers  and  directors  to  secure  us  on  this 
1^"  it  seems  to  me  that  they  are  clearlv  within  their  rights  in  doing 
•0.  Those  are  banking  practices  which  have  prevailed  for  many 
fears.    It  is  a  general  banking  practice  among  commercial  banks. 

There  were  some  cases  before  the  Federal  reserve  system  was  estab- 
ished,  where  one  bank  was  rediscounting  for  another  bank  or  making 
<*wis  to  another  bank.    The  country  bank,  we  will  say,  or  the  smaller 


91841— 22— VOLS 


Digitized  by 


Google 


4^8*  AGBICULTURAL  nffQUIRY. 

bank,  inight  oflFer  five  or  six  notes  aggregating  twenty-five  thousand 
or  thirty  thousand  dollars  to  the  larger  bank.  The  larger  bank  would 
look  up  the  ratings,  or  get  the  information  about  the  makers  of  the 
notes,  it  would  have  the  borrowing  bank  indorse  them,  and  would 
be  satisfied  to  rediscoimt  them.  Of  course,  the  bank's  security  in 
each  case  would  be  the  goodness  of  the  note  plus  the  bank's  indorse- 
ment. 

Now,  wherever  a  rediscoimt  transaction  is  made  by  one  commer- 
cial bank  for  another  on  a  100  per  cent  basis  in  that  way  it  is  realized, 
of  course,  that  if  the  borrowing  bank  is  unable  to  protect  its  indorse- 
ment, that  the  amount  has  got  to  be  collected  trom  the  maker  of 
the  note. 

It  is  a  frequent  occurrence  in  banks  all  over  the  coimtry,  and  has 
been  since  my  knowledge  of  banking  began,  that  one  bank  will  borrow 
money  direct  on  its  note  from  another  bank  imder  the  classification  of 
bills  payable.  We  do  not  have  this  under  the  Federal  reserve  system, 
except  m  the  case  of  member  banks'  collateral  15-day  notes,  but  it 
is  quite  a  conamon  practice  for  one  bank  to  get  authority  from  its 
board  of  directors  to  execute  its  note  and  to  borrow  money  from 
another  bank  located  in  a  reserve  city,  to  a  certain  extent.  We  will 
say  that  the  bank  wants  to  borrow  $25,000,  and  it  will  put  up  its 
security,  execute  a  regular  collateral  form  note:  ''We  promise  to  par 

$25^000  on day,  having  pledged  as  seciuity  therefor  the  fol- 

lowmg  described  notes,  to  wit:  and  then  describe  a  list  of  notes,  and 
you  will  find  frequently  $40,000  or  $45,000  worth  of  notes  as  security 
for  the  bank's  note  for  $25,000,  and  the  protection  that  the  lendine 
bank  gets  out  of  that  is,  of  course,  greater  than  if  it  merely  discounted 
$25,000  of  paper  with  the  borrowing  bank's  indorsement. 

Trie  Chairman.  Have  any  complaints  been  made  to  the  board  by 
member  banks  of  excessive  collateral  being  required  ? 

Gov.  Habding.  Yes;  the  First  NationS  Bank  of  Heame,  Tex. 
which  is  insolvent,  and  is  now  in  the  hands  of  a  receiver,  is  a  bank  i 
which  the  Federal  reserve  bank  of  Dallas  made  very  large  advanc 
in  an  effort  to  save  it.     I  received  a  telegram  concerning  that  y 
terday  from  the  Dallas  bank.     That  telegram  is  already  in  the  recoi 

In  this  particular  case  the  Federal  reserve  bank  of  Dallas  advanc 
$406,000.    They  took  some  additional  collateral,  I  don't  know  Jio« 
much.    They  have  a  loss  in  the  transaction  on  accoimt  of  the  chaa 
acter  of  the  seciuity.    They  found  out  that  some  paper  is  not  good| 
and  they  wrote  me  that  they  have  a  loss  of  perhaps  $100,000  on  thi 
transaction,  in  spite  of  the  excess  collateral  they  took.    The  receivd 
of  the  Heame  bank  has  been  making  a  claim  for  the  retiim  of  tbf 
excess  collateral.     I  don't  know  what  the  Federal  reserve  bank  m 
Dallas  is  going  to  do  about  it,  whether  they  will  decide  to  return  tin 
collateral  and  take  their  chances  as  a  common  creditor,  or  whethe 
they  will  hold  on  to  it,  or  whether,  if  they  hold  on  to  it,  it  will  b 
with  the  idea  that  they  will  save  more  of  the  amount  that  waj  tha 
if  they  took  the  chance  as  a  common  creditor,  or  whether  if  th^ 
regard  the  collateral  as  valueless  they  will  simply  hold  on  to  it  l 
order  to  establish  the  legality  of  the  practice. 

The  Chaibman.  Do  you  Imow  whether  the  Federal  xeserre  banll 
in  any  of  the  districts  adopted  the  general  policy  of  requiring  co 
lateral  in  excess  of  100  per  cent? 
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Crov.  Harding.  I  don't  think  it  exists  as  a  general  policy.  When 
the  governor  of  the  Fedetd  reserve  bank  of  New  York  goes  on  the 
stand  he  can  tell  vou  about  that.  He  has  attended  a  great  many  of 
the  conferences  of  governors  of  the  Federal  reserve  banfa,  all  through 
the  sessions.  When  we  have  these  conferences  I  do  not  attend  them 
all  through  the  session;  I  merely  attend  the  opening  part  of  the 
conference  and  the  closing;  but  they  discuss  all  these  routme  matters 
of  operation,  and  he  womd  be  a  much  more  satisfactory  witness  on 
this  point  than  I  am. 

It  is  a  matter,  though,  that  1  will  say  the  Federal  Reserve  Board 
feels  that  it  has  no  jurisdiction  over,  because  it  is  clearly  cbncemed 
with  a  credit  matter  which  is  in  the  hands  of  the  directors  of  the 
bank  imder  the  provisions  of  section  4,  for  if  they  were  to  say  that 
''we  do  not  feel  that  we  can  safely  make  this  loan,'*  they  womd  not 
make  it.  Now,  if  the  applying  bank  says,  '^We  want  this  loan; 
what  can  we  do  to  make  it  saf e  1 "  and  the  reserve  bank  should  say, 
''Well,  if  you  do  so  and  so  we  would  regard  it  safe,"  and  the  paper 
they  put  up  is  technically  eligible;  then  they  can  go  ahead  and 
discount  it. 

The  Chairman.  You  certainly  do  not  mean  to  say  that  if  the 
Federal  reserve  banks  adopted  a  general  rule  the  effect  of  which  was 
to  require  excessive  collateral,  consequently  it  would  diminish  the 
borrowing  powers  of  the  member  banks,  their  ability  to  finance  their 
customers,  that  the  Federal  Reserve  Board  would  take  no  action  in 
such  case,  do  you  ? 

Grov.  Harding.  There  has  been  no  complaint  made  to  the  board 
ibout  it.  Of  coui;se  if  complaint  was  made  we  would  look  into  it 
and  take  such  action  as  might  be  proper.  But  as  far  as  I  know  there 
is  no  general  rule  in  that  respect,  although  I  do  know  that  in  some 
cases  where  the  Federal  reserve  banks  are  advancing  large  amounts 
and  feel  that  they  are  in  danger  of  loss,  they  do  require  a  personal 
guarantee  or  some  extra  collateral,  and  that  is  done  as  a  matter  of 
business,  as  a  business  precaution.  It  is  done  by  member  banks. 
The  Federal  reserve  banks  have  no  money  to  lend  anybody  that  does 
not  belong  to  somebody  else. 

Tte  Ci^iRMAN.  Well,  that  is  true  of  all  banks. 

Grov.  Harding.  And  they  have  got  to  use  ordinary  banking  pru- 
dence in  making  their  loans. 

But  we  have  never  received  any  formal  complaint,  except  in  this 
one  particular  case,  of  a  failed  bank  in  Texas,  and  that  matter  is  in 
litigation,  and  I  presume  when  the  court  decides  it  we  will  have  some 
demiite  rule  of  law  to  guide  us. 

Representative  Sumners.  Governor,  in  this  particular  district,  the 
D^as  district,  you  have  not  heard  anything  to  indicate  a  custom  on 
the  part  of  the  governors  of  that  district  to  require  excessive  collateral 
on  me  loans  generally  extended,  have  you  ? 

Gov.  Harding.  No;  I  don't  know  how  far  that  requirement  goes. 

Representative  Sumners.  But,  I  say,  you  heard  no  complaint  with 
r^ard  to  any  general  policy  ? 

(jov.  Harding.  But  the  Federal  Reserve  Board  would  object  if  the 
directors  of  a  Federal  reserve  bank  admitted  a  lot  of  paper  to  discount 
which  was  not  safe  and  uncollectible.  There  are  two  sides  to  that 
complaint. 
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Representative  Scmners.  Governor,  jrou  seem  to  receive  my  in- 
quiry as  a  statement.  I  was  not  makmg,  myself,  a  statement.  I 
was  just  asking  the  plain  Question  as  to  whether  or  not  you  had 
heard  anything  to  indicate  tnat  there  was  a  general  pK)licy  requiring 
excessive  collateral  ? 

Gov.  Harding.  The  Federal  Reserve  Board  feels  that  it  is  its  policy 
to  keep,  as  far  as  possible 

Representative  Sumnebs.  Governor,  if  there  is  anything  offensiTe 
about  the  question,  or  anything  difficult  about  the  answer,  I  will 
withdraw  it. 

Gov.  Harding.  No,  no;  I  am  glad  to  answer  any  question. 

Representative  Sumnebs.  Wefl,  sir,  then  I  would  like  to  take  a 
chance  on  asking  it  the  third  time. 

Gov.  Harding.  Yes.  • 

Representative  Sumners.  I  do  not  think  you  understood  me.  I 
wanted  to  know,  in  view  of  the  statements  that  that  requirement 
had  been  in  this  particular  case,  whether  or  not  you  had  heard  of 
any  complaint  witn  reference  to  any  general  policy  on  the  part  of  the 
Dallas  bank  ? 

Gov.  Harding.  I  have  not. 

Representative  Sumners.  That  is  what  I  wanted  to  ascertain. 

Gov.  Harding.  I  have  not. 

Representative  Sumners.  Yes,  thank  you. 

Gov.  Harding.  The  only  complaint  I  have  ever  heard  about  the 
matter  at  dl  is  with  reference  to  this  particular  bank. 

Representative  Sumners.  Yes,  and  with  regard  to  this  particular 
bank,  so  far  as  you  know  there  is  nothing  to  indicate  that  what  they 
have  charged  as  excessive  collateral  requirement  may  not  have  been 
required  after  the  rather  unfortunate  situation  of  the  buik  had  been 
discovered,  and  new  loans  were  required,  and  the  Federal  reserve 
bank  was  trying  to  keep  the  bank  from  busting,  but  did  not  think 
thev  could  take  a  chance  on  making  a  new  advance  unless  they  got  a 
Uttle  more  collateral. 

Gov.  Harding.  In  other  words,  the  bank  had  already  been  accom- 
modated up  to  the  very  limit,  and  they  needed  a  Uttle  more  money 
to  prevent  a  failure,  and  the  bank  took  a  chance  and  advanced  tvhem 
this  on  additional  collateral. 

Representative  Sumners.  Governor,  there  is  another  point  that 
I  do  not  think  you  have  touched  upon,  and  that  is  with  reference  to 
the  activities  of  your  organization  with  reference  to  cotton.  I 
recall  that  you  had  a  com'erence  of  the  governors  of  the  five  banks 
serving  the  cotton  territory. 

Gov.  Harding.  Yes,  sir. 

Representative  Sumners.  And  the  Federal  Reserve  Board,  per- 
haps, or  at  least  these  governors,  issued  a  general  statement. 

Gov.  Harding.  Yes;  we  issued  a  general  statement,  and  we  did 
not  issue  a  general  statement  like  that  last  year.  I  have  told  you 
what  the  conditions  were  last  year,  and  I  am  glad  you  brought  thi& 
up,  because  I  want  to  tell  vou  what  I  think  conditions  are  this  year. 

The  report  of  the  United  States  Department  of  Agriculture,  which 
was  issued  on  August  1,  1921,  is  as  follows  [readingj: 

The  crop  reporting  board  of  the  Bureau  of  Markets  and  Crop  Estimates  of  the  United 
States  Department  of  Agriculture  estimates,  from  the  reports  of  the  correspondents 
and  agents  of  the  bureau,  that  the  condition  of  the  cotton  crop  on  July  25,  was  64.7 
per  cent  of  a  normal,  as  compared  with  69.2  on  June  25,  1921. 
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That  is  a  falling  off,  you  see,  of  nearly  five  points  in  the  month — 

74.1  on  July  25,  1920,  67.1  on  July  25,  1919,  and  75.4  the  average  on  July  25  of  the 
past  10  years. 

You  see  that  is  over  10  points  less  than  tbe  10-year  average. 
[Continuing  reading:] 

A  condition  of  64.7  on  July  25  forecaste  a  yield  per  acre  of  about  148  pounds  and  a 
total  production  of  about  8,203,000  bales  of  500  pounds  gross.  That  is,  the  final  out- 
turn will  probably  be  lai^er  or  smaller  than  tnis  amount  according  as  conditions 
hereafter  are  better  or  worse  than  averaire  conditions.  Last  year  the  production  was 
13,365,754  bales,  two  vears  ago  11,420,763,  three  years  ago  12,040,532,  and  four  years 
ago  11,302,375,  and  five  years  ago  11,449,930  bales. 

Now  we  all  know,  who  know  anything  about  cotton,  that  it  is  only 
in  very  rare  instances,  exceptional  years,  when  the  crop  shows  an 
improvement  in  the  month  of  August.  August  is  a  month  of  natuirail 
deterioration.     It  is  a  month  when  the  cotton  plant  has  passed  its 

Srime  and  vigor  and  it  is  attacked  by  all  sorts  of  conditions,  insect 
amage,  and  too  much  drought  is  bad,  too  much  rain  is  bad,  and 
you  take  these  reports  year  m  and  year  out  and  you  will  find  that 
nine  times  out  of  ten  the  greatest  deterioration  occurs  in  the  month 
of  August. 

Now  if  this  year  follows  the  average  rule  you  will  find  that  the  next 
re]>ort  will  indicate  a  still  further  deterioration.  The  department 
bases  its  estimates  upon  the  acreage  and  the  condition  of  the  crops. 
So  assuming  that  the  growing  crop  will  turn  about  8,000,000  bales 
of  cotton,  and  assuming  that  the  holdover  from  all  previous  crops  is 
about  7,000,000  bales— 1  believe  that  is  the  estimate — or  a  little  more 
than  that,  but  certainly  not  over  7,000,000  bales  of  spinnable  cotton 
and  a  lot  of  this  low-grade  stuff  that  is  only  fit  for  mattresses  and 
does  not  have  much  effect  on  the  higher  grades,  we  find  this  position, 
that  instead  of  having  a  supply  of  American  cotton  in  sight  or  pros- 
pect as  we  did  this  time  a  year  ago,  of  13,000,000  bales,  which  was 
last  year's  crop  plus  the  holdover  then  of  5,000,000  bales,  we  have  a 
prospective  supply  of  American  cotton  now,  counting  the  holdover 
cotton  and  the  new  crop,  of  about  15,000,000  bales,  or  14,000,000 
spinnable,  let  us  say.     Now  that  makes  a  very  big  difference. 

In  the  next  place  the  price  is  low.  I  will  not  quote  prices,  because 
I  might  hit  on  the  wrong  grade,  but  we  all  know  that  the  prices  aro 
in  line  with  prewar  figures.  In  other  words,  the  prices  are  lower  than 
they  were  in  1913  or  less  than  they  were  in  1912. 

We  also  know  that  economies  have  been  in  operation  in  the  past 
year  owing  to  the  hard  times.  We  know  that  the  export  trade  is 
already  beginning  to  pick  up;  that  there  is  a  better  outlook  in  the 
textOe  trade;  that  whereas  a  year  ago  all  the  prospects  in  sight  were 
depressing,  now  the  situation  is  better,  with  a  mucn  lower  price,  with 
a  much  smaller  supply,  and  with  a  prospect  of  improved  conditions 
instead  of  worse  ccmditions,  the  cotton  outlook  is  very  different  from 
last  year,  and  in  the  opinion  of  those  who  were  at  the  recent  con- 
ference, they  were  fully  warranted  in  issuing  the  statement  that 
Aey  did. 

Kepresentative  Sumners.  There  is  also  an  added  fact,  Governor, 
whk£  you  have  in  mind,  I  am  sure,  and  that  is  that  during  the 
years  of  the  war  and  the  time  that  has  followed,  that  there  has  been 
a  more  or  less  wearing  out  of  the  cotton  wardrobe  of  the  world. 

Gov.  Harding.  Of  what? 
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Representative  Sumxebs.  There  has  been  durm^  the  years  of  &e 
war  and  the  years  that  have  followed  it,  when  flie  people  had  to 
choose  between  buying  food  and  buying  clothes,  they  nave  of  neces- 
sity given  preference  to  the  purchase  oi  food. 

Gov.  Hakding.  Yes. 

Representative  Sumnees.  And  there  has  been  a  considerable 
wearing  out  of  the  cotton  wardrobe  of  the  world  during  the  years  of 
the  war  and  the  years  that  have  followed  it. 

Gov.  Harding.  Yes,  there  has  been.  I  will  have  to  buy  a  new 
shirt  myself  this  fall. 

Representative  Sumnebs.  Yes.  Now,  Governor,  I  do  not  know 
Whether  that  statement  which  was  issued  bv  your  board,  bv  those 
five  governors,  has  been  put  into  the  record  or  not.  If  it  nas  not 
been  put  into  the  record  I  would  like  to  have  it  go  in. 

Gov.  Habding.  It  has  been  put  in  the  record. 

Representative  Sumnebs.  I  nave  before  me  a  copy  of  the  state- 
ment given  out  by  the  Richmond  bank  and  also  a  copy  of  the  state- 
ment given  out  by  the  Atlanta  bank.  Now  I  am  makmg  these  state- 
ments on  my  own  responsibihty.  There  has  been  some  considerable 
criticism  of  the  statement  given  out  by  the  Richmond  bank,  and  it 
has  occurred  to  me  that  possibly  a  good  deal  of  that  criticism  has 
arisen  over  what  may  be  a  typographical  error  in  the  statement.  I 
do  not  know  whether  that  is  possible  or  not. 

Gov.  Habding.  Either  that  or  a  misapprehension  of  the  meaning 
of  it.  As  soon  as  my  attention  was  callea  to  that  circular  on  Monday 
I  telephoned  to  the  Kichmond  bank  and  asked  them  what  their  policT 
was,  and  they  said  they  are  carrying  loans  on  old  crop  cotton,  and  1 
have  not  heard  any  complaint  of  it  further.  I  referred  the  com- 
plainants to  the  bank. 

Representative  Sumnebs.  Yes. 

Gov.  Habding.  And  I  think  it  is  an  excellent  thing  to  do,  when 
people  in  one  reserve  bank  district  have  routine  complaints  to  make, 
that  they  make  their  complaints  to  the  bank  first. 

Representative  Sumnebs.  Yes. 

Gov.  Habding.  Because  it  saves  a  lot  of  time.  If  they  complain 
to  their  Congressman  or  complain  to  the  Federal  Reserve  Board,  it 
has  got  to  be  referred  back  to  the  bank  in  any  event,  and  it  is  treating 
the  bank  with  greater  respect  to  go  to  the  bank  directly  and  thrash 
out.  They  get  a  better  imderstanding  of  it.  And  then  if  anyone 
thinks  the  bank  is  unreasonable  about  it,  of  course  he  can  bring  the 
complaint  up  here.  But  I  have  not  heard  any  further  com{3aint 
about  this  circular  since  Monday.  I  referred  the  man  who  wrote  me 
a  letter  about  it  to  the  Federal  reserve  bank  of  Richmond,  and  tele- 
phoned the  bank,  and  they  said  they  thought  they  could  satisfy  him 
as  to  its  position,  and  I  have  heard  nothing  more  about  it. 

Representative  Sumnebs.  I  want  to  put  into  the  record  at  this 
time,  if  there  is  no  objection,  a  verv  bnef  statement  made  by  Gov. 
Wellborn  of  the  Atlanta  bank  which  I  think  is  very  complimentary 
to  him.     He  said  [reading]: 

I  wish  to  call  your  attention  to  the  following  announcement,  which  was  made  at  a 
conference  held  with  the  Federal  Reeerve  Board  in  Waahinffton  on  July  19,  1921. 
The  policy  of  the  Federal  reserve  s^rstem,  herein  announced,  gives  renewed  asBurance 
to  our  member  banks  that  the  credit  situation  will  be  dealt  wiHi  very  liberally  by  the 
Federal  reserve  bank  of  Atlanta  in  making  loans  on  cotton.    We  will,  as  heretofore. 
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Advance  80  per  cent  of  the  market  value  on  cotton  and  other  commoditiee  when  stored 
and  inmirea  according  to  our  regulations.  Discount  lines,  which  apply  to  other 
classes  of  paper,  will  he  disregardea  in  considering  commodity  secured  notes. 

Gov.  Harding.  May  I  finish  my  statement  now? 

Representative  Sumners.  Yes. 

Grov.  Harding.  I  would  like  to  put  in  the  record  a  statement  which 
has  been  compiled  by  the  division  of  statistics  of  the  board  showing 
the  earning  assets  held  by  the  Federal  reserve  banks  at  the  end  of  each 
month  sinc«  January,  1920,  up  to  and  including  June,  1921,  dis- 
tributed by  classes,  customers'  paper  secured  by  Government  obli- 
gations, member  bank  collateral  notes,  commercial  paper  not  else- 
where included,  agricultural  paper,  live-stock  paper,  acceptances 
purchased  in  open  market,  ana  United  States  securities. 

Also  a  detailed  statement  by  Federal  reserve  banks  of  agricultural 
paper  held  by  each  Federal  reserve  bank  at  the  end  of  each  month 
since  January,  1920,  in  thousands  of  dollars. 

Also  live-stock  paper  held  by  each  Federal  reserve  bank  at  the  end 
of  each  month  since  January,  1920,  up  to  June,  1921. 
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Gov.  Habding.  I  want  to  state  in  this  connection  that  the  board's 
statistician  has  called  my  attention  to  a  statement  which  I  made 
before  the  House  Conmiittee  on  Banking  and  Currency  on  June  1, 
1921,  and  I  may  say  that  I  made  practically  the  same  statem^it  a 
few  days  later  before  a  subcommittee  of  the  Senate  ConMnittee  on 
Banking  and  Currency.  I  made  the  statement  in  good  faith,  but 
from  memory,  and  the  statement  is  rather  confused.  I  referred  to 
the  amount  of  agricultural  and  live-stock  paper  carried  by  the  Fed- 
eral reserve  banks,  and  stated  that  this  must  be  so  because  it  was 
maturing  after  90  days,  between  90  days  and  6  months. 

I  find  that  I  made  an  error  in  making  that  statement.  The  actiial 
amount  of  paper  maturing  over  90  days  at  each  Federal  reserve  bank 
is  published  each  month  m  the  Federal  Reserve  BuUetin.  All  such 
paper,  of  course,  maturing  beyond  90  days  must  necessarily  be  agri- 
cultural and  live-stock  paper,  because  otherwise  the  Federal  reserve 
bank  could  not  take  it.  But  for  18  months  past  the  Federal  reserve 
banks  have  been  classifying  separately,  without  regard  to  maturity, 
all  paper  which  they  know  is  agricultural  or  live-stock  paper,  and 
these  reports  are  forwarded  once  a  month  to  the  board's  statistician. 
Now,  before  I  made  that  statement  to  the  House  committee  I  sent 
to  the  statistician  and  asked  him  to  give  me  a  memorandum  regarding 
a^icultural  and  live-stock  paper.  He  gave  me  his  memorandum, 
giving  me  the  figures  as  he  had  received  them  from  the  Federal 
reserve  banks.  He  did  not  tell  me  that  some  of  these  maturities  were 
within  90  days,  and  I  inadvertently  stated  that  these  maturities  were 
beyond  90  days,  when,  as  a  matter  of  fact,  the  paper  which  is  beyond; 
90  days,  which  is  all  agricultural  and  live  stock,  but  only  a  part  of  th^ 
total  which  the  Federal  reserve  banks  have  on  hand,  is  referred  to  in 
the  tables  shown  in  the  Federal  Reserve  Bulletin. 

The  significant  part  of  it  is  this,  however,  that  those  tables  show 
the  increase  in  agricultural  and  live-stock  paper.  The  absolute 
amount  is  not  of  so  much  importance,  because  it  is  admittedly  n\ 
comparatively  small  amoimt  in  proportion  to  the  total  borrowings  ol 
the  country,  and  there  must  be  very  many  more  loans  made  to  the 
agricultural  and  live-stock  interests  than'  either  set  of  these  figure^ 
show,  but  the  interesting  part  is  that  those  tables,  one  showing  th^ 
maturities  beyond  90  davs  up  to  6  months,  and  the  other  showing  the 
paper  which  the  Federal  reserve  banks  can  identify  at  the  time  it  is 
taken  as  being  a^icultural  and  live-stock  paper,  show  about  the 
same  percentage  of  increase. 

Now,  I  want  to  put  into  the  record,  in  conclusion,  the  statement 
that  the  total  earning  assets  of  the  Federal  reserve  banks,  whichi 
included  loans  to  member  banks  and  any  investment  they  hadj 
amounted  at  the  end  of  January,  1920,  to  $3,039,191,000. 

At  the  end  of  October,  1920,  they  amoimted  to  $3,396,043,000. 

At  the  end  of  November,  1920,  they  amounted  to  $3,303,717,000. 

At  the  end  of  December,  1920,  they  amounted  to  $3,263,027,000. 

At  the  end  of  January,  1921,  they  amounted  to  $2,907,966,000. 

At  the  end  of  February,  1921,  they  amounted  to  $2,841,738,000. 

At  the  end  of  March,  1921,  they  amounted  to  $2,629,376,000. 

At  the  end  of  April,  1921,  they  amounted  to  $2,453,427,000. 

At  the  end  of  May,  1921,  they  amounted  to  $2,249,851,000. 

At  the  end  of  June,  1921,  they  amounted  to  $2,050,757,000. 
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Of  course  if  you  want  a  comparison  down  to  a  more  recent  date 
you  will  find  from  the  last  statement  that  they  are  down  to  about 
$1,900,000,000. 

While  there  has  been  a  reduction  from  the  1st  of  January,  1920, 
to  the  end  of  Jime  of  approximately  $1,000,000,000  in  the  total 
loans  and  investments  of  Federal  reserve  banks,  there  has  been  an 
increase  in  agricultural  paper  and  an  increase  in  live-stock  paper. 

For  instance,  the  amount  of  agricultural  paper  reported  by  all 
Federal  reserve  banks  at  the  end  (3  January,  1920,  was  $23,212,000. 

At  the  end  of  June,  1921,  the  amoimt  of  agricultural  paper  was 
$157,875,000. 

The  live-stock  paper  at  the  end  of  January,  1920,  was  $33,693,000. 

At  the  end  of  June,  1921,  the  live-stock  paper  was  $76,258,000. 

A  total  of  agricultural  paper  and  live-stock  paper  of  $234,133,000. 

The  reduction  which  has  oeen  made  in  loans  during  that  time  has 
not  been  in  conmiercial  paper. 

At  the  end  of  January,  1920,  commercial  paper  not  elsewhere 
included  was  $608,283,000. 

At  the  end  of  June,  1921,  it  was  $842,092,000. 

Of  course  during  the  fall  months  of  1920  commercial  paper  went 
up.     At  the  end  of  October  the  amount  was  $1,318,400,000. 

Representative  Sumners.  Did  you  say  a  decrease  nad  not  been 
made  in  commercial  paper  or  had  been  made  ? 

Gov.  Harding.  No ;  I  will  state  it  in  another  way.  The  commercial 
paper,  is,  paper  which  is  not  secured  by  Government  obUgations,  and 
which  is  not  included  in  the  acceptances  listed,  but  is  as  a  rule  the 

flain  notes  that  a  bank  discounts  for  merchants  and  manufacturers. 
have  already  shown  .the  tremendous  increase  in  the  amount  of 
agricultural  and  live-stock  notes  that  the  banks  held.  Now  the 
commercial  paper  at  the  end  of  January,  1920,  was  $608,283,000. 
Commercial  paper  at  the  end  of  May,  1920,  was  $863,804,000. 
At  the  end  oi  June,  1920,  the  commercial  paper  was  $937,645,000. 
At  the  end  of  July,  1920,  the  commercial  paper  was  $1,015,599,000. 
At  the  end  of  August,  1920,  the  commercial  paper  was  $1,103,- 
711,000. 

1920,    the   commercial    paper   was 


of 


At    the-  end 
$1,220,588,000. 

At     the    end    of 
$1,318,400,000. 

At  the  end  of  November,  1920,  the  commercial  paper  was 
$1,260,326,000. 

At  the  end  of  December,  1920,  the  commercial  paper  was 
$1,274,606,000. 

At    the    end    of    January, 
$1,143,438,000. 

At    the    end    of    February, 
$1,127,795,000. 

At  the  end  of  March,  1921,  the  commercial  paper  was  $994,964,000. 

At  the  end  of  April,  1921,  the  conmaercial  paper  was  $869,733,000. 

At  the  end  of  May,  1921,  the  commercial  paper  was  $855,608,000. 

At  the  end  of  Jime,  1921,  the  conmaercial  paper  was  $842,092,000. 

So  that  while  we  have  come  down  from  tnej)eak  in  rediscoimting 
commercial  paper,  which  was  reached  in  last  October,  when  it  went 
to  over  twice  as  much  as  it  started  off  with  at  the  end  of  January, 


September, 
October,     1920,    the    conmiercial    paper    was 


1921,    the    conmiercial    paper    was 
1921,    the    conmaercial    paper    was 
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1920— and  that  covers  a.  period,  by  the  way,  when  some  people  said 
we  were  calling  in  loans  and  curtailing — the  commercial  loans  of  the 
Federal  Reserve  Banks  doubled  between  the  end  of  January,  1920. 
and  the  end  of  October,  1920,  and  the  agricultural  loans  between  the 
end  of  January,  1920,  and  the  end  of  October,  1920,  increased  nearly 
six  times  in  volume. 

They  are  very  interesting  figures  if  you  study  them.  The  reduc- 
tion was  in  paper  secured  oy  Government  obUgations.  and  member 
banks*  collateral  hotes  secured  by  Government  obligations,  and  in 
acceptances  purchased  in  the  open  market. 

For  instance,  at  the  end  of  January,  1920,  the  Federal  Reserve 
banks  held  $561,313,000  of  acceptances. 

At  the  end  of  June,  1921,  they  neld  only  $40,223,000  of  acceptances, 
and  my  recollection  is  that  thejr  are  holding  now  between  nineteen 
and  twenty  million  dollars.  Tnis  statement  shows  this  by  banks  in 
detail. 

Representative  Sumners.  Governor,  the  decrease  in  those  accept- 
ances indicates  what  in  regard  to  trade  conditions  or  economic 
conditions  ? 

Gov.  Harding.  Well,  of  course  with  the  lower  level  of  prices  the 
amount  of  acceptances  would  be  less.  I  presume  the  volume  of 
acceptances  is  less  also.  But  there  is  one  factor  which  must  be  con- 
sidered, and  that  i^  that  a  good  bank's  acceptance  now  is  in  great  | 
demand.  There  has  been  a  good  market  built  up  for  it.  Banks  and  I 
trust  companies  and  savings  banks  and  investors  all  want  bankj 
acceptances,  and  the  problem  of  taking  care  of  the  acceptance  market] 
is  one  now  which  has  nearly  solved  itself.  Eighteen  months  ago  the 
Federal  reserve  banks  had  to  look  after  the  acceptance  market. 

Representative  Sumners.  Are  they  taking  care  of  the  banks— — 

Gov.  Harding.  I  suggest  that  you  save  that  question,  Congress- 
man, if  you  will,  for  Gov.  Strong.  You  can  get  more  direct  informa- 
tion from  him,  because  his  bank  buys  acceptances  and  handles  them! 
every  day.  He  can  talk  much  more  intelligently  about  that  than! 
I  can. 

Representative  Sumners.  Very  well. 

Gov.  Harding.  Now,  if  you  want  the  changes  of  some  of  the  banks! 
on  agricultural  paper,  I  will  give  them. 

Representative  Sumners.  As  far  as  I  am  concerned,  Gtovemor,  Ij 
am  just  as  satisfied  to  have  that  go  into  the  record  as  it  is. 

Gov.  Harding.  I  would  like  to  call  your  attention  to  some  partic-| 
ularly  large  increases. 

At  the  end  of  January,  1920,  the  Richmond  bank  had  $362,000  ofl 
agricultiu*al  paper. 

At  the  end  of  June,  1921,  the  Richmond  bank  had  $11,109,000  ofi 
agricultural  paper. 

The  Federal  reserve  bank  of  Atlanta  at  the  end  of  January,  1920, 
had  $608,000  of  agricultural  paper. 

At  the  end  of  November,  1920,  the  Atlanta  bank  had  $17,844,000 
of  agricultural  paper. 

At  the  end  of  June  this  year  the  Atlanta  bank  had  $12,238,000  ol 
agricultiu*al  paper. 

The  Federal  reserve  bank  of  St.  Louis  started  out  at  the  end  o! 
January,  1920,  with  $52,000  of  agricultural  paper. 

At  the  end  of  June,  this  year,  it  had  $9,271 ,000  of  agricultural  papers 
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The  Federal  reserve  bank  of  Minneapolis  on  the  30th  of  January, 
1920,  had  $1,563,000  of  agricultural  paper. 

At  the  end  of  June,  this  year,  the  Minneapolis  bank  had  S22,S23,000 
of  ^ricultural  paper. 

'Ke  Federal  reserve  bank  of  Dallas  had  $987,000  of  agricultural 
paper  at  the  end  of  January,  1920. 

At  the  end  of  June,  this  year,  it  had  $19,263,000  of  agricultural 
paper. 

The  Federal  reserve  bank  of  San  Francisco  had  $1,694,000  of  agri- 
cultural paper  on  the  30th  of  January,  1920. 

The  30th  of  June,  this  year,  it  had  $18,622,000  of  agricultural  paper. 

Representative  Sumners.  Governor,  does  that  snow  to  you  that 
amcultural  borrowings  have  increased  in  the  proportion  indicated  by 
those  figures,  or  that  possibly,  whereas  country  banks  have  been  using 
the  notes  of  merchants'  Liberty  bonds,  etc.,  for  rediscount  basis,  they 
have  gotten  rid  of  those  and  are  now  using  the  agricultural  paper  for 
rediscount  ? 

Gov.  Harding.  I  beg  your  pardon,  Mr.  Sumners,  I  did  not  get  the 
question. 

Representative  Sumners.  It  is  not  a  very  important  question,  but 
I  was  interested  to  know  this:  Do  those  figures  which  you  have  just 
read  indicate  proportionate  increase  in  borrowings  of  farmers,  or 
does  it  indicate  that  the  banks  are  now  sending  on  their  agricultural 
paper  which  formerly  they  may  have  held  in  their  own  vaults  ? 

Gov.  Harding.  I  should  say  probably  both. 

Mr.  Chairman,  before  I  close,  there  was  introduced  the  other  dav 
in  the  record  an  editorial  from  an  industrial  publication.  I  don  t 
know  whether  that  is  anything  that  you  want  me  to  discuss  or  not. 
I  am  not  f amihar  with  it. 

If  there  is  anything  in  the  record  that  I  ought  to  discuss  further  I 
will  ask  the  opportunity  of  appearing  before  the  commission  later. 
I  am  about  to  close  my  remarKs  now.  I  would  like  to  have  it  under- 
stood, please,  that  after  I  have  had  time  to  look  over  the  records  of 
these  proceedings,  that  if  there  is  anything  else  that  it  seems  to  me 
I  should  discuss  before  this  commission,  I  may  have  an  opportunity 
of  doing  so. 

The  Chairman.  There  will  be  no  difficulty  about  that.  Of  course 
the  commission  will  go  on  with  its  proceeaings  in  this  matter  and 
othei*  matters,  but  there  will  be  no  diflBculty  about  your  being  given 
every  opportxmity.  Governor,  to  present  your  views  for  the  record. 

Gov.  Harding.  I  said  when  I  oegan  my  testimony  that  I  would 
take  the  liberty  of  offering  something  that  I  hoped  might  be  in  the 
way  of  a  constructive  suggestion. 

Representative  Sumners.  I  am  very  much  interested  in  that. 
Governor. 

Gov.  Harding.  I  want  to  put  into  the  record  here  a  letter  which  I 
have  just  received.  I  do  not  know  the  party  who  wrote  the  letter. 
It  is  not  a  matter  that  would  appeal  to  the  average  banker,  and  yet 
somehow  or  other  the  thing  has  an  appealing  look  to  me,  and  I  can 
not  help  but  feel  that  if  I  were  in  the  banking  ousiness  in  that  locality 
I  woula  send  for  the  man  who  wrote  this  letter  and  take  a  look  at  him 
and  see  if  I  could  help  him  out.  It  is  not  a  matter  that  the  Federal 
reserve  bank  can  do  anything  about,  for  the  simple  reason  that  it 
requires  the  intervention  of  a  member  bank.  And  it  is  not  a  matter 
that  would  appeal  offhand  to  the  average  banker,  unless  you  look  into 
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it  a  little  deeper.  It  is  a  Question  of  character  very  largely,  which 
will  have  to  oe  determinea.  But  I  am  reading  this  letter  to  you 
because  it  illustrates  a  need  which  is  felt  all  over  this  country,  and  a 
need  which  ought  to  be  supplied  in  some  way,  and  it  gives  me  an 
opportunity  of  saying  just  what  additional  facilities  should  be  fur- 
nisned  for  agriculturS  and  live  stock  interests. 

The  letter  is  as  follows  [reading]: 

July  29,  1921. 
W.  P.  G.  Harding, 

Governor  of  the  Federal  Reserve  Board. 

Dear  Sir:  Will  the  Federal  reserve  banks  assist  a  man  to  go  into  the  stock  bnsinees 
and  take  security  on  the  stock  liie  loan  money  would  buy? 

I  have  the  use  of  320  acres  of  splendid  hay  and  pasture  land  here  in  the  hills  good  for 
that  and  nothing  else.  Here  interest  is  too  hi^h,  at  the  prices  of  cattle,  to  get  a  loan 
here,  but  if  I  could  get  a  loan  from  the  board  direct,  without  having  the  loan  go  throuiih 
so  many  hands  before  it  reaches  me,  at  5i  per  cent,  and  buy  eood  stock,  just  enoo^^  dit 
I  can  attend  to  without  hiring  help,  and  care  for  them  well,  as  I  am  very  particnlar, 
I  can  make  a  good  living. 

I  don't  want  a  big  loan,  but  want  enough  to  buy  good  cattle  and  that  I,  mysdi. 
can  care  for,  with  my  wife's  assistance,  then  we  know  they  are  well  cared  for  ri^^t. 
I  want  the  Roan  shorthorn  breed . 

Answer  immediately. 
Respectfully, 

And  then  he  gives  his  name. 

The  Chairman.  That  states  the  problem. 

Gov.  Harding.  Now,  if  I  were  m  the  banking  business  down  in 
Alabama  and  got  a  letter  Uke  that,  I  would  ask  that  man  to  come 
and  see  me,  and  I  would  go  over  his  proposition  and  see  what  the 
terms  of  his  leasehold  were,  and  if  they  were  all  right  I  would  take  a 
chance  on  that  man,  if  he  was  of  good  character,  and  see  that  he 
could  start  up  in  that  line. 

The  great  trouble  is  right  here,  and  that  is  the  whole  trouble. 
There  is  no  use  of  talking  about  what  a  beautiful  system  the  Federal 
reserve  system  is,  and  how  perfect  the  law  isj  and  all  that.  We  have 
got  to  meet  these  propositions  as  they  come  in.  We  can  not  amend 
the  Federal  reserve  act  to  fit  that  condition,  and  yet  here  is  a  real 
need,  as  illustrated  by  this  case.  We  find  all  over  this  country  that 
the  agricultural  and  the  live-stock  elements  feel  that  they  ought  to 
have  some  faciUties  which  would  make  them,  to  a  degree  at  least, 
independent  of  the  banks. 

Now,  with  the  best  intentions  in  the  world  the  banks  can  not,  all 
of  them,  take  care  of  these  situations.  And  the  trouble  is  that  a  case 
like  that  of  the  man  whose  letter  I  read,  while  it  might  appeal  to  some 
banker  in  a  good-sized  town  or  a  city,  it  would  be  impracticable  for 
this  man  to  go  to  the  city,  and  the  city  banker  is  busy;  it  is  not  his 
line  of  business  anyhow.  But  there  are  certain  credit  facilities  that 
people  engaged  in  other  lines  of  business  have,  that  by  the  very  nature 
of  tne  thing  the  farmer  does  not  possess.  The  farmer's  credit  horizon 
is  limited.     He  has  to  depend  upon  local  facilities  as  a  rule. 

Well,  now,  if  you  have  an  ideal  bank,  under  ideal  management,  that 
keeps  itself  in  good,  strong,  clean,  liquid  position,  so  that  it  has  money 
coming  in  at  the  very  time  the  agricultural  needs  are  developing,  the 
situation  is  taken  care  of.  If,  on  the  other  hand,  while  it  has  a  tem- 
porary sweUing  of  its  deposits,  a  bank  invests  in  long-time  mortgage 
paper  or  something  of  that  sort,  and  then  its  deposits  go  down,  uien 
with  the  best  intentions  in  the  world  it  finds  itseu  imable  to  take  care 
of  some  of  its  agricultural  customers. 
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And  then  again,  a  great  many  farmers  have  no  money  to  deposit 
in  the  bank,  rlow  it  is  a  pretty  well  established  practice  with  com- 
m^ciai  banks,  and  thev  could  not  very  well  carry  on  their  business 
profitably  without  it,  that  a  loan  and  deposit  go  together.  A  mer- 
chant who  makes  deposits  every  day  or  two,  or  a  manufacturer  who 
carries  an  average  balance,  have  loan  accommodations  at  the  bank, 
and  th^e  is  a  sort  of  reciprocity  there,  in  addition  to  the  interest 
that  is  paid.    The  bank  makes  a  loan,  and  the  bank  gets  a  deposit. 

Now  the  farmer  comes  in  to  the  bank.  He  has  no  deposit  to  make, 
unless  it  is  for  a  little  while  in  the  fall  of  the  year.  If  you  talk  to  the 
ava-age  farmer  about  what  kind  of  a  balance  he  is  going  to  keep  with 
vou  M  will  say,  '*No,  I  am  not  going  to  keep  any  oalance  witn  you. 
If  I  had  any  money  I  would  not  be  borrowing  from  you.  What  I 
want  is  $500,  and  1  want  the  full  amount.''  Some  of  them  might 
have  a  little  balance  at  the  end  of  the  year.  Of  course,  the  farmer 
who  has  gotten  himself  into  a  good  condition  will  have  a  balance  at 
the  bank,  but  I  am  talking  about  the  fellow  who  is  just  getting  a 
start. 

I  do  not  believe  it  would  be  wise,  and  have  so  expressed  myself, 
to  amend  the  Federal  reserve  act  with  a  view  of  trying  to  make 
the  Federal  reserve  svstem  do  all  sorts  of  thin^.  The  Federal 
reserve  banks  have  definite  functions  to  perform.  They  are  the  sole 
reserve  agency  for  commercial  banks.  These  commercial  banks 
have  demand  deposits,  and  the  rest  of  their  deposits  are  payable  on 
fibort  Ume.  The  loans  made  by  Federal  reserve  banks  plus  a  gold 
reserve  are  back  of  the  Federal  reserve  notes,  the  currencv  now 
most  in  use.  And  I  think  it  is  generally  conceded  that  the  S^ederal 
reserve  banks  must  conduct  then*  business  with,  the  view  of  having 
liquid  assets.  Of  course  when  emergencies  arise  there  is  some  re- 
laxation and  accommodations  are  given  which  ordinarily  would  not 
be  granted.  But  they  should  work  back  in  the  long  run  to  a  more 
liquid  position,  so  that  they  can  respond  to  an^r  future  emergency 
that  may  arise  or  any  seasonal  needs,  the  idea  being  that  paper  held 
by  banks  should  be  theoretically  at  least  of  a  self -liquidating  character 
representing  loans  for  productive  purposes  and  for  purposes  *  of 
distribution;  and  loans  for  capital  account  ought  not  to  come  into 
the  Federal  reserve  banks.  In  fact,  the  act  itself  provides,  in 
section  13,  that  loans  made  for  the  purpose  of  carrying  merely  in- 
vestments, are  not  eligible. 

For  instance,  if  a  man  who  is  not  engaged  in  fanning,  or  not 
engaged  in  manufacturing,  wanted  to  buy  10,000  bushels  of  wheat, 
or  100  bales  of  cotton,  merely  for  the  sake  of  holding  it  with  the  idea 
that  it  would  advance,  that  would  be  classed  as  for  investment  or 
speculative  purposes — ^no  prejudice  in  the  word  '*  speculative"  there — 
and  that  it  would  be  an  ineligible  loan  because  it  is  for  an  investment. 
Of  course,  if  a  cotton  mill  ouys  cotton  that  would  be  one  of  the 
stages  of  production,  and  the  mill's  note  would  be  eligible.  But  a 
loan  made  to  an  individual  who  is  not  in  business,  who  buys  with 
the  idea  of  holding  commodities  and  making  an  investment  is  not 
eligible  under  section  13  of  the  Federal  reserve  act. 

As  I  said  a  while  ago,  it  would  be  unfortunate,  I  think,  to  amend 
^e  Federal  reserve  act  by  extending  the  present  time  limits,  which 
relate  to  the  maturity  of  paper  eligible  for  rediscoimt  at  the  Fed- 
eral reserve  banks.  These  institutions  carry  the  entire  legal  re- 
serves of  the  member  banks,  which  are  commercial  banking  insti- 
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tutions  and  whose  deposits  are  either  payable  on  demand  or  upon 
short  notice.  Any  steps,  therefore,  which  would  impair  the  liquidity 
of  the  Federal  reserve  banks  might  jeopardize  the  entire  structure 
of  commercial  banking  in  this  coimtry. 

We  can  take  loans  now  up  to  as  long  as  six  months,  and  there  is 
nothing  in  the  law  against  a  renewal,  aluiough  as  a  matter  of  Federal 
reserve  practice  it  is  preferable  not  to  have  to  make  renewals,  but 
they  are  made  sometimes  without  any  agreement  in  advance.  There 
is  no  law  prohibiting  it. 

But  I  don't  think  there  is  any  doubt  that  longer  time  credits  than 
those  provided  for  in  the  Federal  reserve  act  are  necessary  in  tie 
live-stock  industry  and  in  the  orderly  marketing  of  staple  crops,  and, 
perhaps,  in  some  cases  in  the  production  of  these  crops.  And  there 
ought  to  be  some. means  of  offering  individuals  who  have  nol>ankin| 
connections  or  can  not  make  them  in  the  existing  circumstances,  u 
they  have  something  back  of  them  that  is  worth  while,  to  organize 
associations  and  to  have  a  source  of  accommodation  that  is  independ- 
ent of  ordinary  banking  channels. 

Tliere  are  needed  credits  which  run  from  6  to  12  months  or  longer. 
In  other  lines,  the  mercantile  business  and  the  manufacturing  busi- 
ness, there  are  freauent  turnovers,  but  the  farmer  has  only  one  turn- 
over a  year,  and  tne  cattle  man  has  to  wait  before  he  has  any  turn- 
over at  all  on  the  increase  from  his  breeding  cattle.  We  should  get 
this  business  established. 

I  hardly  know  just  what  su^estion  to  make.  It  is  not  a  field, 
I  imagine,  that  is  going  to  attract  private  capital  at  the  preset 
time.  Tlie  bill  which  has  passed  the  Senate  this  morning  or  yesterday, 
authorizing  the  War  Finance  Corporation  to  extend  its  powers,  I 
presume  mil  help  the  situation,  but  as  I  understand  that  bill  the 
War  Finance  Corporation  is  to  make  these  advances  only  upon  the 
indorsement  of  a  bank.  What  many  farmers  need  is  some  means 
where  they  can  get  an  accommodation  through  some  channel  that 
does  not  recjuire  the  money  to  go  through  so  many  hands;  as  out- 
lined by  this  North  Dakota  man,  without  being  obliged  to  go  to  a 
bank  and  have  so  many  people  handling  the  loan. 

I  am  reluctant  to  make  a  suggestion  \mich  would  involve  any  legis- 
lation in  which  the  Federal  reswve  sjstem  is  not  directly  interest. 
But  I  hope  there  is  no  impropriety  m  my  making  the  su^estion  to  j 
the  commission  that  it  might  oe  well  for  it  to  look  into  these  various 
i^enoies,  bearing  in  mind  that  the  War  Finance  Corporation,  under 
the  terms  of  the  act  creating  it,  is  a  temporary  organization,  its  life 
being  limited,  I  think,  to  10  years  from  tne  time  it  began  operation, 
and  1  think  its  lending  power  has  some  relation  to  a  certam  length 
of  time  after  the  close  of  the  war;  and,  therefore,  I  would  surest 
that  the  commission  consider  the  farm  loan  system. 

It  is  argued  that  the  Government  ought  to  keep  out  of  business. 
There  is  much  to  say  in  support  of  that  argument.  But  the  farm 
loan  system  has  run  the  gaimtlet  of  the  Supreme  Court,  and  the 
farm  loan  banks  make  mortgage  loans  to  landowners  on  long  time, 
and  the  payments  are  amortized  over  a  period  of  years. 

Would  it  not  be  possible  to  enlarge  the  powers  of  the  farm  loan 
banks  so  that  they  might  have  an  additional  department  through 
which  they  could  make  these  intermediate  loans,  loans  running  for, 
say,  up  to  12  months  on  agricultural  commodities  in  warehouse, 
or  loans  running  for  a  year  or  two,  or  maybe  longer,  on  live  stock. 
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or  loans  ninning  for  a  couple  of  years  for  farm  improvements,  in  cases 
where  a  farmer  builds  a  sJo  or  wants  to  do  some  ditching,  or  wishes 
to  buy  a  tractor  or  something  of  that  sort  ? 

One  advantage,  as  I  see  it,  in  having  such  credits  available  through 
a  governmental  agency  would  be  that  if  a  private  corporation  is 
organized  for  that  sort  of  business  it  must  look  aroimd  and  do  business 
air  the  time,  and  there  might  come  a  time  when  the  private  corpora- 
tion would  be  loaned  up  iB^e  the  banks  and  would  not  be  able  to  go 
ahead  and  make  further  loans  at  the  verv  time  when  loans  are  most 
needed.  But  if  these  facilities  could  be  provided  through  some 
existing  governmental  agency,  at  times  when  the  farmers  do  not 
need  these  credits,  and  the  demand  for  their  products  is  good,  or  thev 
can  get  accommodations  readily  at  banks,  then  these  pubUc  fimcis 
can  be  turned  back  to  the  Treasury  or  employed  in  the  piu'chase  of 
Treasury  certificates.  I  think  that  the  farmers  of  this  coimtry  would 
be  very  much  better  satisfied  if  the  farm  loan  banks  would  be  brought 
a  Uttle  closer  in  touch  with  the  shorter  time  farm  requirements. 

I  am  making  this  suggestion  with  some  hesitation  because  I  am 
not  a  member  of  the  Farm  Loan  Board,  and  it  is  not  the  business  of 
the  Federal  Reserve  Board.  I  have  not  talked  with  the  Farm  Loan 
Board  about  it,  and  I  don't  know  how  they  would  regard  the  sug- 
gestion. But  this  conmiission  certainly  has  a  right  to  make  any 
recommendation  it  sees  fit,  and  I  am  merely  offering  a  suggestion 
to  the  commission  that  they  look  into  the  feasibility  oi  enlamng  the 
powers  of  the  farm  loan  banks  so  that  they  may  be  provided  with 
funds  which  they  can  employ  in  making  mtermediate  loans  for  a 
comparatively  short  time,  running,  sajr,  for  six  months  up  to  three 
years.    And  those  are  loans  which  are,  in  a  sense,  capital  loans. 

Every  conmiercial  bank  likes  to  have  a  loan  maturing  within  90 
days.  That  is  their  preference.  And  sometimes  four  months.  They 
do  not  prefer  ordinarily  to  take  a  six  months'  loan. 

Then  the  farm  loan  banks  could  appeal  to  the  investment  market. 
If  they  had  all  their  funds  available  for  short-term  loans,  loaned  out 
on  live  stock  or  agricultural  products,  properly  warehoused,  and 
they  needed  more  money  to  go  on  and  engage  in  further  operations, 
they  might  sell  their  own  notes  or  obligations,  say,  to  the  extent  of 
50  per  cent  of  the  face  amoimt  of  tne  loans  they  had  on  hand. 
Now,  we  realize  the  difficulty  of  governmental  banks  dealing  with 
individuals,  or  of  any  bank  in  a  large  city  dealiiig  with  individuals, 
but  the  plan  might  be  worked  out  by  means  of  cooperative  associa- 
tions or  something  of  that  sort.  Juaging  from  correspondence  that 
I  have  had  in  the  last  two  or  three  years,  of  which  this  letter  is  a  type, 
there  does  seem  to  me  to  be  a  demand  on  the  part  of  people  in  agri- 
cultural sections  of  the  country  for  some  means  of  getting  credit 
facilities  for  a  longer  time  than  the  ordinary  commerciS  bank  would 
care  to  make  a  loan,  and  for  having  them  independent  of  the  usual 
banking  requirements  of  a  balance,  or  a  question  of  how  much  bal- 
ance the  borrower  is  to  carry. 

The  Chairman.  Have  you  ever  considered  the  feasibility  or  possi- 
bility of  separating  time  and  demand  deposits,  and  making  time  de- 
posits the  basis  for  longer  term  credits  for  amculture  ? 

Gov.  Habding.  In  a  general  way  I  have.  I  doubt,  though,  whether 
Uiat  would  work  weU  m  ordinary  cases.  You  see  the  machinery  of 
the  banking  business  is  rather  delicate  and  complex.  People  who 
have  deposits  in  banks  like  to  know  just  how  the  bank's  funds  are 
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lent,  and  they  like  to  feel  that  the  bank  is  strong,  and  that  its  assets 
are  quickly  available,  and  so  on. 

Representative  Sumners.  You  sometimes  have  to  use  your  time 
deposits,  anyhow,  to  take  care  of  your  checking  accounts. 

Gov.  Harding.  The  trouble  about  time  deposits  is  this:  Under  the 
board's  definition  of  the  law  as  laid  down  in  the  reserve  act  any  de- 

Eosit  is  a  time  deposit  which  is  payable  after  30  days.  Some  banks 
ave  certificates  of  deposit  payafcle  in  six  months,  some  payable  in  a 
year,  but  very  often  a  bank*s  time  deposits,  on  which  it  usually  pays 
a  pretty  fair  rate  of  interest,  are  the  very  deposits  which  give  tiie  most 
concern.  They  have  a  way  sometimes  of  maturing  at  a  verv  incon- 
venient time.  And  if  a  bank  had  four  or  five  hundred  thousand 
dollars  of  time  deposits,  nmning  for,  say,  one  year,  and  had  money 
loaned  on  live  stocky  after  all,  it  would  be  using  depositors'  money, 
and  it  might  be  that  it  would  have  an  undue  proportion  of  its  deposits 
loaned  in  that  way,  with  the- breeding-cattle  man  not  prepared  to  sell 
any  stock  lintil  the  increase  is  ready  for  the  market.  • 

1  haven't  any  very  clearly  defined  ideas  on  this  subject,  except  it 
does  seem  to  me  there  ought  to  be  some  way  to  supplement  the  needs 
of  the  agricultural  community  through  the  investment  market  rather 
than  to  depend  so  much  upon  the  conmaercial  banks,  which  have 
other  obligations  and  conmutments.  It  should  be  realized  that  as  a 
rule  there  is  good  security  in  agricultural  loans. 

Take  the  cattleman.  As  a  nile,  the  character  back  of  his  loan  is 
worth  a  great  deal.  And  take  farm  loans  in  general.  I  have  had 
some  experience  in  making  loans  to  farmers  inmrectly — and  directly, 
too.  And  the  percentage  of  loss  during  my  experience  in  Birminghairn 
on  agricultural  loans  was  infinitesimal.  It  was  far  less  than  the 
loss  sustained  on  any  other  character  of  loans  we  had. 

Representative  Sumners.  The  situation  that  we  have  now  perhaps 
accentuates  a  necessitv  which  is  constant,  in  trying  to  suggest  some- 
thing that  might  be  done  for  the  individual  farmer  living  away  out 
in  the  country. 

Gov.  Harding.  That  is  the  idea  that  I  suggested.  I  do  not  claim 
it  is  original  with  me.  One  of  the  Senators  has  talked  with  me  about 
a  proposition  of  this  kind.  I  don't  know  what  he  is  going  to  do 
about  it,  although  I  understand  he  has  received  a  good  many  favorable 
comments  on  it. 

Representative  Sumners.  We  must  have  something  like  that. 

Gov.  Harding.  I  have  been  wondering  if  he  is  going  to  introduce 
a  bill  to  that  effect. 

Representative  Sumners.  The  difficulty  in  a  crisis  of  this  sort  is 
that  we  must  have  rehef  for  the  farmer  living  in  a  community  where 
there  are  small  banks  greatly  extended,  the  merchants  strained,  and 
there  is  no  avenud  of  approach  bv  which  the  farmer  can  be  reached 
by  the  relief  which  may  fee  provided. 

Gov.  Harding.  And  then  we  have  30,000  independent  banks,  some 
of  them  are  family  affairs:  some  of  them  controlled  perhaps  by 
directors  who  believe  in  helping  each  other  and  who  do  not  care  much 
about  the  outsider,  and  while  a  good  many  banks  have  pursued  an 
open,  Uberal  poUcy,  and  gone  the  limit,  there  are  others  that  keep 
themselves  self-contained,  and  say,  ''We  do  not  do  that  kind  of 
business,  and  we  do  not  care  for  this  kind  of  loans  or  that  kind  of 
loans,"  don't  you  see. 
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It  seems  to  me  that  cattle  raising  and  agriculture  in  this  country 
is  of  sufficient  importance  to  justify  Congress  to  pay  some  attention  to 
working  out  a  practical  permanent  plan  which  will  always  afford  a 
medium  to  which  those  interests  can  resort,  not  interfering  with  the 
ordinary  banking  business  of  course,  but  not  making  the  banker  the 
absolute  master  of  the  situation. 

Take  a  man  in  ordinary  business,  a  man  in  a  town  of  say  50,000 
people,  who  has  built  up  a  successful  business,  if  his  credit  demands 
are  greater  than  his  local  banks  can  supply,  he  does  not  find  any 
difficulty  in  going  to  a  larger  city  and  making  some  independent 
connections  there,  thus  extending  his  banking  accounts  and  connec- 
tions and  facilities.  But  you  take  the  average  farmer,  he  is  absolutely 
limited  to  the  local  institution. 

And,  further  than  that,  consider  the  tenant  farmer.  I  don't  know 
whether  you  have  many  tenant  farmers  in  the  East  or  the  Northwest, 
but  Ck)ngressman  Sumners  and  I  Imow  there  are  many  in  the  South. 
We  have  many  farmers  who  absolutely  can  not  get  any  credit  from 
anybody  at  all  except  on  the  guarantee  of  the  landlord.  The  land- 
lord owns  the  land,  and  the  tenants  are  on  his  land,  and  his  tenants 
do  not  know  what  a  bank  is.  He  does  not  have  any  standing  in  a 
bank.  The  average  tenant  farmer  gets  his  advances  either  from  the 
landlord  direct  or  through  some  country  mterchant  who  furnishes 
him  his  suppUes  on  the  guarantee  of  the  landlord.  Isn't  that  the 
situation  in  yoiu"  country.  Congressman  ? 

Representative  Sumners.  Yes;  not  to  the  same  degree  as  in  yours; 
but  it  is. 

Gov.  Habdino.  Yes. 

Representative  Ten  Eyck.  That  is  partially  due  to  the  fact  that 
the  farmer  does  not  know  how  to  make  a  statement  of  what  he 
actually  owns.  There  are  some  tenant  farmers  that  are  pretty  well 
off  who  feel  that  .it  is  better  to  be  a  tenant  farmer  than  to  oe  an 
owner;  at  least  there  are  in  my  State,  and  they  own  a  considerable 
amount  of  stock  and  have  machinery,  and  some  of  them  have  money 
in  the  bank — a  few  farmers  do. 

Gov.  Harding.  I  had  a  little  experience  of  this  sort  when  I  was 
21  years  old.  I  spent  three  months  in  a  country  store  in  one  of  the 
agncultural  counties  of  Alabama.  I  arrived  there  about  the  1st  of 
Ifecember,  and  I  left  in  March,  and  I  got  a  pretty  good  insight  into 
how  the  tenant  fanning  business  is  conducted.  The  merchant  who 
employed  me  had  been  advancing  to  these  men  all  during  the  year, 
ana  their  cotton  was  coming  in.  Some  of  them  were  white  men,  and 
some  of  them  were  Negroes,  and  they  would  come  into  the  store 
at  about  5  o'clock  in  the  afternoon  to  have  their  accounts  read  out. 
Well,  I  was  the  bookkeeper,  and  an  old  Negro  came  in,  whose  name 
was  Jim  Hill — I  recollect  his  name — and  wanted  his  account  read 
out  to  him.  I  started  out  in  January  and  read  out  to  him  where  he 
had  boudbt  a  jug  of  molasses,  or  where  he  had  bought  a  sack  of 
flour,  and  in  February  he  had  bought  some  meal,  and  in  March  he 
had  bought  a  plow,  and  so  on.  ASid  then  I  would  read  the  list  of 
his  dry  goods  and  groceries  all  during  the  year — this  was  a  generail 
store — and  it  all  footed  up  to  two  or  three  hundred  dollars,  and  he 
had  some  cotton  which  the  merchant  would  buy  at  the  market  price, 
and  we  figured  up  what  that  came  to.  I  recollect  that  it  was  then 
just  a  short  time  before  Christmas,  and  after  figuring  it  all  out  old 
Uncle  Jim  had  $5.60  coming  to  him  as  the  result  of  ms  year's  work. 

Digitized  by  CjOOQ IC 


444  AGBICULTURAL  INQUIRY. 

Representative  Ten  Eyck.  Can  you  tell  us  what  the  profit  was 
that  that  store  made  on  that  tenant  fanner  by  extending  him  that 
credit  for  the  entireyear? 

Gov.  Habding.  Well,  I  should  say  that  it  was  about  40  per  cent. 

Representative  Ten  Eyck.  The  profit  that  the  store  made  was  40 
per  cent.  Now  that  is  just  it.  What  we  have  got  to  do  in  this 
country  is  to  teach  the  farmer  how  to  go  to  the  Dank  and  borrow 
at  a  reasonable  rate  of  interest,  and  pay  cash,  and  save  that  40  per 
cent.  And  the  fact  is,  and  I  think  you  will  agree  with  me,  Governor, 
and  I  am  going  to  cisk  you  the  guestion  whether  you  do  or  do  not 
believe  that  our  national  banks  in  somo  shape  or  form  have  got  U> 
adoDt  a  policy  to  give  those  tenant  farmers  credit  provided  they  can 
proQUce  a  fair  stat-ement  of  what  they  have  as  regards  macmnenr 
and  cattle  and  live  stock,  and  give  them  credit  in  accordance  wi^ 
what  they  own,  so  that  they  can  save  that  40  per  cent,  and  then  you 
will  do  something  toward  putting  the  farmers  on  their  feet. 

Gov.  Harding.  Now  the  great  trouble  in  some  States,  though, 
is  the  law,  the  landlord's  lien. 

Representative  Sumnees.  Then  you  have  to  have  a  12  months' 
*  proposition. 

Representative  Ten  Eyck.  Yes:  that  is  what  they  have  got  to 
have,  between  a  9  and  a  12  months'  credit.  What  is  the  use  of 
dod^g  the  question  ?  It  is  up  to  the  bank  to  give  it  to  them,  and 
work  out  a  policy,  and  also  see  that  the  paper  can  be  rediscounted 
properly  hy  the  reserve  banks  as  well  as  in  other  banks.  The  maDU- 
lacturer — is  he  a  tenant  manufacturer  if  he  does  not  own  his  own 
building?  What  percentage  of  the  manufacture^  own  the  build- 
ings  that  thev  are  m  ? ,  A  great  many  of  them  rent  the  buildings  that 
they  use.  Ixiey  are  the  same  as  the  tenant  farmers.  .\11  they  have 
is  the  machinery  that  they  have  in  there,  and  their  good  name, 
to  make  money,  and  they  are  not  any  more  liable  to  make  money 
than  the  farmer,  if  the  farmer  is  given  the  same  credit  as  is  the  manu- 
facturer who  is  a  tenant  manufacturer 

Gov.  Hardino.  Well  now,  what  would  you  do  in  a  case  of  this 
sort.  Suppose  a  man  is  a  tenant  farmer.  *^  He  hasn't  got  anything 
but  a  wife  and  two  or  three  children,  a  bed  and  a  rocking  chair  and  a 
stove,  and  mavbe  he  has  a  cow.  And  he  rents,  say,  40  acres  of  land 
which  he  and  nis  wife  and  oldest  boy  cultivate.     Everything  that  he 

{>roduce3  on  that  land,  imder  the  laws  of  some  States,  is  subject  to  the 
andlord's  prior  lien.  There  is  not  a  merchant,  there  is  not  a  bank, 
there  isn't  anybody  who  would  give  him  credit  unless  to  use  the 
common  phrase,  he  gets  the  landlord  to  ''stand  for  him."  In  other 
words,  he  gets  the  landlord's  guaranty.  Well  now,  the  landlord's 
lien  is  very  sweeping,  unless  the  laws  have  been  changed  since  I  left 
the  banking  business.  I  know  some  States  where  the  landlord's 
lien  is  so  sweeping  that  if  a  bale  of  cotton  is  brought  to  a  town  and 
put  in  the  warehouse,  and  a  receipt  is  issued,  and  the  tenant  farmer 
who  has  produced  that  bale  of  cotton  borrows  money  on  that  cotton, 
and  the  landlord  hears  about  it  and  says,  '*  Hold  on,  that  fdlow  has 
not  paid  me  my  rent  yet.  That  is  my  cotton";  he  can  enforce  his 
superior  lien,  and  even  if  the  merchant  has  bought  it  in  good  faith 
he  can  follow  it  up,  for  each  bale  of  cotton  stanos  out  bjr  itself;  it  is 
of  a  certain  grade,  and  it  is  marked,  and  it  does  not  Ibse  its  identity. 
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Representative  Ten  Eyck.  In  other  words,  the  landlords  in  some 
States  have  a  lien  on  the  production  of  the  soil  the  same  as  the 
mechanic's  lien. 

Gov.  Harding.  Yes. 

Representative  Ten  Eyck.  Well,  there  is  a  question  that  should 
be  looked  into  if  we  are  going  to  do  something  for  the  tenant  farmer, 
to  see  whether  some  of  these  laws  should  not  be  modified. 

(Jov.  Harding.  I  think  it  would  be  very  well  for  the  commission 
to  look  into  the  law  regarding  landlords  liens  in  various  States, 
and  see  in  just  what  wav  they  can  be  modified. 

Representative  Ten  Eyck.  I  think  that  is  a  very  good  suggestion. 
I  think  it  is  the  duty  of  this  commission  at  this  time  to  look  mto  all 
of  those  side  things,  to  ascertain  why  it  is  that  the  producer  of  food 
products  is  not  given  the  same  opportunity  to  borrow,  and  save 
thereby  on  his  purchases,  the  same  as  any  other  business  man  in 
the  country.  He  ought  to  have  the  same  opportunity,  because  his 
is  the  basic  industry. 

Gov.  Harding.  It  seems  to  me  that  a  way  can  be  found  to  protect 
the  landlord  and  his  rights,  and  at  the  same  time  protect  the  public 
k)o.  The  landlord  ought  not  to  sleep  on  his  rignts.  It  seems  to 
me  thfet  after  the  cotton,  or  whatever  the  commodity  is — cotton 
particularly — is  produced,  that  after  a  reasonable  time,  if  this  cotton 
oas  been  in  the  warehouse,  the  landlord's  right  to  enforce  his  lien 
ought  to  lapse  if  he  sleeps  on  his  rights.  But  I  have  known  of  a 
eood  many  complications  that  have  come  up  where  people  have 
Douffht  cotton  in  good  faith,  and  had  to  return  it,  Qie  landlord 
womd  come  in  and  assert  his  claim. 

Representative  Ten  Eyck.  I  a^ee  with,  you  that  we  ought  to 
look  mto  it.  But  do  you  not  thmk  that  it  is  possible  in  some  way 
or  other  to  take  the  present  financial  institutions  that  we  have 
now.  Our  farm  loan  bank  should  take  care  of  the  mortgages,  and 
our  national  banks  and  State  banks  should  be  educated  to  give 
them  the  short-time  credit,  if  they  can  give  proper  security  and 

f)rovide  that  the  national  banks  be  given  a  proper  discount  on  it 
ater  through  the  reserve  banks  ? 

Gov.  Harding.  I  don't  know.  It  is  a  long  process  to  educate 
banks.     There  is  nothing  like  competition  in  this  matter. 

Representative  Ten  Eyck.  Now  you  have  it. 

Gov.  Harding.  Now  if  there  was  an  independent  agency  such  as 
farm  loan  banks,  that  could  make  these  loans,  I  think  they  would 
shape  their  policies  so  that  they  could  keep  themselves  in  a  position 
^ere  they  could  make  the  loans  themselves.  It  is  the  moral  effect 
of  competition. 

Representative  Ten  Eyck.  Let  me  ask  you  a  question.  My  idea 
is  this:  Can  we  bring  to  the  attention  of  the  national  bants  this 
necessity,  this  condition,  which  they  can  meet,  and  which  in  turn 
will  help  them  out  in  a  great  many  wajrs  by  means  of  the  improve- 
ment or  business,  by  msSdng  the  farming  industry  successful  ?  The 
only  loss  they  wiU  make,  to  my  mind,  is  this,  that  in  discounting 
shortr-term  paper  over  and  over  and  over,  there  is  a  little  more  profit 
in  it  than  if  the  paper  runs  a  year,  ana  the  banks  have  also  been 
educated  to  bejieve  that  the  velocity  of  the  movement  of  the  paper 
is  essential  for  good  banking. 

Gov.  Harding.  Yes. 
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Representative  Ten  Eyck.  But  at  the  same  time,  if  they  can 
create  industrial  prosperity  they  will  be  compensated  in  other  ways: 
by  helping  the  farmer  out  they  will  help  the  prosperity  of  the  country 
and  in  that  way  help  themselves. 

Gov.  Harding.  Well,  I  think  that  the  best  way  to  get  the  banks 
to  so  adjust  their  affairs  that  they  can  cater  more  to  individual 
farmers  would  be  to  provide  the  individual  farmer  with  some  inde- 
pendent means,  with  proper  safeguards,  to  which  he  could  have 
recourse  if  necessary.  If  such  a  means  was  opened  to  him  I  think 
the  bankers  would  respond. 

Representative  Ten  Eyck.  I  know  of  a  real '  country  bank  the 
valuation  of  whose  stock  is  way  above  par,  and  its  entire  business  is 
done  with  the  farmer,  and  it  is  verv  successful.  Its  percentage  of  loss  ]$> 
infinitesimal.  And  I  asked  why  tnat  was  so,  and  they  said,  *'  Well''  tlie 
president  knows  every  farmer  from  here  to  the  other  end  of  the  county, 
and  he  knows  what  he  is  worth,  and  he  knows  all  about  him." 

Gov.  Harding.  This  is  the  principal  objection  that  I  have  to  any 
amendment  of  the  Federal  reserve  act  in  order  to  meet  these  par- 
ticular needs.  I  wish  to  say  that  I  think  things  are  fast  getting 
straightened  out.  I  look  to  see  times  much  better  soon.  And  you 
will  find  that  the  banks  generally  will  be  able  to  fimction  more 
effectively  than  they  have  been  able  to  function  during  the  last  year. 
The  strain  is  going  to  relieve  itself  automatically. 

One  great  trouble  in  amending  an  act  like  the  Federal  reserve  act 
to  meet  an  emergency  which  has  practically  passed,  is  that  you 
merely  increase  the  appetite  of  other  people  wno  are  interested  in 
other  things  for  further  amendments  U)  suit  their  particular  cases, 
and  you  might  open  the^way  through  one  amendment  to  other 
amendments.  Should  you  amend  the  act  for  the  benefit  of  a^- 
culture,  then  you  would  be  asked  to  amend  it  to  help  the  housms 
situation,  and  then  to  help  the  railroads,  and  after  a  while  you  would 
have  the  Federal  reserve  act  so  water-logged  that  it  might  not  be 
good  for  anything.  It  is  rather  a  serious  matter  to  amend  an  act 
which  has  certaimy  stood  up  pretty  well,  because  even  some  of  the 
very  severe  critics  of  the  aoinimstration  of  the  act  are  pronoimced 
in  their  praise  of  the  act  itself,  and  it  would  be  rather  dangerous 
business  amending  the  act,  it  seems  to  me,  just  to  meet  an  emei^ncy 
which  is  passing  rapidly. 

Representative  ten  Eyck.  Well,  it  would  be  surprising  to  me  if 
anyone  could  pass  *an  act  which  will  meet  all  of  the  conditions  ri^t 
on  the  bat.  1  think  there  are  amendments  that  will  have  to  be 
made,  and  adjustments  and  rulings,  and  so  on,  that  will  continue 
until  you  meet  the  conditions. 

Gov.  Harding.  I  tiiank  the  members  of  the  commission  ver}' 
much  for  the  attention  they  have  given  me,  and  the  patience  they 
have  displayed.  I  do  not  think  1  have  anything  further  to  say. 
unless  you  liave  something  to  ask  me. 

The  Chairman.  We  are  very  much  obliged  to  ypu,  Mr.  Harding. 
It  may  be  that  the  commission  may  want  you  to  come  back  later 
on  on  some  phases  of  this  matter. 

Gov.  Harding.  I  will  be  very  glad  to  do  so. 

The  Chairb£AN.  If  the  commission  does,  I  will  let  vou  know. 

The  commission  will  take  a  recess  until  10  o'clock  Monday  morning. 

(Thereupon,  at  5.30  o'clock  p.  m.,  Friday,  August  5,  1921,  an 
adjournment  was  taken  until  lOo  clock  a.m., Monday,  August  8,)  1921. 
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MONDAY,  AUGUST  8,  1921. 

Congress  of  the  United  States, 
Joint  Commission  of  Agricultural  Inquiry, 

Washingtonj  D,  C\ 
The  loint  commission  met,  pm^uant  to  adjournment   taken   on 
Friday  last,  at  10  o'clock  a.  m.,  in  room  70,  Capitol  Building,  Rep- 
resentative Sydney  Anderson  (chairman)  presiding. 

The  CHAiRBfAN.  The  commission  will  come  to  order.  The  com- 
mission this  morning  will  hear  Gov.  Benjamin  Strong,  of  the  Federal 
reserve  bank  of  New  York. 

Gov.  Strong,  you  may  develop  yoiu*  statement  in  your  own  way. 
You  are  fanmiar  with  what  the  commission  is  trying  to  get  at,  I 
think,  and  with  the  testimony  that  the  commission  has  heretofore 
had,  and  we  will  be  very  glaa  to  have  you  make  your  statement  in 
your  own  way. 

STATEMENT    OF    HON.    BENJAMIN    STEONO,    OOVEENOE    OF 
THE  FEDEBAL  BESEBVE  BANE  OF  NEW  TOBE. 

Gov.  Strong.  Mr.  Chairman  and  gentlemen  of  the  commission,  I 
understand  that  the  objects  of  the  hearings  which  are  now  being^ 
held  by  the  commission  are  stated  in  the  concurrent  resolution  under 
which  the  commission  was  appointed,  in  this  language: 

Said  commiflsion  shall  investdgate  and  report  to  the  Oongreas  *  *  *  upon  the 
banking  and  financial  resources  and  credits  of  the  country,  especially  as  affecting^ 
agricultural  credits. 

Of  course,  it  is  that  parag-aph  of  the  resolution  in  which  the 
Federal  reserve  bank  of  rJew  York  is  especially  interested. 

Permit  me  to  say,  Mr.  Chairman,  that  the  directors  and  officers 
of  the  Federal  reserve  bank  of  New  York  desire  to  facilitate  the 
objects  sought  by  the  commission  by  every  means  in  their  power, 
and  I  would  Uke  to  read  into  the  record,  if  I  may,  a  resolution  which 
was  adopted  by  the  directors  of  the  bank,  with  a  minute  in  connec- 
tion with  it,  at  the  regular  meeting  of  the  directors  held  on  August 
3,  1921.     [Reading:] 

Mr.  Case  submitted  to  the  meetii^  a  full  stat^nent  respecting  the  bank's  rdation 
to  the  pending  investigation  by  the  joint  conunission  of  Confess  appointed  pursuant 
to  Senate  concurrent  resolution  No.  4  and  designated  the  joint  commission  of  Agri- 
ctiltuial  Inquiry.  Mr.  Case  explained  that  the  subject  had  not  been  proposed  for 
consideration  or  action  at  last  Wednesday's  meeting,  July  27,  because  of  the  impos- 
sibility of  making  an  adequate  report  on  the  subject  b^ore  the  day  foUowing  that 
meeting. 

After  full  discussion  and  consideration  of  the  statement,  upon  motion  diily  made 
And  seconded  the  following  resolution  was  unanimously  adopted: 
Whereas  the  board  of  directors  of  the  Federal  reserve  bank  of  New  York  has  heard 

and  considered  a  statement  respecting  the  bank's  relation  to  the  investigation  by 
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the  joint  commiasion  of  Congrefls  appointed  pursuant  to  Senate  concurrent  roBoIu- 

tion  No.  4  and  designated  the  Joint  CommisBion  of  A^cultoral  Inquiry;  and 
Whereas  it  appears  trom  that  statement  that  the  commiasion  will  probably  inouire 

into  the  policies  and  administration  of  the  Federal  Reserve  Board  and  the  Feaeni 

reserve  bank  of  New  York:  Now,  therefore,  be  it 

Resolved,  That  the  board  of  directors  of  the  Federal  reserve  bank  of  New  York 
sanctions  and  approves  the  action  which  Oov.  Strong  has  taken  in  having  data  pre- 
pared for  submission  at  the  hearings  of  the  Joint  Commission  of  Agricultunu  Inc|airy; 

That  Gov.  Strong  be  direct^  to  advise  the  commission  that  wis  bank  desires  to 
submit  to  the  commission  all  information  at  its  disposal  regarding  the  bank's  trans- 
actions and  policies  which  mav  be  required  by  the  commission  or  which  maybe 
helpful  to  it  m  the  execution  of  the  functions  and  duties  delegated  to  it  by  Congresi, 
including  such  data  as  may  be  of  assistance  to  it  in  its  investigation  of  any  chaira 
which  have  been  or  may  be  made  affecting  the  Federal  reserve  bank  of  New  York; 
that  Gov.  Strong  be  further  directed  to  advise  the  commission  that  for  the  purpoBcs 
of  its  investigation  the  services  of  the  stafif  of  the  bank  are  at  the  commission's  oispoeal. 

And  be  it  further  resolved.  That  Gov.  Strong  be  directed  to  transmit  a  copy  or  this 
resolution  to  the  chairman  of  the  Joint  Commission  of  Agricultural  Inciuiry. 

The  acting  chairman  directed  tiie  secretaiy  to  record  that,  whUe  the  directors  present 
and  voting  in  favor  of  the  foregoing  resolution,  namely,  Messrs.  Alexander,  rabner, 
fiaunders,  and  Smith,  did  not  constitute  a  quorum,  assent  to  and  approval  of  the 
resolution  had  been  given  by  Messrs.  Peabody  and  Stone,  to  whom  copies  of  the  reso- 
lution had  been  sent  in  advance  of  the  meeting.  Messrs.  Jay,  Treman,  and  '^K^Uiams 
had  not  been  communicated  with,  in  view  of  their  absence  in  Europe. 

Now,  Mr.  Chairman  and  gentlemen;  there  has  been  introduced  into 
the  hearings,  imder  the  agricultural  commission  resolution  as  origi- 
nallv  contemplated,  a  series  of  charges  and  allegations  by  Mr.  John 
Skelton  Williams,  the  former  Comptroller  of  the  Currency.  I  wish 
to  state  the  position  of  the  Federal  reserve  bank  of  New  York  in 
regard  to  those  charges.  It  is  our  desire  to  take  up  this  challenge,] 
as  1  have  heard  it  caOed  by  Mr.  Williams,  upon  his  own  grounds,  and 
if  the  commission  will  permit  us  to  do. so,  we  intend  to  pursue  the 
matter  to  a  definite  and  final  conclusion,  if  it  takes  until  next  January, 
when  I  understand  you  propose  to  file  yotu*  final  report  with  the  I 
Congress. 

The  record  of  statements  made  before  the  commission  on  Tuesday 
and  Wednesda;]^  of  last  week  is  voluminous;  it  contains  a  mass  of 
material  which  is  more  or  less  repetition,  and  refers  to  many  statistics. 
It  contains  assertions  by  Mr.  Williams,  supported  by  his  own  previous 
statements,  and  from  oiu*  point  of  view,  1  think,  as  to  part  of  his 
statements  the  rule  that  the  law  takes  no  account  .of  trifles  might  be 
considered.  But  they  are  of  consequence  to  the  Federal  Reserve 
Board  and  the  Federal  reserve  bank,  and  for  that  reason  we  wish  to 
pursue  them,  as  I  say,  to  a  definite  and  final  conclusion. 

I  would  like  to  state  to  the  commission  my  reasons  for  feeling  as 
I  do  on  that  subject.  In  the  first  place,  it  is  obviously  a  matter  of 
justice  to  the  Federal  Reserve  System  and  to  the  men  who  are  re- 
sponsible for  the  transactions,  and  especiallv  for  the  policies  of  the 
system,  that  those  charges  should  be  thoroughly  investigated  and  the 
results  of  the  investigations  laid  before  the  commission. 

But  there  is  another  important  reason.  I  have  found,  since  my 
connection  with  the  Federal  reserve  bank  of  New  York,  wfaicn 
dates  from  its  organization,  that  in  seeking  information  which  we 
regard  as  important  to  enable  us  to  perform  our  duties,  we  fre- 
quently resort  to  the  records  of  inquiries  conducted  by  committees 
of  Congress,  for  reUable  information  on  those  matters.  I  have  found 
in  having  occasion,  as  I  have  now  and  then,  to  dehver  lectures  be- 
fore stuoents  in  some  of  our  imiversities  who  are  pursuing  courses 
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in  economics,  that  they  are  constant^  referring  to  the  records  of 
inquirieB  conducted  by  such  commissions  as  the  so-called  ^dridi 
monetary  commission,  and  to  the  records  of  the  committee  hearings 
vhich  have  been  held  by  committees  of  Congress  recently  and  also  to 
those  prior  to  the  enactment  of  the  Federal  reserve  act.  We  do  not 
vant,  and  do  not  intend,  that  the  records  which  these  men  consult 
II  their  future  studies  shall  remain  so  misleading  and  so  unreliable 
IS  this  record  would  be,  if  the  charges  of  Mr.  Williams  were  not 
iDswered  in  detail. 

And  the  third  reason,  which  may  involve  a  Question  of  pride, 
>erhaps,  is  that  some  of  those  statements  have  nad  wide  circula- 
ion  and  publicity. 

Unfortunately,  during  the  entire  life  of  the  Federal  reserve  sysr 
em  we  have  been  subject  to  many  limitations  because  we  have  had  to 
»nduct  most  important  transactions  for  the  United  States  (Jov^em- 
oent,  and  we  have  been  unable  to  organize  fast  enough  or  to  ex- 
wid  the  organizations  rapidly  enough,  by  reason  of  the  heavy 
«sponsibilities  thrown  upon  us  by  the  war,  to  educate  the  people — 
lot  only  the  bankers,  but  the  people — as  to  what  the  system  means. 
Ind  we  do  not  want  this  information,  so  given  out,  to  mislead  the 
leoole. 

Those  are  the  three  principal  reasons  why  I  shall  ask  the  commis- 
ion,  if  they  will  be  good  enough,  to  let  me  go  into  those  statements 
nd  to  go  mto  those  charges  and  to  dispose  of  them  findly  and  con- 
lusively  at  this  hearing,  and  at  a  later  time,  and  possibly  in  con- 
action  with  Gk)v.  Harfiiig's  reappearance  at  a  later  time,  when  he 
xpecta  to  do  the  same  thing. 

With  this  preliminarv  statement,  if  the  commission  is  willing 
ohave  me  do  so,  I  would  Uke  to  go  directly  to  the  more  important 
urposes  of  the  conmiission's  inquiry,  as  stated  in  the  paragraph  of 
lie  resolution  which  I  have  quoted. 

Now,  on  this  feature  of  the  commission's  work,  it  seems  that  Mr. 
Rlliams  has  taken  his  text  for  a  variety  of  charges,  principally 
wring  upon  his  allegation  that  during  the  period  covered,  funds 
r  money  or  credit — I  am  not  sure  that  he  accurately  distinguishes 
etween  them — were  lured  to  New  York  by  artificial  interest  rates. 
)  the  detriment  of  other  sections  of  the  country,  and  there  diverted 
)  speculative  purposes.  Much  of  what  he  has  stated  on  that  sub- 
set I  hope  will  be  answered  by  the  statement  which  I  hope  sub- 
iquently  to  make  in  regard  to  the  New  York  money  market  and 
te  movement  of  funds  and  credit. 

But,  in  order  to  understand  just  what  that  all  means,  I  shall 
4  the  commission  to  bear  with  me  while  I  make  a  preliminary 
Jview  of  what  has  transpired,  without  questions,  if  they  are  willing 
>  do  so,  because  I  do  not  think  that  my  subsequent  statements 
to  be  understood,  unless  this  preliminary  statement  is  a  consecu- 
^e  and  a  complete  one. 

In  order  to  understand  the  policies  of  the  Federal  reserve  bank 
>t  me  divide  the  period  from  the  organization  of  the  Federal  reserve 
^  down  to  the  present  time  into  five  subdivisions.  They  are  the 
^tural  subdivisions  relating  to  this  matter  of  the  expansion  and  flow 
f  credit. 
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The  first  division  is  from  the  outbreak  of  the  war,  or  from  I 
organization  of  the  Federal  reserve  system  subsequent  to  the  outbreak 
of  the  war  down  to  the  time  of  the  declaration  of  war  by  tiie  United 
States  in  April,  1917.  As  I  shall  not  refer  to  that  period  later, 
I  would  like  to  discuss  its  outstanding  characteristics. 

During  this  period  we  were  called  upon  to  increase  our  produc- 
tion immensely,  and  our  export  trade  increased  by  leaps  and  DO\md& 
We  had  a  great  accession  to  oiu*  gold  stock,  drawn  here  in  response  k 
our  increased  export  trade,  and  as  a  consequence  of  unrestrained 
coinpetitive  buying  in  our  markets  and  gold  imports  we  had  a  perio( 
of  rising  prices.  There  was  no  svstem  then  organized  bv  law  to  dea 
with  this  situation.  And  I  shall  refer  to  the  policy  of  the  Federa 
reserve  bank  in  only  one  matter  where  we  did  make  an  eSovi  u 
prevent  an  imwholesome  expansion  of  credit  and  consequent  prio 
mcrease  that  might  result  from  it. 

As  I  recall,  the  Federal  reserve  bank  of  New  York  purchased  som 
hundreds  of  miUions  of  gold  which  was  imported  from  Europe  afte 
the  gold  movement  became  active,  but  before  that  time,  as  early  a 
December,  1914,  we  deliberately  embarked  upon  the  policy  of  gatW 
ing  in  the  monetary  gold  that  was  in  circidation  in  tne  United  SUte 
and  issuing  Federal  reserve  notes  against  it.  The  reason  for  Aom 
that  was  obvious.  Federal  reserve  notes  do  not  coimt  as  reserve  i 
the  vaults  of  a  member  bank. 

Representative  Ten  Eyck.  When  you  say  "we''  you  mean  th 
Federal  reserve  bank  of  New  York  ? 

Gov.  Strong.  First  the  reserve  bank  of  New  York,  and  subsequent! 
all  of  them.  If  the  gold,  which  could  be  coimted  as  reserve  only  whe 
in  the  vaults  of  the  member  banks,  was  in  the  vault  of  the  reserve  ban 
at  a  time  of  expanding  credit,  it  would  not  serve  as  the  base  for  fui 
ther  expansion;  and  we  felt  fully  justified,  as  a  measure  of  posaW 
unusual  precaution  against  the  event  of  our  becoming  involved 
the  war,  and  as  a  preparation,  in  part,  against  the  expansion  of  tm 
credit,  in  doing  that. 

Let  me  point  out  a  significant  thing  in  regard  to  that  mattd 
I  came  to  WashiMton  shortly  after  the  1st  of  Januarjr,  1915,  ww 
this  poUcy  of  the  Federal  reserve  bank  first  became  obvious,  and  w 
drawn  to  the  attention  of  the  Federal  Reserve  Board.  I  attended 
meeting  of  the  Federal  Reserve  Board,  where  the  first  complaij 
was  made  by  Mr.  Williams  that  we  were  inflating  the  currend 
I  refer  to  it  because  of  his  evident  lack  of  knowledge  of  what  inflatir 
the  currency  is. 

Now,  as  to  the  second  period.  That  is  the  war  period,  from  ^ 
declaration  of  war  by  the  united  States  down,  not  to  the  annistid 
but  to  August,  1918.  In  that  period  the  poUcies  of  the  Feder 
reserve  bamc  of  New  York  were  necessarily  governed  by  the  nece 
si  ties  of  the  war  and  the  imprecedented  demands  for  credit  to  md 
the  Government's  war  requirements.  It  was  a  period  which 
describe  as  one  of  unavoidable  and  necessary  expansion. 

The  third  period  was  from  August,  1918,  until  the  summer  | 
1920,  which  1  shall  describe  as  the  period  of  postwar  expansi(« 
speculation,  and  extravagance. . 

The  fourth  period  is  from  the  summer  of  1920  imtil  about  DecemW 
1920 — we  can  not  fix  an  exact  date  for  the  change  from  one  peri^ 
to  another,  but  say  in  the  early  winter  of  1920;  and  this  peri< 
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should  be  referred  to  as  the  period  of  declining  prices  and  liquida- 
tion. 

The  fifth  period  is  from  December,  1920,  until  the  present  time, 
and  I  shall  describe  that  period  as  the  period  of  readjustment  and 
recovery. 

Now,  in  explanation  of  these  periods  in  greater  detail,  let  me  say 
that  my  purpose  in  dividing  these  seven  years,  approximately, 
into  five  periods  is  to  enable  me  to  describe  the  "outstanding  char^ 
acteristics  of  each  period,  and  at  the  end  of  that  description  to  give 
you  a  brief  review  of  the  poUcies  which  characterized  the  manage- 
ment of  the  Federal  reserve  bank  of  New  York  as  applied  to  tne 
characteristics  of  these  various  periods.  Subsequent  to  completing 
the  statement,  I  have  a  considerable  mass  of  data  to  submit  to  the 
commission — ^not  all  to  be  printed,  but  such  to  be  printed  as  the 
commission  desires. 

Ignoring  the  first  period,  it  will  be  found  by  examination  of 
the  records  of  the  Federal  reserve  bank  that  in  the  second  period, 
from  the  entry  of  the  United  States  into  the  war,  in  April,  1917,  to 
August,  1918,  ourpolicy  reflected  what  was  actually  taking  place — 
briefly,  that  the  Government  of  the  United  States  was  borrowing 
approximately  $18,000,000,000  a  year  in  order  to  prosecute  the 
war.  At  one  time,  as  snown  by  the  records  of  the  Treasury  Depart- 
ment, the  rate  of  actual  expenditures  which  had  to  be  met  ran  as  high 
as  $2,000,000,000  a  month. 

Economists  have  made  various  and  greatly  differing  estimates 
as  to  the  saving  power  of  the  people  of  the  United  States,  and  those 
estimates  have,  as  I  say,  varied  considerably.  For  the  purposes  of 
this  statement,  I  will  roughly  state  that  the  high  estimates  would 
average  aroxmd  $6,000,000,000  a  year  prior  to  the  war,  or  in  the 
early  days  of  the  war.  And  of  this  $6,000,000,000  a  year,  approxi- 
mately one-half  is  what  is  described  by  economists  as  the  reinvest- 
ment fimd — that  is,  the  amount  which  is  required  for  reinvestment 
in  existing  plants  and  enterprises,  leaving,  say,  $3,000,000,000,  or, 
at  the  outsiae,  $4,000,000,000  for  investment  in  the  securities  naarket 
or  investment  in  like  fashion.  I  want  to  refer  the  commission  to 
a  statement  made  on  this  subject  by  Mr.  Wilford  I.  Bang,  who  has 
made  a  special  study  of  the  matter.  The  figures  which  I  have 
quoted  are  slightly  above  his  figures. 

Now,  obviously  to  raise  revenue  at  the  rate  of  $18,000,000,000 
a  year,  when  the  saving  power  of  the  people  of  the  Nation  had  for- 
merly been  less  than  a  quarter  of  that  amount,  necessitated  an 
expansion  of  credit — that  is,  an  expansion  of  credit  obviously  was 
necessary. 

Opinions  differ  widely  as  to  what  it  was  necessary  to  have  done 
to  have  avoided  expansion  to  the  extent  that  it  occurred.  My  per- 
sonal view,  which  it  is  my  belief  represents  the  consensus  of  the 
views  at  the  Federal  reserve  bank  of  Jfew  York,  was  that  expansion 
was  required  and  was  imavoidable  to  the  extent  that  the  people  of  the 
United  States  did  not  economize  in  the  employment  of  labor  and  in 
the  consumption  of  goods.  If  you  will  accept  that  as  a  statement  of 
the  situation,  we  vrilTfind  ourselves  in  agreement  as  to  the  conditions 
prevfuling  during  this  period. 

Let  me  illustrate  by  an  example:  If,  for  the  purpose  of  conducting 
the  war — that  is,  for  the  services  of  the  Army  and  the  services  of  the 
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industries  which  were  diverted  to  the  manufacture  of  war  materiak 
and  materials  for  the  consumption  of  the  Army  and  of  the  military  and 
naval  organizations — there  was  absorbed  20  per  cent  of  all  the  normal 
labor  of  the  people  of  the  country,  and  the  goods  consumed  for  war  par- 
poses  were  equal  to  20  per  cent  of  the  normal  peace-time  consumption 
of  ^oods  (the  percentages,  of  course,  are  assumed),  the  only  way  by 
which  the  Government  could  have  obtained  those  services  and  goods, 
without  manufacturing  credit,  would  have  been  to  have  had  all  the 
people  so  economize  in  their  ordinary  demands  upon  labor  and  in  their 
usual  consumption  of  ^oods  so  that  that  amount  of  labor  and  that 
amoimt  of  goods  woula  have  been  released  for  war  purposes. 

At  the  risk  of  pursuing  that  point  too  far,  let  me  remind  you  of 
what  happened  in  the  early  feudal  days.  When  the  king  had  U> 
conduct  a  war,  he  had  no  banks  to  go  to  to  manufacture  credit 
for  him;  there  were  no  credit  institutions  in  existence  in  those  days, 
so  he  sent  for  his  barons,  and  his  barons  responded  to  a  levy  for  so 
many  knights,  so  many  men  at  arms,  so  many  nead  of  horses,  so  many 
cattle,  and  so  much  food  and  grain,  and  the  king,  with  his  army  and 
suppUes,  left  for  war,  and  left  me  civil  population  at  home  to  produce 
the  goods  necessary  to  take  care  of  the  people  that  were  left  at  horn*. 
They  did  not  have  expansion  of  credits  in  those  days,  and  I  doubt 
if  they  had  expansion  of  prices,  although  I  do  not  doubt  that  the 
people  left  at  home  were  sometimes  ill  cared  for. 

Now,  all  sorts  of  schemes,  such  as  issues  of  fiat  money,  forced  loans, 
price  fixing  either  at  a  high  level  in  order  to  stimulate- production 
or  at  a  low  level  in  order  to  reduce  the  costs  of  war  goods,  restrictions 
of  security  issues,  restrictions  of  imports  and  exports,  g[asless  Sun- 
days, rationing,  and  so  forth,  were  discussed,  and  some  oi  them  were 
tried,  but  they  were  not  wholly  successful,  as  we  all  know.  And  I 
beheve  that  the  principle  which  I  have  stated,  that  expansion  is 
imavoidable  unless  economy  releases  suflScient  services  and  goods 
for  the  conduct  of  war,  is  a  fundamental  and  sound  one.  No  system 
of  economics  has  yet  developed  that  is  capable  of  so  organizing  society 
that  this  great  system  of  rationing  and  economy  can  be  made  instantly 
and  effectively  possible  when  a  war  starts.  In  fact,  war  unfortunately 
necessitates  a  choice  of  evils  in  policies,  and  does  not  permit  of  the 
adoption  of  an  ideal  poHcy  of  100  per  cent  perfection.  And  that  is 
the  problem  which  confronted  the  Treasury  and  confronted  the 
Federal  reserve  system  when  we  came  to  deal  with  these  matters. 

In  fact,  it  is  my  personal  belief  that  the  greater  part,  if  not  all. 
of  the  expansion  tnat  was  suffered  during  this  period  of  the  war  was 
inevitable,  unescapable,  and  necessary,  and  was,  in  my  opinion,  defen- 
sible. 

During  that  period  the  people  were  encouraged  to  buy  Govern- 
ment loans  and  to  borrow  money  to  do  so.  The  Government  en- 
couraged the  banks  to  buy  short  certificates  of  indebtedness  issued 
by  the  Treasury,  and  to  Dorrow  from  us  to  enable  them  to  do  so. 
Tnese  were  the  great  instruments  of  expansion. 

But,  admitting  that  the  people  were  not  sufficiently  economizing 
to  release  the  required  percentage  of  goods  and  services,  it  became 
necessary  as  a  corollary  to  raising  these  funds  for  the  Treasury,  to 
conduct  a  campaign  to  educate  uie  people  as  to  the  necessity  for 
economy  in  goods  and  services,  to  increase  production  and  reduce 
consumption,  and  to  cut  off  extravagance  and  waste  and  to  borrow 
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from  the  member  banks  only  for  purposes  essential  to  the  prosecution 
of  the  war  and  the  maintenance  of  the  health  and  morale  of  the 
people.  These  efforts  toward  education  were  manifested,  as  you  all 
know,  in  a  great  variety  of  organizations  throughout  the  United 
States.  I  shall  not  enumerate  them  all.  Many  of  them  were  exer- 
cised under  the  powers  granted  to  the  President  by  the  Congress.  I 
think  the  gasless  Sunday  was  the  most  notable  of  these  in  striking 
and  picturesque  effect.  Nevertheless,  after  all  the  efforts  to  educate 
the  people  of  the  coimtry,  there  was  the  inevitable  higher  price  level 
which  resulted  in  the  expansion  to  which  I  have  referred. 

Now,  I  have  some  charts  to  present  at  a  later  time  which  I  think  will 
show  to  the  commission  just  what  transpired  during  that  period. 
(See  pp.  499,  764,  and  765.) 

The  charge  is  frequently  made  that  the  cause  of  expansion — the 
cause  of  the  elevation  in  price  levels — was  the  increase  in  the  circulat- 
ing medium.  I  referred  to  that  heretofore.  There  were  indeed  in- 
creases in  our  bank  loans  and  deposits,  as  well  as  accessions  to  our 
gold.  I  do  not  believe,  however,  that  that  statement  is  justified  by 
our  knowledge  of  what  occurred.  During  the  period  of  the  war — in 
the  earlier  stages  of  the  war,  before  we  entered  the  war,  we  had 
practically  all  of  the  allied  governments  in  our  markets  buying  goods. 
Their  purchases  were  not  coordinated;  they  were  largely  competitive. 
And  they  were  competitive  upon  the  most  dangerous  oasis  as  respects 
the  price  level,  because  they  were  required,  for  military  purposes,  for 
instant  delivery  regardless  of  price.  Then  the  United  States  entered 
the  war,  and  we  came  into  tne  market  competing,  at  first,  not  only 
with  these  foreign  governments,  but  with  our  own  citizens,  and  before 
the  war  organization  was  perfected,  I  do  not  think  it  unjust  to  those 
good  people  who  were  struggling  with  these  problems  to  say  that  the 
oifferent  departments  of  the  war  organization  were  competing  with 
each  other.  Now,  how  could  prices  be  affected  otherwise  than  to  be 
elevated  all  along  the  line  ?  Not  only  prices  of  materials,  but  of  labor  ? 
lliere  was  the  same  competition  for  labor  as  there  was  for  materials. 
And  that,  to  my  mind,  was  the  outstanding  feature  in  this  period,  a 
condition  which  called  for  future  control. 

Representative  Mills.  But  you  would  not  deny  that  deposits  of 
credit  and  money  had  not  begim  to  cause  prices  to  rise  ? 

Gov.  Stbonq.  They  had,  indeed.  Congressman.  At  this  point  let 
me  introduce  the  suggestion  that  it  is  claimed  by  some,  ana  I  think 
especially  by  economists  who  comment  upon  the  policies  of  this  war 
period,  that  expansion  could  have  been  controlled  by  the  interest 
rate,  and  especially  the  discount  rate  of  the  Federal  reserve  system. 
Now,  let  me  ask  you  to  examine  that.  Doyou  suppose  for  a  minute 
that  the  United  States  Government,  the  Treasury,  would  permit  a 
loan  to  faU,  in  the  face  of  the  military  necessity  of  getting  the  money, 
because  of  an  interest  rate  ?  I  believe  personally  that  had  we  endeav- 
ored to  force  economy — economy  of  credit  and  economy  in  consump- 
tion of  goods — upon  the  people  of  the  United  States  by  discoimt 
rates,  we  would  have  been  mviting  disaster.  There  is  no  limit  to  th  * 
level  to  which  rates  would  have  gone. 

Representative  Sumnebs.  Would  not  the  Government  have  been 
compelled  to  have  placed  an  interest-bearing  rate  on  its  securities 
whidi  would  have  met  approximately  the  interest  which  the  institu- 
tions  diareed.  and  who  were  carrying  those  securities  for  which  the 
people  had  not  yet  paid  the  minimum  ?    In  other  words,  you  could 
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not  float  a  Government  loan  at  4^  per  cent  if  the  rediscount  rates  in 
the  banks  had  been  8  or  10  per  cent  ? 

Gov.  Strong.  No,  sir;  there  was  an  interdependence  between  the 
policies  of  the  Treasury  and  the  policies  of  the  Federal  reserve  system 
from  the  very  berinning.  Now,  in  either  fixing  the  responsibility  or 
assigning  the  credit  for  the  performance  of  the  Treasury  and  the  Fed- 
eral reserve  system  during  the  war — I  think  the  latter  is  the  point  of 
view  to  take — you  are  really  endeavoring  to  fix  responsibility — to  use 
this  as  an  illustration — upon  one  of  two  persons  for  breaking  a  string 
when  they  are  both  pulling  on  it.  As  it  appears  to  me,  the  poUcies 
of  those  two  factors  were  interdependent  to  such  an  extent  that  they 
must  merge  into  a  common  policy  upon  which  both  can  work  toward 
success.  But,  of  course,  in  the  last  analysis,  I  want  to  point  out  to 
the  commission  that  the  responsibility  for  the  success  of  war  finances 
rested  upon  the  Secretary  of  the  Treasury  under  the  limitations 
imposed  upon  him  by  the  various  acts  of  Congress  authorizing  him 
to  borrow  monev  and  to  raise  taxes.  So  long  as  that  was  true,  m  the 
last  analysis,  when  those  policies  had  to  be  determined,  necessarily 
weight  had  to  be  given  to  the  fact  as  to  where  the  final  responsibility 
did  rest.  Who  was  it  that  was  carrying  out  the  policies  of  Congress 
as  to  the  finances  of  the  war  ?  It  rested  with  the  Secretary  of  the 
Treasury. 

I  did  not  intend  to  refer  at  this  point  to  this  matter  at  great  length, 
but  I  would  like  to  introduce  into  the  record,  or  at  least  have  sub- 
mitted to  the  commission,  three  documents  which  I  think  will  throw 
as  much  light  on  this  subject  that  we  are  now  discussing  as  any  others. 
One  consists  of  two  addresses  made  by  former  Assistant  Secretary  of 
the  Treasury  R.  C.  Leffingwell,  in  which  he  explains  at  some  length 
the  policies  of  the  Treasury  during  that  period,  and  which,  if  you 
please,  might  be  said  to  give  the  Treasury's  point  of  view. 

I  would  also  like  to  suomit  to  the  conunission  a  long  and  compre- 
hensive review  of  that  subject  which  was  recently  prepared  by  Mr. 
Miller  of  the  Federal  Reserve  Board,  and  published  m  the  American 
Economic  Review,  which  will  state  somewhat  the  Federal  reserve  bank 
point  of  view. 

And  then,  as  representing  rather  a  judicial  examination  of  the  sub- 
ject from  the  standpoint  of  an  economist,  who  was  not  directly  con- 
cerned in  these  matters,  I  suggest  for  the  information  of  the  conunis- 
sion a  copy  of  an  article  which  was  prepared,  or  an  address  which  was 
delivered  at  Atlantic  City  by  Prof.  O.  M.  W.  Sprague,  in  which  he 
made  a  very  fair  and  I  thought  a  very  judicial  review  of  these  matters. 

The  Chairman.  Without  objection,  the  documents  referred  to  will 
be  received. 

(The  addresses  and  papers  referred  to  are  here  printed  in  full,  as 
follows :) 

The  Treasury's  War  Problem — ^Treasury  Methods  of  Finanginq  the  War 
IN  Relation  to  Inflation. 

[An  address  by  Hon.  R.  C.  Leffingwell,  Assistant  Secretary  of  the  Treasury,  before  the  Academy  of 
Political  Science  at  New  York,  April  30, 1920.1 

I.  FINANCING  THE   WAR. 

The  Treasury's  war  problem  was  to  meet  the  financial  requirements  of  the  Govern- 
ments of  the  United  States  and  the  Allies  promptly  and  without  stint^  and  to  Dseet 
them  so  ^ar  as  possible  from  the  saved  incomes  of  the  people,  avoiding  avoidable 
inflation.    These  objectives  must  be  p unued  in  such  ways  as  wo  uld  not  interfere  with, 
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but  on  the  contrary  facilitate,  the  mobilization  of  the  Nation  for  war  purposes  and  the 
production  and  transportation  of  munitions  and  supplies.  It  was  necessary  that  the 
Treasury  should  reach  its  determinations  without  the  possibility  of  knowing  the  dura- 
tion of  the  war  or,  conseauently,  the  magnitude  of  the  ultimate  financial  enort  which 
the  country  would  be  called  upon  to  make.  The  Allies  had  about  reached  the  end  of 
their  tether  because  of  their  dependence  ui>on  imports  for  an  important  part  of  their 
munitionB  and  supplies.  They  had  nearly  reachea  the  limit  of  their  ability  to  finance 
these  throqgh  private  channels  in  America  and  the  neutral  world.  The  Central 
Empires,  more  self-contained  in  fact  and  aided  by  the  blockades  maintained  by  the 
Albee,  appeared  to  be  lees  subject  to  the  risk  of  economic  breakdown.  The  United 
States,  tne  last^jeat  Nation  to  enter  the  war,  was  also  the  last  great  reservoir  of  avail- 
able wealtih  which  could  be  tapped  in  the  allied  cause.  If  America  failed  to  meet  the 
financial  and  economic  demands  upjon  her,  the  war  was  lost. 

For  about  a  ^ear  after  our  declaration  of  war  our  loans  to  ibe  Allies  were  our  principal 
effective  contribution  to  winning  the  war  which  they  were  fighting.  During  the  first 
fliz  months  the  loans  we  made  to  Riissia  and  the  knowledge  of  oitr  willingness  to  make 
further  loans  kept  Russia  in  the  war  and  held  the  eastern  front  for  six  months.  It  was 
the  loan  we  maae  to  Italy  in  the  fall  of  1917,  when  the  great  offensive  broke  on  Italy, 
that  gave  the  Italian  people  courage  and  enabled  Italy  to  replace  the  lost  munitions 
and  supplies.  In  the  spring  of  1918  our  silver  helped  hold  India  effective  for  the 
AUiee.  In  the  summer  of  1918  American  credits  sustained  the  French  when  Paris 
itself  was  under  gunfire. 

As  our  military  effort  grew,  the  demands  of  our  own  Army  and  Navy  in  large  measure 
displaced  those  of  the  Allies  in  respect  to  American  production  and  transportation, 
ana  the  burden  which  the  Treasury  had  to  bear  came  increasingly  to  represent  the 
expenditures  of  our  own  Government  and  decreasingly  those  of  the  Governments  of 
the  Allies.  The  rapidity. with  which  our  finandiu  and  economic  resources  were 
mobilized  made  poesible  the  termination  of  the  war  a  year  sooner  than  had  been  hoped 
by  the  most  optimistic.  Our  military  and  economic  effort  was,  I  believe,  planned  to 
reich  the  peak  in  the  spring  or  summer  of  1919.  Though  hostihties  ceased  on  Novem- 
ber 11, 1918,  the  Treasury  was  called  upon  to  meet  expenditures  to  the  average  amount 
of  about|2,000,000,000  a  month  in  November  and  December,  1918,  and  January,1919— 
the  full  amount  of  the  first  Liberty  loan  each  month.  The  peak  of  the  war  debt  was 
not  reached  until  August  31,  1919  (when  the  floating  debt  amounted  to  about 
14,000,000,000,  and  the  total  gross  debt  amounted  in  round  figures  to  $26,596,000,000), 
mid  it  was  not  until  January,  1920,  that  the  Treasury  was  able  to  reduce  the  floating 
debt  to  manageable  amount  and  maturities. 

In  ^e  period,  lacking  six  days  of  three  years,  from  the  declaration  of  war  to  March 
31,  1920,  on  the  basiB  of  Treasury  daily  statements,  excluding  transactions  in  the 
pnncipal  of  the  public  debt,  the  Government's  current  expenditures  amounted  in 
ronnd  figures  to  $37,455,000,000  and  its  current  receipts  to  $14,198,000,000,  the  differ- 
ence bemg  covered  by  a  net  increase  in  the  public  debt  of  $23,257,000,000.  On  March 
31, 1920,  the  gross  debt  had  been  decreased  by  about  $1,900,000,000  to  $24,698,000,000 
from  taxes  and  salvage,  including  in  the  latter  item  the  reduction  of  the  net  balance  in 
the  genial  fund  made  poesible  by  the  reduced  ordinary  and  public  debt  disburse- 
joents.  Though  the  current  months  of  April  and  May  will  show  an  important  increase 
in  the  public  debt,  in  large  measure  due  to  the  heavy  burdens  thrown  upon  the  Treas- 
ury in  connection  with  tne  return  of  the  railroads  to  private  control,  the  Treasury  is 
hopeful  that  the  ^und  lest  in  the  first  two  months  of  tnis  last  quarter  of  the  fiscal  year 
vili  be  regained  in  June  when  another  installment  of  income  and  profits  taxes  is  pay- 
tble,  and  that  the  end  of  the  fiscal  year  on  June  30, 1920,  will  show  a  reduction  in  the 
grosB  debt  of  somewhere  near  $1,750,000,000  from  the  peek  in  August,  1919,  and  that 
the  opearationB  of  the  whole  fiscal  year  will  show  a  decrease  in  the  gross  debt  of  some 
1600,000,000,  which  is  more  than  accounted  for,  however,  by  the  decreased  balance  in 
the  general  fund.  This  means  that  for  the  fiscal  year  b^inning  seven  months  after 
the  cessation  of  hoetilLties,  three  days  after  the  signing  of  a  peace  treaty  which  is  still 
^unitified  by  America,  and  two  months  before  the  V^k  of  tne  war  debt  was  reached, 
^  United  States  should  balance  its  budget  within  a  couple  of  hundred  million 
<»)UaiB--current  receipts  against  current  expenditures. 

'The  total  disbursements  of  $37,455,000,000  include  expenditures  for  loans  to  the 
AlHes  and  obligations  taken  bom  the  Allies  and  other  Grovemments  upon  the  sale  of 
Soods  on  credit  in  the  aggregate  amount  of,  say,  $10,000,000,000,  and  in  addition  several 
D^UioD  doUars'  worth  of  more  or  less  salvageable  investments.  To  what  extent  and 
with  what  degree  <A  expedition  those  investments  may  be  liquidated  depends  upon 
qoertioiiB  of  public  policy  as  well  as  practical  finance. 

The  most  n^  economy  in  governmental  expenditure  should  be  enforced,  ade<^uate 
ivveaue  from  taxes  ^ould  be  provided,  and  rigorous  salvage  methods  adopted  with  a 
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view  to  the  rapid  retirement  of  the  floating  debt  and  of  a  portion  of  the  Victory  ktn 
before  maturity.  If  due  progress  is  ^us  made  in  reducing  the  floating  debt.  Victory 
notes  should  be  accepted  at  par  in  payment  of  the  five  income  and  profits-tax 
installments  falling  due  in  the  calendar  year  1922  and  the  first  quarter  of  the  calendar 
year  1923 ;  or^  if  the  notes  are  then  sdling  at  or  above  par^  a  portion  of  them  should  be 
called  for  redemption  in  June  and  December,  1922.  This  would  raise  the  level  of  all 
other  Government  securities  and  make  possible  the  refunding  of  the  reduced  bakoce 
of  the  Victory  loan  upon  terms  advantageous  to  the  Government. 

These  measures  are  feasible  and  necessary.  If,  however,  we  reduce  taxes,  increiM 
expenditures,  and  delay  salvage  operations,  the  Government's  financial  predicament 
will  be  grave  for  the  debt  outstanding  and  maturing  within  three  years  amounts  to 
$8,000,000,000. 

The  maturities  and  redemption  dates  of  the  Liberty*  bonds  and  Victory  notes  wen 
arranged  conveniently  for  the  retirement  of  the  pubhc  debt.  The  sinking  fund  will 
retire  the  entire  funded  war  debt  (over  and  above  the  amount  of  obligations  of  foreigD 
Governments  held  by  the  United  States)  within  less  than  25  years  if,  i*ay,  $1,250,000,000 
a  year  is  provided  for  the  service  ei  the  debt,  including  interest  and  sinking  fund. 

n.  THB  trbasurt's  methods. 

The  methods  pursued  for  accomplishing  these  results  were  intended  to  and  did 
hold  the  inevitable  war  inflation  in  this  country  down  to  a  minimum.  There  are 
three  ways  of  financing  Government  expenditures — ^taxes,  loans,  and  paper  money. 
The  last  and  worst  of  these  methods  was  resorted  to,  to  a  greater  or  less  extent,  by  all 
the  European  belligerents,  and  to  a  disastrous  extent  by  some,  it  was  avoided  in  the 
United  States  as  a  means  of  meeting  the  Government's  war  expenditures.  The  Gov- 
ernment did  not  issue  paper  money;  nor  did  it  borrow  directly  from  the  banks  of  ispue 
except  (a)  temporary  borrowings  for  a  day  or  a  few  days  at  a  time  ^diich  were  promptly 
repaid  by  withdrawals  from  depositary  banks  or  out  of  tax  receipts,  and  (6)  certifioitsj 
sold  to  Federal  reserve  banks  under  the  Pittman  Act  as  a  basis  for  the  issue  of  Fedenl 
reserve  bank  notes  to  replace  silver  withdrawn  from  circulation  and  sold  to  the 
British  Government  for  India.  There  have  been  a  few  instances  of  purdiasee  of 
Treasury  certificates  of  public  issues  by  one  or  more  of  the  Federal  reserve  bank5. 
but  these  have  been  in  such  small  amounts  and  of  such  brief  duration  as  to  be  negli- 
gible. 

Taxation. — ^The  Treasury  persistently  and,  on  the  whole,  successfully  insisted  thai 
one-third  of  the  current  war  expenditures  should  be  met  from  current  taxes.  The 
effort  to  go  further  would  probably  have  defeated  itself  and  made  the  speeding  up  of 
production  for  the  winning  of  the  war  impossible.  When  tax  rates  are  low,  the  in- 
equalities, injustices,  and  economic  injuries  from  errors  in  the  incidence  of  taxatkm 
are  slight  enough  but  as  rates  go  higher  their  consequences  become  graver.  The 
income  of  the  business  man  in  a  period  when  the  demand  is  for  increased  production 
ought  to  be  turned  back  into  his  business.  The  income  of  the  rentier  ought  to  be 
taken  up  to  the  point  where  the  most  rigid  economy  in  personal  expenditures  would 
be  enforced.  As  a  practical  matter  the  distinction  can  not  be  made  so  we  impoee 
taxes  as  high  as  we  dare  upon  both  and  seek  to  take  the  surplus  income  of  the  rentier 
by  loans. 

The  first  war-revenue  act  became  law  on  October  3,  1917,  about  six  months  after 
the  declaration  of  war.  Six  months  later  it  became  apparent  to  the  Treasury  tiiat 
war  expenditures  were  mounting  very  rapidly,  and  immediately  after  the  third 
Liberty  loan  the  Treasury  took  steps  to  obtain  additional  revenue  from  taxation, 
demanding  $8,000,000,000  in  taxes  against  a  rouch  estimate  of  $24,000,000,000  of 
expenditures.  The  proposal  was  resisted  bitterly  by  leaders  of  both  parties  in  Con- 
gress, who  were  anxious  to  adjourn  for  the  summer  and  were  looking  forward  to  a 
general  election  in  the  fall.  The  issue  was  laid  before  the  President,  who,  after  careful 
consideration,  sustained  the  Treasury,  and  on  May  27,  1918,  delivered  a  special 
message  to  Congress  demanding  an  increase  of  taxes.  After  months  of  dday  the 
House  passed  a  bill  estimated  to  produce  $8,000,000,000  of  taxes,  but  this  bill  was  still 
before  the  Senate  Finance  Ck>ininittee  idien  the  armistice  was  signed.  The  Trsasury, 
three  days  after  the  armistice,  reduced  its  estimates  of  expenditures  for  the  fim 
year  from  $24,000,000,000  to  $18,000,000,000  (a  fi^re  which  proved  to  be  conect 
within  a  few  hundred  millions  of  dollars)  and  advised  the  reduction  of  the  taxes  to 
be  carried  by  the  pending  bill  from  $8,000,000,000  to  $6,000,000,000  for  the  cunent 
year  and  $4,000^000,000  for  subsequent  years.  These  recommendations  were  ulti- 
mately adopted  in  the  second  war-revenue  act,  which  did  not,  however,  become  lav 
until  February  24,  1919. 

The  Treasury's  tax  policy  measurably  limited  the  inflation  inevitably  incident  to 
the  war.    But  we  must  not  assume  that  to  the  full  extent  that  Government  expendi- 
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turee  are  met  from  taxes  inflation  is  avoided.  There  are  good  and  bad  taxes.  Con- 
gress gave  effect  to  the  demands  of  the  Treasury  as  to  the  amount  of  revenue  required, 
but  the  House  of  Representatives  and  the  Ways  and  Means  Committee  of  that  House 
are  very  jealous  of  the  right  and  duty  i^ch  they  believe  to  be  theirs  to  initiate 
revenue  measures.  The  Treasury  was  consulted  and  given  the  most  courteous  con- 
sideration and  the  fullest  opportunity  to  express  its  views,  but  the  tax  bills  were 
written  in  committee  and  the  Treasury's  views  were  overruled  in  many  important 
instances. 

The  Treasury,  though  favoring  and  indeed  urging  the  wai^profits  tax  as  a  tax  upon 
profits  roughly  attributable  to  the  war,  stroxigly  opposed  the  excess-profits  tax  as  a 
tax  upon  profits  in  excess  of  a  given  return  upon  invested  capital.  Experiencs  has 
shown  what  the  Trea8ur>'  always  asserted,  tnat  the  excess-profits  tax  diBOOurages 
initiative  and  enterprise,  rewards  overcapitalization,  and  discourages  conservatism 
in  capitalization,  confirms  great  corporations  in  their  monopolies,  encourages  extrava- 
gance and  wasteful  management,  and  adds  to  the  cost  of  uving. 

Similarly,  the  Treasury  advised  against  excessive  rates  of  surtax  and  urged  heavier 
rates  of  normal  tax.  Excessive  surtaxes  do  not  produce  revenue  but  drive  capital 
into  the  billionf>  of  exempt  securities;  and  the  manufacture  of  additional  amounts  of 
exempt  securities  is  stimulated  by  the  very  existence  of  these  high  surtax  rates. 
This  encourages  wasteful  or  deferable  expenditure  by  States  and  municipalities  at  a 
time  when  the  world-wide  shortage  of  capital  makes  it  urgently  necessary  that  our 
capital  resources  be  conserved  for  productive  business.  Qraduated  surtaxes  are 
necessary  and  dedrable  socially,  but,  particularly  where  there  exist  billions  of  dollars 
of  securities  carrying  exemption  from  these  taxes,  excessive  surtax  rates  defeat  their 
own  ends  and,  in  the  last  analysis,  the  bimlen  is  shifted  to  the  community  as  a  whole 
because  of  the  consequent  shortage  of  capital  for  useful  and  necessary  purposes. 

The  departure  from  the  Treasury's  views  concerning  surtaxes  and  nomuu  taxes  has 
seriously  impaired  the  market  value  of  Liberty  bonds,  whidi  are  exempt  from  the 
normal  taxes  but,  within  certain  limitations,  subject  to  surtaxes.  It  is  within  the 
power  of  Congress,  by  reducing  surtaxes  and  increasing  normal  taxes,  to  lift  Liberty 
bonds  to  practically  any  market  level  it  chooses. 

In  the  last  analysis,  taxes  can  only  be  paid  out  of  income,  and  the  best  tax  is  a 
properly  ^^raduatecl  income  tax.  When  a  tax  is  imposed  upon  something  else,  or 
measured  in  some  other  way,  the  taxpayer  who  has  not  current  income  available  must 
shift  the  burden  to  some  one  else.  If  possible,  he  will  ^ft  it  to  the  ultimate  consumer. 
Capital  taxes,  including  retroactive  war-profits  taxes  and  excessive  surtaxes,  excess- 
profits  taxes  and  sales  taxes — all  these  must  be  shifted  sooner  or  later — after  much  eco- 
nomic disorder  in  some  cases — if  possible  to  the  consumer.  Because  the  whole  income 
of  the  poor  man  is  spent  on  things  he  consumes,  and  the  greater  part  of  the  income  of 
the  man  of  modest  means  but  a  negligible  part  of  the  income  of  the  rich  man,  taxes  of 
this  sort  are  unjust  and  unnecessarily  burdensome. 

There  is  an  even  greater  evil  in  these  indirect  taxes,  and  that  lies  in  the  fact  that 
Congress  is  perpetually  urged  to  make  expenditures  out  of  the  public  purse  fw  the 
benefit  of  some  class  or  group  in  the  community.  A  system  of  indirect  taxation  makes 
it  possible  to  conceal  from  tne  great  mass  of  the  voters  upon  whom  the  burdens  fall  the 
fact  that  they  are  being  mulcted  in  order  to  confer  Bpe<nal  benefits  upon  a  part  of  the 
community.  The  notion  that  in  some  mysterious  way  the  other  fellow  will  pay.  the 
profiteer  or  the  plutocrat— or  perhaps  the  general  public  without  knowing  it— l«ias  to 
wasteful  expenditure. 

Thus  the  oeneficent  effects  of  the  Treasury's  policy  to  pay  as  we  go  one-third  of  the 
war  expenditures  from  taxes  were  limited  by  the  character  of  the  taxes  imposed.  In- 
flation was  avoided  to  an  important  extent  because  the  spending  power  of  the  indi- 
vidual was  curtailed  and  transferred  to  the  Government  without  the  issue  by  the 
Government  of  credit  instniments.  The  full  value,  however,  of  these  measures  was 
not  obtained  because  certain  of  the  taxes  imposed  tended  to  dissipate  or  penalize 
capital  and  inflate  prices. 

lAbaty  loans. — ^When  the  war  began  the  investment  bankers  of  the  country  had, 
it  is  said,  sold  bonds  of  all  kinds  to  some  400,000  persons.  The  Treasury  grappled  with 
the  problem  of  loans  boldly,  relying  upon  the  patriotism  and  capacity  for  sdinncrifice 
of  the  American  people;  it  devised  a  sound  plan  of  decentralized  organization  for 
mobilizing  the  financial  resources  of  the  country;  and  it  promptly  drew  into  its  head- 
quarters staff  experts  from  the  business  and  financial  world,  who,  under  the  Secretary^ 
gave  to  the  fine  old  Treasury  organization  the  necessary  lead^vhip  for  solving  the* 
problems  of  the  war. 

The  Sixty-fifth  Congress  convened  on  the  2d  of  April.  1917,  war  was  declared  on  the 
6th,  and  the  first  Liberty  loan  act  was  approved  on  tne  24th.    It  was  the  third  act 
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passed  by  the  Sixty-fifth  Congress,  being  preceded  only  by  two  deficiency  appronria- 
tion  bills.  Bankers  differed  in  their  opinions  as  to  the  amount  of  bonds  wmd)  could  be 
sold ,  some  believing  that  the  amount  might  run  as  high  as  $1,500,000,000.  others  that  it 
must  not  exceed  $500,000,000.  The  Treasury  asked  $2,000,000,000  and  the  loan  was 
oversubscribed  50  per  cent.  The  Treasury  avoided  all  conventional  methods  of  bond 
selling,  paid  no  commissions,  employed  the  Federal  reserve  banks  as  fiscal  a^nts,  and 
callea  upon  the  leaders  in  the  banking  and  business  world  in  every  commimity  to  fonn 
Liberty  loan  committees  and  lead  the  movement.  In  organization  it  pursued  a  policy 
of  decentralization,  vesting  leadership  in  the  governors  of  the  12  Federal  reserve  ImuiI^ 
and  in  committees  appointed  by  them. 

The  first  Liberty  loan  not  only  filled  the  Treasury  for  the  moment,  but  it  prepared 
the  American  people  for  the  draft  and  made  them  reidize  the  war.  It  taught  millions 
of  them  what  a  bond  is  and  how  to  save  and  pay  for  one. 

From  May,  1917,  to  May,  1919,  the  country  was  thrown  by  the  Treasury  every  six 
months  into  the  throes  of  a  Liberty  loan  campaign — ^five  loan  campaigns  in  two  yean. 
It  is  estimated  that  20,000,000  people  or  more  subscribed  for  some  or  all  of  the  loans, 
and  that  2,000,000  peo]^le  took  part  as  workers  in  one  or  all  of  the  campaigns.  During 
these  two  years,  covering  the  whole  period  of  our  participation  in  the  war  and  six 
months  after  the  fightiuR  stopped,  no  one  in  America  was  ever  allowed  to  forget  that 
there  was  a  war,  that  he  had  a  part  in  it,  that  that  part  included  buying  Liberty  bonds 
or  Victory  notes,  and  that  to  do  so  he  must  save  money.  In  the  history  of  finance  no 
device  was  ever  evolved  so  effective  for  procuring  saving  as  the  Liberty  loan  campaigns. 
Everyone  was  always  buying  a  Liberty  bond  or  Victory  note,  or  trying  to  pay  for  one, 
or  getting  ready  to  buy  bonds  or  notes  of  the  next  issue.  The  first,  second,  third, 
fourth,  and  Victory  loan  campaigns  stand  out  in  my  mind  as  the  most  magnificent 
•economic  achievement  of  any  people.  For  conception,  direction,  and  detail,  the 
Treasury  is  entitled  to  credit  and  must  assume  responsibility,  but  for  the  actual 
achievement  of  100,000,000  united  people  inspired  by  the  finest  and  purest  patriotism, 
no  man  or  group  of  men  could  be  so  fo<^isn  as  to  imagine  themselves  responsible. 
Those  Liberty  Idsaia  were  the  principal  instrument  in  raising  cash  and  getting  the 
people  to  save  for  the  war. 

In  fixing  the  terms  of  the  loans  the  Treasury  had  always  one  major  consideration  in 
mind,  and  it  perhaps  accounts  for  some  divergence  of  opinion  between  the  Treasury 
and  some  of  tne  bankers.  It  was  not  from  a  willful  desire  to  make  the  sale  of  bonds 
hard,  but  from  a  determination  to  finance  the  war  so  that  it  should  never  be  lost  ior 
financial  reasons,  that  the  Treasury  sold  lon^  bonds^  and  sold  bonds  at  low  rates  of 
interest.  There  must  never  come  an  end  of  the  war  in  defeat  because  of  lack  of  fore 
sight,  lack  of  courage  to  take  the  first  steps  in  a  careful,  thoughtful  way,  looking  to  the 
possibility  of  a  long  war.  In  addition  to  the  effect  of  high  rates  of  interest  and  short 
maturities  in  depreciating  o^er  securities  and  in  causing  apprehension  as  to  the  future, 
must  be  kept  in  mind  the  psychological  effect  at  home  and  abroad. 

As  to  maturity,  the  expenence  of  the  Grovemments  of  the  Allies  showed  conclusively 
the  grave  embarrassment  which  must  confront  any  Grovernment  in  the  course  of  a 
long  war  which  failed  to  place  long-time  bonds.  The  theory  that  short  bonds  would 
keep  themselves  at  par  has  not  been  sustained  in  practice.  Very  much  the  highest 
interest  bases  have  oeen  established  by  the  short  bonds  and  notes  of  this  and  other 
Governments.  The  explajiation  is  simple.  When  bonds  are  sold,  to  the  accompani- 
ment of  patriotic  appeal,  to  an  amount  in  excess  of  the  normal  investment  demand, 
subscribers  who  have  overbought  sell  first  the  bonds  which  they  can  sell  with  the  least 
loss  of  principal.  They  do  not  bother  much  about  the  interest  basis.  And  perma- 
nent investors,  who  do  not  expect  to  follow  closely  market  fluctuations,  in  ouying 
Government  securities  prefer  a  good  return  for  a  long  period  to  a  higher  return  for  a 
short  period. 

Given  the  necessity  of  selling  bonds  of  long  maturity,  it  was  imdesirable  to  burden 
the  country  with  a  high  interest  rate  for  a  long  period  of  time  with  the  moral  certaint}' 
that  very  high  interest  rates  would  drive  the  bonds  to  a  premium  long  before  maturit}*. 
But  above  wl,  the  Treasury  must  give  ground  slowly,  remembering  that  the  limit  of 
the  task  was  not  in  sight  and  that  the  credit  of  the  Government  of  the  United  States 
was  the  last  financial  resource  of  the  Allies.  We  were  engaged  in  war,  not  conducting 
a  commercial  operation.  Indeed,  there  was  no  rate  of  interest  which  would  float 
several  billion  dollars  of  Liberty  bonds  or  notes  as  a  commercial  operation. 

But  the  bankers  differed  as  much  with  each  other  as  with  the  Treasury,  and  I  do 
not  recall  any  instance  when  there  was  any  considerable  opinion  in  favor  of  a  rate  in 
respect  to  any  Liberty  issue  more  than  one-quarter  of  1  per  cent  higher  than  the  rate 
actually  adopted  by  the  Treasury.  A  comparison  of  the  present  opinions  of  some 
financiers  and  pubhcists  with  those  expressed  during  the  war,  and  of  record  in  the 
Treasury,  would  furnish  amusing  reading. 
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When  tbe  Treasury  fixed  the  terms  of  the  Victory  loan  I  was  told  by  a  banker,  who 
is  second  to  none  as  an  expert  in  the  distribution  of  securities,  that  they  were  unneces- 
sarily attractive.  A  leading  newspaper  criticized  the  issue  bitterly  on  the  same 
ground.  The  attractiveness  of  the  issue  was  proclaimed  by  the  financiers  of  the 
oountr>'  with  such  unanimity  that  serious  apprehension  was  arotised  lest  the  people 
at  large  should  get  the  impression  that  the  Victory  notes  were  so  attractive  that  they 
might  leave  them  safely  to  the  bankers  and  business  men  and  that  no  subscriptions 
involving  self-denial  on  their  part  were  necessarv  to  assure  the  success  of  the  loan. 
The  head  of  the  publicity  bureau  of  the  Liberty  loan  organization,  after  a  tour  of  the 
country,  told  me  that  the  Treasury  had  jeopardized  the  success  of  the  loan  and  de- 
stroyed the  patriotic  appeal  by  onering  notes  upon  such  attractive  terms.  Federal 
reserve  authorities  became  very  apprehensive  lest  the  banking  institutions  of  the 
country  should  subsoribe  heavily  for  their  own  account,  and  the  Treasury  and  the 
governors  of  the  Federal  reserve  banks  were  hard  put  to  it  to  prevent  their  doing  so. 
Recently  the  4}  per  cent  Victory  notes  have  sold  on  an  interest  basis  as  high  as  6^ 
percent. 

The  rates  of  interest  determined  upon  by  the  Treasury  were  at  the  time  fair  rates 
for  the  Government  to  pay,  having  r^rd  to  the  exemptions  from  ta^cation  which  the 
bonds  and  notes  carry  and  their  matiurity.  No  one  could  foresee  the  probable  course 
of  the  market  for  the  bonds  and  notes  in  the  immediate  futiure  with  any  d^ee  of  con- 
fidence. A  year  ago  it  was  freely  predicted  by  financial  authorities  that  Victory  notes 
would  shortly  go  to  a  premium  and  that  Liberty  bonds  would  be  selling  at  or  near  par 
within  a  year  or  two. 

Everyone  knows  why  these  sanguine  expectations  have  not  been  realized.  With 
the  armistice,  and  still  more  after  the  Victory  loan,  otir  people  underwent  a  great 
reaction.  Those  who  had  bought  Liberty  bonds  as  a  matter  <rf  patriotism,  but  not 
as  investors,  b^an  to  treat  theu*  bonds  as  so  much  spending  money.  Those  who  had 
obeyed  the  injunction  to  borrow  and  buy  liberty  bonds  ignored  the  complementary 
injunction  to  save  and  pay  for  them.  A  $50  bond  in  t^e  hands  of  a  patriot  turned 
spendthrift  was  to  him  a  $50  bill  to  be  spent  Saturday  night,  or,  to  her,  a  new  hat.  and 
i\  the  $50  bill  turned  out  to  be  a  $45  bill,  small  matter.  TMs  was  the  first  and  most 
immediate  cause  of  the  depreciation  of  Liberty  bonds,  affecting  them  particularljr. 
I  shall  mention  later  other  conditions  affecting  the  general  situation  and  them  inci- 
dentally. 

I  doubt  whether  higher  rates  of  interest  on  Liberty  bonds,  which  would  have  meant 
more  taxes  for  the  taxpayer  and  more  spending  money  for  the  bondholder,  would  have 
had  any  other  effect  thaii  to  increase  tne  inflation  which  has  been  rampant  since  the 
Victory  loan.' 

Some  critics  say  that  the  Treasury  should  have  foreseen  the  after- the- war  reaction, 
and,  in  order  to  protect  bondholders  from  the  consequences  of  their  own  acts,  issued 
the  bonds  and  notes  at  rates  of  interest  which  would  insure  a  market  price  for  them  at 
or  near  par  even  in  the  period  of  reaction. ^  These  were  counsels  of  despair,  inflationist 
doctrine,  and  futile.  The  bonds  and  notes  were  never  meant  to  be  treated  as  spending 
money.  The  Civil  War  gave  us  our  fill  of  interest-bearing  currency.  Depreciation 
in  market  price  serves  as  a  check  upon  those  who  wish  to  spend  their  bonds. 

There  was  no  plan  of  financing  the' war  or  of  financing  tne  period  of  readjustment 
which  would  protect  the  holders  of  the  Government's  securities  or  the  Government's 
credit  against  subsequent  folly  and  waste. 

War  savings. — The  Liberty  loan  campaigns  were  supplemented  by  the  work  of  the 
War  savings  oi^ganization,  which  disseminated  soimd  economic  doctrine,  and  pro- 
duced about  a  billion  dollars. 


1  S3  ae  pe3ple  ar^ue  that  a  low  rate  of  interest  makes  people  save  more  because  it  is  necessary  for  them 
to  ave  more  in  order  to  acquire  independeoce.  Others  maintain  that  a  high  rate  of  interest  induces  people 
to  »re  because  they  can  see  the  direct  advantage  of  doing  so.  Both  these  arguments  are  probably  true 
In  jo-ne  cases.  But  as  a  rule  people  who  have  the  instinct  of  saving  will  save,  within  certain  limits,  what- 
ever the  rate  of  interest  may  be.  When  the  rate  of  interest  is  low  mey  will  certainly  not  reduce  their  sav- 
^  because  each  hundred  pounds  that  they  put  away  brln^  them  in  comparatively  little,  and  when  the 
nt«  of  iaterest  is  high  the  attraction  of  the  high  rate  will  also  deter  them  from  diminishing  tne  amount 
that  they  put  aside.    (War-time  Financial  Problems,  Hartley  Withers,  p.  7.) 

1  If  ch9.-e  is  a  groat  reaction  and  everybody's  one  desire  is  to  throw  this  nightmare  of  war  off  their  chests 
aod  go  back  to  the  times  as  they  were  before  it  happened,  then  aU  that  the  war  has  taught  us  about  the 
productioa  of  capital  wiU  have  been  wasted.  But  I  rather  doubt  whether  this  will  be  so.  Saving  merely 
OMftos  the  diversion  of  a  certain  proportion  of  the  output  of  industry  into  the  further  equipment  of 
iodnstry.  The  war  tau^t  us  lessons  which,  if  we  use  them  aright,  will  help  us  to  increase  enormously 
the  output  of  industry.  «  *  «  There  is  a  further  point,  that  the  war  has  taught  a  great  many  people 
who  never  saved  at  all  to  save  a  good  deaL  *  *  *  The  war  has  shown  us  how  we  can,  if  we  like,  Increase 
production,  reduce  consumption,  and  so  have  a  larger  margin  than  ever  before  to  be  put  into  providing 
ctpital  for  industry.  Whether  we  really  have  learned  these  lessons  and  will  apply  tnem  remains  to  be 
seen.   (Id.,  pp.  »-I0.) 
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Treasury  certificates. —By  selling  Treasury  certificates  in  anticipation  of  each  Liberty 
loan  and  of  income  and  profits  tax  installments  the  Treasury  provided  current  fundi 
to  meet  out^,  made  provision  against  t^e  money  strain  wmch  would  have  been  in- 
volved if  Liberty  loan  and  tax  installments  had  been  paid  on  one  or  several  days 
without  anticipatorv  borrowing,  and,  more  important  in  economic  effect,  tapped^e 
credit  resources  of  tne  banks  and  trust  companies  of  the  United  States  and  mobilized 
them  for  the  uses  of  the  Government,  thus  limiting  commercial  inflation  during  the 
period  when  the  Crovemment  was  the  principal  buyer  and  needed  to  have  the  credit 
reeoiunces  of  the  country  placed  at  its  disposal. 

The  Treasury  issued  as  great  and  as  frequent  long  loans  as  the  market  could  absorb- 
in  fact,  greater  and  more  frequent  than  tne  market  could  absorb.  The  point  of  sato- 
ration  for  long  Government  loans  had  been  reached — and  passed-^with  the  fourth 
Liberty  loan.  Investors  require  di verification  of  their  investments.  In  a  little 
over  two  years  we  created  125,300,000,000  of  debt  (at  the  maximum).  It  was  bad 
enough  to  ask  the  people  to  absorb  that  amount  of  the  obligations  of  one  Government 
It  would  have  been  intolerable  to  insist  upon  their  buying  only  bonds  of  one  character; 
that  is,  long-time  bonds.  After  armistice  the  only  way  to  get  additional  investinient 
money  into  Government  securities  was  to  offer  some  diversification  of  terms,  and  this 
was  done  by  issuing  Victory  notes  and  thereafter  by  revolving  Treasury  certificates. 
The  result  of  forcing  out  more  long  loans  would  have  been  the  perpetuation  of  the 
war  debt.  There  is  no  greater  influence  toward  economy  of  expenditure  and  nuun- 
tenance  of  adequate  revenue  than  the  existence  of  short-dated  debt.  No  adminis- 
tration could  have  resisted  the  pressure  for  reduction  of  taxes  and  increase  of  expendi- 
tures of  the  war  debt  at  its  maximum  of  125,300,000,000  had  been  funded,  and  it  bad 
subsequently  appeared  that  taxes  and  salvage  would  more  than  meet  current  expendi- 
ture.   The  time  to  pay  down  war  debt  is  immediately  after  the  war. 

During  the  war  Treasury  certificates  were  sold  largely  to  banks  in  anticipation  of 
loans  and  to  taxpayers  in  anticipation  of  taxes.  Since  the  Victory  loan  campaign 
efforts  to  procure  distribution  of  ooth  tax  and  loan  certificates  among  investors  have 
been  increased  and  marked  success  has  attended  them.*  The  bauldng  institutione  of 
the  country  have  been  asked  to  buy  the  certificates  and  sell  them  to  their  customers, 
and  their  fine  efforts  to  that  end  have  been  supplemented  by  the  Treasury  mailine 
circulars  describing  each  issue  of  certificates  to  a  selected  list  of  taxpayers  and  bond- 
holders of  the 'United  States.  The  success  of  these  efforts  is  evidenced  by  the  fact 
^at  on  April  16,  1920,  of  12,693,808,500  loan  and  tax  certificates  outstanding  only 
$462,114,000  were  pledged  with  Federal  reserve  banks  as  security  for  loans  and  dis- 
counts. In  view  of  the  fact  that  the  reserve  banks  were  maintaining  a  preferential 
rate  for  paper  so  secured,  it  is  Bade  to  assume  that  the  remaining  $2,231,000,000  cer- 
tificates were  in  the  hands  of  investors,  including  banks  which  were  not  borrowers. 

War-loan  deposits. — ^Technically,  the  Treasury's  special  depositary  system  is  one 
of  the  most  interesting,  as  it  is  one  of  the  most  valuable,  devices  for  financing  the  war. 
Our  problems  were  different  from  those  of  European  countries.  We  had  to  deal  with 
some  30,000  independent  banks  and  trust  companies  scattered  all  over  the  United 
States.  The  device  of  ** payment  by  credit"  was  worked  out  in  connection  with  the 
first  Liberty  loan  at  a  Sunday  conference  in  May,  1917,  between  representatives  of 
the  Treasury,  of  the  Federal  Reserve  Board,  and  of  the  New  York  Liberty  loan  com- 
mittee. Unchanged  in  principle  from  that  day  to  this,  but  simplified  and  perfected 
in  the  course  of  three  years,  it  served  to  weld  together  and  mobilize  for  war  the  bank- 
ing resources  of  the  United  States,  including  in  the  Government's  depositary  bank- 
ing system  10,000  of  the  30,000  banking  institutions  of  the  country. 

"Payment  by  credit"  is  a  device  for  permitting  the  banking  institutions  which 
purchase  Government  securities  to  defer  payment  for  them  until  the  Government 
actually  needs  the  money.  It  was  adoptea  to  prevent  money  stringency.  It  devel- 
oped the  further  advantage  thaX  in  the  difference  between  the  rate  borne  by  the 
securities  and  the  rate  charged  on  the  deposit  banks  found  some  compensation  for 
their  time,  trouble,  and  the  Toss  of  deposits  resulting  from  the  sale  of  securitiee  to  in- 
vestors. If,  instead  of  permitting  the  banks  to  make  payment  by  credit,  the  Treas- 
ury had  re<iuired  them  to  make  payment  in  cash  and  hela  the  cash,  it  is  apparent  that 
the  operation  simply  could  not  have  been  carried  out.  A  very  modest  increase  in  the 
balances  in  Treasury  offices  involves  money  strain .  The  attempt  to  make  payment  into 
Treasury  offices  in  cash  on  one  day  of  the  proceeds  of  the  smallest  war  issue  of  TreaaH 
ury  certificates — not  to  mention  a  Liberty  loan  or  tax  payment—would  have  created 
a  panic.  Bankers  and  the  public  have  become  so  accustomed  to  the  ease  and  smooth^ 
ness  with  which  Treasury  operations  are  conducted  that  they  take  them  for  g^anted^ 
yet  two  years  ago  the  business  and  banking  community  was  in  an  uproar  because  of 
the  fear  of  money  strain  in  connection  with  the  first  great  income  and  profits  tax  pay^ 
ment— a  strain  which  never  occurred  because  the  Treasury's  arrangements  to  d^ 
with  the  situation  were  so  complete. 
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"Payment  by  credit"  was  well  calculated  to  limit  inflation  incidental  to  war  bor- 
rowinf^.  If,  instead  of  permitting  the  banks  to  make  payment  by  credit,  the  Treasury 
had  required  them  to  make  payment  in  cash  and  haa  then  redeposited  the  proceeds, 
lo  the  extent  that  it  did  not  require  to  make  immediate  use  of  them,  it  would  have 
pursued  a  course  more  likely  to  create  inflation.  If  the  (jovemment  were  to  draw 
into  the  reserve  banks  and  the  Treasury  offices  cash  in  excess  of  its  current  require- 
ments, the  first  effect  would  be  to  make  money  very  tight,  and  increase  money  rates, 
with  consequent  interference  with  the  Government's  financial  operations.  The 
second  effect  would  be  heavy  discounts  by  the  reserve  buiks  to  meet  the  demands 
so  artificially  created.  Discounts  so  made  would  be  for  periods  from  1  to  90  days. 
U]>on  the  redeposit  of  the  proceeds  of  certificates  depositary  banks  would  be  put  in 
possession  of  loanable  funds. 

It  was  bett^  to  make  one  bite  of  the  cherry  and  to  avoid  the  money  strain  and 
inflation  which  would  have  been  inevitable  if  the  money  had  been  first  drawn  out 
of  the  banks  and  then  redeposited  with  them. 

In  order  to  sell  Liberty  bonds  and  Victory  notes  it  was  necessary  to  give  subscribers 
the  option  of  making  immediate  payment  in  full  or  of  making  payment  in  install- 
ments over  a  period  of  months.  Tms  injected  an  element  of  great  uiicertaintry  into 
the  Treasury's  calculations.  It  was  quite  impossible  precisely  to  anticipate  receifits 
under  these  circumstances.  As  a  matter  of  fact  the  privilege  of  making  payment  in 
full  on  the  opening  day  was  lar^ly  availed  of,  and  tne  Government's  balancee  were 
consequently  swollen  until  certificates  of  indebtedness  issued  in  anticipation  of  the 
loan  matured  or  could  be  called  for  earlier  redemption.  Redemptions  were  made  as 
|>romptly  as  possible,  but  the  operations  were  on  Bjo  huge  a  scale  that  it  was  a  matter 
of  two  Weeks  after  a  loan-payment  date  before  the  Treasury  could  obtain  really  relia- 
ble infcMrmation  as  to  the  amount  of  the  payment. 

The  same  principle  (payn^ent  by  credit)  was  employed  in  handlin^g;  the  great  tax 
payment  in  June,  1918  (which  was  only  about  half  covered  by  anticipatory  borrow- 
ing), although  not  called  by  that  name  and  modified  necessarily  in  detail.  Checks 
received,  drawn  on  qualified  depositary  banks,  were  forwarded  to  them  and  the 
amount  credited  by  them  in  the  war  loan  deposit  account.  This  was  done  instead 
of  collecting  the  checks  and  redepoeiting '  the  proceeds.  Subsec[ueut  income  and 
profits  tax  installments  have  been  covered  by  anticipatory  tax  certificates. 

A  similar  problem,  though  not  of  such  great  dimensions,  presents  itself  in  connec- 
tion with  the  current  routine  business  of  the  Government  under  war  and  armistice 
conditions.  The  ideal  thing  would  be  to  have  the  Government's  receipts  precisely 
equal  its  expenditures  from  day  to  day.  That  ideal,  however,  being  impossible  of 
attainment,  the  Treasury  has  consistently  pursued  the  polity  of  borrowing  sufficiently 
Id  advance  to  meet  its  requirements,  without  direct  borrowing  from  the  Federal 
res^^'e  banks.  The  Treasury  plans  to  sell  certificates  to  an  amount  sufficient  to  cover 
the  estimated  requirements  for  some  three  weeks  in  advance.  This  is  a  small  margin 
of  safety  in  view  of  the  impossibility  of  estimating  closely.  It  is  physically  impossi- 
ble to  issue  Treasury  certificates  more  frequently  than  every  two  weeks,  and  it  takee 
oidinarily  two  weelra  from  the  date  of  the  offering  of  an  issue  of  Treasury  certificates 
to  the  date  of  closing  the  issue  for  the  ascertainment  of  its  results.  Sometimes  it 
happens  that  the  Treasury  miscalculates  its  cash  requirements  and  borrows  iu  ex(  es8 
of  Uie  amount  which  turns  out  to  be  actually  necessary  at  the  time.  That  happened 
last  September.  Sometimes  it  underestimates  its  requirements.  That  happened 
only  last  month.  Indeed,  it  is  very  much  more  difficult  to  gauge  the  current  income 
and  outgo  now  than  it  was  during  the  period  of  active  warfare.  Expenditures  Jlu- 
creased  at  the  rate  of  about  $100,000,000  a  month  pretty  regularly  during  the  war. 
Tbe  physical  limitations  upon  production  and  transportation  prevented  expendi- 
tures increasing  by  leaps  ana  bounds— imposed  a  certain  sobriety  upon  them.  There 
has  been  no  similar  brake  upon  the  decrease  since  armistice.  In  consequence  of  set- 
tlements of  contracts  and  sales  of  accumulated  stores,  receipts  and  expenditures  have 
jomped  about  in  such  a  way  as  to  make  them  utterly  impossible  of  calculation.  The 
Treasury  has  no  control  over  the  expenditures  or  salvage  operations  of  other  depart- 
ments. 

A  depositary  bank  when  it  makes  a  "payment  by  credit"  does  not  put  itself  in 
poflsesnon  of  loanable  funds.  What  actually  happens  is  that  the  bank  becomes  pos- 
sessed of  an  asset,  to  wit.  Treasury  certificates,  and  is  charged  with- a  liability,  to  wit, 
an  entry  in  the  Grovemment's  war  loan  deposit  account.  It  does  not  have  any  money 
to  lend  or  spend  until  it  sells  the  certificates  or  borrows  on  them.  Like  most  human 
devices,  payment  by  credit  may  be  subject  to  abuse,  as,  for  instance,  by  the  appli- 
cation of  the  proceeds  of  sale  or  borrowings  on  the  certificates  to  other  purposes  than 
meeting  Uie  Government's  calls,  but  the  governors  of  the  Federal  reserve  banks, 
under  Uie  wise  guidance  of  the  Federal  Reserve  Board,  have  been  alert  to  prevent 
>uch  abuse. 
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The  view  that  bank  deposits  are  potential  currency  '  is  inapplicable  to  the  depoate 
created  in  the  Government's  war  loan  account.  No  checks  are  ever  drawn  upon  or 
chstr^ed  against  the  Government's  war  loan  deposit  account  with  depositary  banks. 
Remittances  are  made  by  them  to  reserve  banks  on  receipt  of  letters  or  teleramf . 
The  number  and  amount  of  United  States  Government  oisburain^  officers'  dierke 
outstanding  or  in  process  of  collection  at  an^r  given  moment  of  time  is  not  affected  by 
the  amount  of  the  Government's  deposits  in  depositary  banks.  The  Treasury  hai 
no  control  over  the  drawing  of  these  checks,  and  the  credit  of  the  Government  erf  tlie 
United  States  has  at  all  times  been  sufficient  to  float  them  regardless  of  its  bank  bal- 
ances. These  checks  have  involved  an  important  expansion  of  currency  (treating 
checks  as  currency).  The  Treasurer  of  the  United  States  handled  as  many  as  300,000 
checks  in  one  day  during  the  war.  He  is  now  handling  something  like  80,000  checb 
a  dav.  The  Treasury  has  struggled  to  keep  enough  money  in  the  bank  to  meet  these 
checVs  as  they  come  in,  but  the  checks  have  been  floated  not  on  the  faith  of  its  bank 
deposits,  but  on  the  general  credit  of  the  United  States  Govonment. 

Collateral  offendes.—Dwring  the  war  many  collateral  agencies  were  created  to  con- 
serve and  mobilize  the  resources  of  the  country  and  limit  the  inflation  of  prices  and 
the  expansion  of  currency  and  credit.  Some  were  initiated  by,  others  were  quite 
independent  of,  though  acting  in  cooperation  with,  the  Treasurv.  The  Capital  Issuei 
Committee  discouraged  issues  for  nonessential  purposes.  The  subcommittee  on 
money  of  the  New  York  Liberty  Loan  Committee  fixed  the  price  of  call  moDe>'  and 
rationed  credit  to  the  stock  market.  The  Division  of  Forei^  Exchange  of  the  Fed- 
eral Reserve  Boanl  licensed  imports  and  exports  of  gold,  silver,  and  capital.  The 
War  Trade  Board  licensed  imports  and  exports  of  commodities.  The  War  Industries 
Board  fixed  prices  and  priorities  for  commodities.  The  Shipping  Board,  the  Food 
and  Fuel  Administrations,  and  the  Railroad  Administration  were  all  parts  of  a  com- 
prehensive plan  for  mobilizing  the  resources  of  the  roun^. 

It  was  impossible  to  rely  upon  prices  and  rates  to  prevent  inflation  at  a  time  when  i 
the  first  duty  was  the  winning  of  the  war.  When  the  Government  requires  the  serv-  \ 
ices,  the  wealth,  the  productive  capacity  of  all  the  people  for  the  purposes  of  a  great 
war  it  must  practicall^r  go  through  a  process  of  condemnation  and  pay  a  price  deter- 
mined by  properly  deaipiated  functionaries.  The  law  of  supply  and  demand  can  not 
be  allowed  to  function  in  war  times  so  as  to  permit  some  of  the  people  to  extort  from 
all  of  the  people,  represented  by  their  Government  waging  a  righteous  war.  prices, 
whether  for  commodities,  or  credit  based  upon  ttie  fact  that  the  supply  is  very  limited 
and  the  demand  for  all  practical  purposes  unlimited. 

When  the  fighting  was  over  most  of  these  controls  were  broken  down  one  by  od« 
as  rapidly  as  seemed  possible,  with  a  view  to  restoring  natural  conditions. 

m.  INFLATION. 

Be/ore  the  war. — Before  we  entered  the  war  we  had  what,  for  lack  of  a  better  short 
description,  may  be  called,  though  inaccurately,  gold  inflation. 

During  the  t/xir.— Currency  expansion,  as  distinguished  from  credit  expansion,  hie 
been  very  moderate  in  this  country.^  The  Treasury  has  not  manufactured  cunency 
at  all.  It  has  not  manufactiured  credit  directly  with  the  banks  of  issue.  It  hu 
limited  the  expansion  of  credit  as  far  as  practicable.  The  expansion  of  currency 
and  credit  which  has  taken  place  has  been  the  result  not  of  Treasury  methods  d 
financing  the  war,  but  of  the  unlimited  buying  power  of  the  Government  of  the  United 
States  when  supported  by  the  devotion  of  the  people.  Govenment  exi>enditures 
and  commitments  were  the  cause  of  price  inflation,  rather  than  the  methods  which 
the  Treasury  employed  to  meet  those  expenditures.  Expenditures  and  commitments 
always  outran  the  provision  made  for  them  by  the  Treasury,  whether  in  cash  or 
credit.  Government  contracts  covered  future  production  for  months  or  years  ahead, 
but  the  Treasury  never,  during  the  whole  period  of  the  war.  had  provided  money  or 
bank  credit  sufficient  to  meet  its  requirements  for  more  than  a  few  weeks  ahead. 
Prices  rose  in  response  to  the  effective  demand  of  the  United  States  Government, 
sustained  by  the  general  credit  which  its  resources  and  taxing  power  and  the  de%'o- 
tion  of  100,000,000  people  gave  it.  They  were  influenced  by  two  conflicting  forces, 
the  desire  of  the  Government  to  stimulate  production  and  the  desire  of  the  Govem- 

s  As  many  people  may  be  puzzled  by  the  assertion  that  the  Qovemment  increases  the  cuireocy  by  bor- 
rowing from  banks,  it  is  better  to  explain  the  process  briefly  here,  thoufiih  in  another  book  I  hare  afreadr 
shown  how  loans  made  by  banks  produce  manufactured  money  by  adding  to  the  banks'  deposits,  whkfa 
embody  the  right  of  their  customers  to  draw  the  checks  which  are  the  chief  form  of  currency  that  we  dov 
use.    (Hartley  Withers,  Our  Money  and  the  State,  p.  61.) 

*  Letter  of  Gov.  Hanliug  to  the  chairman  of  the  Bankmg  and  Currency  Committee,  United  States  Senaif. 
dated  Aug.  R,  1919;  Federal  Reserve  Bulletin  for  August,  1919. 
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ment  to  prevent  profiteering.  The  expansion  of  currency  and  bank  credit,  which 
followed  tne  Government's  expenditures  and  commitments,  sustained  and  distributed 
the  price  inflation.  In  much  of  the  discussion  of  currency  and  credit  inflation  and 
their  relation  to  price  inflation  insufficient  attention  has  been  given  to  the  practical 
difference  between  private  operations,  on  the  one  hand,  and  those  of  a  government 
in  war  time  on  the  other.  A  government  in  war  time  may  to  an  extent  private 
operations  can  not  upset  the  balance  between  the  supply  and  demand  for  com- 
moditiee  without  first  obtaining  currency  or  bank  credit. 

The  cost  of  living  here  has  increased  less  than  in  an^  of  the  belligerent  countries 
(including  Japan  ^  which  assumed  no  appreciable  part  m  the  financial  burden  of  the 
war)  or  in  the  neutral  countries  of  Europe.^  This  was  in  no  small  measure  due  to 
Treasury  methods  of  financing  the  war. 

Since  armistice  day. — Since  armistice  day  the  world  has  not  only  failed  to  make 
progress  toward  the  restoration  of  healthy  economic  life,  but  in  fact  has  receded 
further  from  a  sound  position.  We  have  failed  to  restore  peace  and  peace  condi- 
tions in  Europe,  and  in  America  unsound  economic  ideas  have  in  many  instances 
prevailed  and  the  effort  is  being  made,  first  here  then  there,  to  improve  the  condi- 
tion of  some  of  the  people  at  the  expense  of  all  of  the  people. 

Inflation  here  since  armistice  day  is  attributable  to  three  principal  causes — (a) 
world  inflation  and  the  internationalization  of  prices;  (6)  heavy  expenditures  by  our 
Government  and  Government  interference  with  business ;  (r)  reaction  and  waste  among 
our  own  people. 

(a)  For  five  years  the  world  has  been  consuming  more  than  it  produced,  living  upon 
its  capital,  and  the  governments  of  the  world  have  been  issuing  evidences  of  indebt- 
nesB  to  represent  the  wealth  destroyed.    This  has  caused  world  inflation  of  prices. 

The  inflation  which  has  taken  place  here  since  armistice  seems  attributable  in  no 
smidl  degree  to  the  inflation  of  the  continental  European  currencies  operating  upon 
the  optimism  of  the  American  people. 

People  have  been  led  to  believe  that  there  is  a  mystery  about  foreign  exchange 
and  that  in  some  way  America  is  at  fault  for  not  protecting  the  European  exchanges 
from  depreciation.  In  war  time  the  measures  talcen  by  the  belligerent  nations  in 
respect  to  international  trade  and  finance  were  more  or  less  complete.  Embargoes 
on  the  export  or  import  of  gold  were  accoinpanied  by  embargoes  on  the  export  and 
import  of  commodities,  by  domestic  price  fixing,  by  fixing  tiie  price  of  money,  by 
control  over  capital  issues,  by  control  over  foreign  exchange,  and  by  Government 
loans  in  foreign  countries.  These  controls  probably  should  not  have  been  re- 
moved where  the  gold  embargoes  were  to  be  retained ;  for  the  gold  held  in  Europe 
has  been  made  a  basi^  for  further  inflation  there  and  the  ever  expanding  European 
currencies  have  been  sold  for  dollars  to  be  used  to  purchase  here  and  elsewhere  things 

»  Japan  has  a  bank  rate  above  8  per  cent.  (Commercial  and  Financial  Chronicle,  Apr.  21, 1920,  p.  1699.) 
Her  inflation  is  a  sdd  inflation. 

*'The  cost  of  living  has  advanced  tbreefdd  more  than  before  the  war  *  *  *.  The  gold  holdings  of 
Japan  have  now  reached  the  unprecedented  total  of  1,899,000,000  yen.  of  which  1,061,000,000  yen  belongs 
to  the  Government  and  838,000,000  yen  to  the  Banlc  of  Japan.  Of  fliis  large  sum  onlv  545,000,000  yen  is  in 
Japan,  l^>t,OOU,000  ven  being  invested  or  deposited  in  England  and  the  United  States.''  (Economist, 
Jan.  J,  lOTO,  pp.  19-20.) 

"The  abnormal  inflation  of  currency  not  only  keeps  up  prices,  but  is  lending  impetus  to  speculative 
fever,  whldi  now  knows  no  bounds.  Investments  in  now  enterprises  between  January  and  October  this 
year  amounted  to  no  less  than  ^850,000,000  yen.  or  more  than  for  the  whole  of  last  year,  when  investments 
totaled  2,676,000,000  yen;  and  tne  expansion  of  capital  is  now  such  that  the  authorities  can  no  longer  re- 
gard the  situation  as  wholesome.  Banks  have  been  officially  instructed  to  restrict  loans  and  to  preach 
economy  and  caution,  but  speculation  continues  rife.  It  is  frequently  reported  that  officials  are  interested 
in  9pe3ulation  and  that  that  is  one  reason  why  no  contrcd  is  exercised  over  note  inflation.  Thesame  thing 
went  on  after  the  war  with  Russia,  but  it  was  followed  by  panic  and  numerous  business  failures,leading  to 
proloaged  business  depression.  Tne  effect  on  industry  and  society  is  far-reaching  and  disaflecting.  Many 
enterprises,  such  as  weaving  and  shipping,  continue  to  pay  enormous  dividends,  though  most  of  the  mush- 
room enterprises  can  hardly  pay  their  way.  Industry  is  marked  by  increasing  unrest,  with  frequen  t  strikes 
(or  higtfter  wages  and  shorter  hours.  Of  late  the  greater  part  of  this  unrest  has  oeen  in  shipyards  and  mines. 
At  one  of  the  copper  mines  recently  the  troops  had  to  be  called  out  to  put  down  violence  when  6,000  miners 
began  to  take  matters  into  their  own  hands.  This  is  the  first  time  in  the  industrial  history  of  Japan  that 
trwps  have  had  to  be  called  out  to  deal  with  strikes.  The  cotton  mills,  which  are  paying  such  big  dividends, 
bcADg  manned  mainly  by  women,  have  labor  in  their  own  hands  and  so  far  they  experience  no  labor  unrest. 
In  most  cases  millwork,  so  far  as  women  go,  is  little  loss  than  a  form  of  slavery,  as  the  girls  are  not  free  to 
leave  when  they  wish,  and  seldom  get  away  until  invalided  out.  On  the  other  hand,  the  luxury  and 
extravseanoe  of  the  profiteers  and  the  newly  rich  tend  to  demoralize  society  and  cause  revulsion  of  the  poor 
against  ine  rich.  The  most  pronserous  concerns  in  cities  are  the  restaurants*  houses  of  questionable  pleasure, 
ind  the  dealers  in  jewelry  and  expensive  ornaments.  The  wealthy  are  buying  up  whole  lots  of  houses, 
and  pulling  them  down  to  erect  grand  mansions  with  spacious  eardens  for  themselves,  to  the  sreat  resent- 
ment of  the  poor,  who  can  not  find  dwelling  accommodation.  A  great  part  of  big  cities  like  Tokyo  is  taken 
up  with  these  gardens  of  the  privileged  and  the  wealthy,  while  space  for  common  dwellings  is  at  a  premium, 
the  poor  being  driven  into  the  slums.  This  leads  to  social  disaflection  and  encourages  Socialism.''  ( Econo- 
mist, Feb.  771920,  p.  363.) 

•  British  White  Paper  (Cmd.)  434,  1019,  Statements  of  Production,  Price  Movements,  and  Currency 
Expanskm  in  Certain  Coantries. 
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not  needed  as  well  aa  those  needed.  The  depreciated  price  at  which  European  cut- 
rendee  are  taken  in  consequence  of  these  methods  means  for  them  a  rapidly  increaaiiig 
foreign  debt  which  will  make  the  ultimate  resumption  of  a  gold  baslB  more  difficult 

Onr  own  prices  are  being  inflated  and  our  own  banking  and  ciurrency  positioii 
expanded  by  the  feveriah  speculation  in  European  currencies,  credits,  and  securi- 
ties, including  those  of  countries  with  which  we  are  still  technically  in  a  state  of  war. 

In  the  present  position  of  the  international  balances  and  of  the  foreign  exchanges 
and  because  of  gold  embargoes  Federal  reserve  bank  mtes  can  not  functicm  interna- 
tionally, and  operate  soMy  upon  the  domestic  situation. 

(b)  Government  expenditure  is  at  the  root  of  inflation  all  over  the  vrorld.  ^ise 
methods  of  meeting  it  may  mitigate  the  inflation,  but  they  can  not  prevent  it. 

The  Oovemment  of  the  tlnitedStates  has  been  slow  to  realize  upon  its  salvagei^le 
war  assets  and  to  cut  down  expenditures  growing  out  of  the  war. 

While  Congress  deliberated,  the  Crovemment  neld  control  of  the  railroad  systems 
of  the  country  for  a  year  and  a  quarter  after  fighting  stopped,  and  furnished  transpor- 
tation at  less  than  cost.  Then  Congress  ordered  the  raUroads  returned  to  their  own^ 
with  a  new  expenditure  of  $1,000,000,000  by  the  Government  for  their  account  ana 
the  deferment  for  years  of  $1,000,000,000  the  railroads  owe  the  Government." 

The  interference  of  Grovemment  in  railroad  affairs,  begun  numy  years  before  we 
entered  the  war,  has  subjected  business  and  industry  to  the  gravest  hardships  for  lack 
of  adequate  transportation  and  has  involved  a  great  additional  strain  upon  our  credit 
facilities.    You  can  ^x  the  price  of  caoital,  but  you  can  not  make  it  work  for  that 

grice.  You  can  fix  the  price  of  labor,  but  you  can  not  make  it  work  for  that  price. 
y  holding  down  rates  for  the  shipper,  the  railroads  have  been  kept  so  poor  that 
neither  capital  nor  labor  will  work  for  them.  The  shipper  has  cheap  rates,  but  he 
can  not  get  transportation.  The  producer  has  to  borrow  because  he  can  not  have  his 
goods  brought  to  market;  the  consumer  has  to  pay  higher  prices  because  he  can  not 
get  the  goods.  Here  there  is  double  inflation.  Cheap  rates  increase  the  demand  for 
transportation  and  decrease  the  supply  of  it.  If  the  railroads  had  been  allowed  to 
charj2:e  reasonable  rates,  the  Government  would  have  lost  nothing  in  their  operation, 
and  it  would  not  have  been  obliged  to  invest  so  much  money  in  them  for,  given  rea- 
sonable rates,  they  could  have  obtained  capital  through  private  channels.' 

The  United  States  Shipping  Board  expended  in  the  fiscal  year  1917,  $14,000,000: 
in  the  fiscal  vear  1918,  $771,000,000;  in  the  fiscal  year  1919,  $1,820,000,000;  and  in  the 
fiscal  year  1920  (to  Mar.  31,  1920),  $433,000,000:  a  total  of  $3,038,680,338. 79,  to  which 
should  be  added  about  $176,000,000  expended  from  the  proceeds  of  operation  and 
sale.  The  actual  cash  expenditures  since  armistice  day  amounted  to  approximately 
$1 ,600,000,000,  while  Congress  deliberated  as  to  our  shipping  policy.  Notwithstanding 
the  fact  that  it  has  been  engaged  in  commercial  shipping  at  a  time  when  it  is  excep- 
tionally profitable,  the  Shipping  Board  has  made  as  yet  no  net  return  to  the  Treasurj% 
its  expenditures  still  exceeding  and  absorbing  its  receipts. 

Five  billion  dollars  spent  or  invested  in  railroads  and  ships,  the  larger  part  of  it 
after  the  fighting  was  over.  Why  are  the  railroads  being  run  to-day  at  a  Iobb  at  the 
Government's  expense?    To  what  end  are  we  moving  in  our  shippii^  policy? 

Instead  of  telling  the  people  frankly  and  boldly  that  prices  are  hign  because  they 
are  Wasting,  we  fix  prices  and  prosecute  profiteers  in  order  that  the  people  may  buy 
more  and  pay  less. 

Instead  of  telling  the  people  that  Liberty  bonds  have  depreciated  because  they  are 
treating  their  Liberty  bonds  as  spending  money,  we  clamor  that  the  rate  of  interest 
upon  the  bonds  is  too  low  and  urge  a  bonus  to  bondholders  disguised  as  a  refunchng 
operation. 

Instead  of  telling  the  more  thoughtless  of  the  ypung  men  who  were  selected  to  fight 
the  war,  and  who  came  back  better  and  stronger  and  more  fit  to  fight  their  own  ba£3es 
than  they  ever  were  before,  to  go  to  work  and  save  their  money  and  look  out  for  them- 
selves as  their  fellows  are  doing  and  as  any  self-respecting  man  should,  we  listen 
complacently  to  the  organized  demands  of  some  of  them  for  a  bonus,  euphemistically 
called  ^'adjusted  compensation.*' 
« . . — 

7  The  actual  cash  expenditures  of  the  Ballioad  Adrolnistiation  for  the  six  ironths  ecdisg  June  SO.  ]£1S, 
were  $120,000,000;  for  the  fiscal  year  ending  June  30, 1910,  were  18^,000,000;  and  from  July  1  to  Mar.  31, 1990, 
were  (776,000,000,  a  total  of  SI  .255,000,000.  The  recent  legislation  and  that  now  pending  mali  e  specific  appto- 
priations  to  the  amount  of  1800,000,000  and  indefinite  appropriations  (incluolng  a  guaranty  to  shonon^ 
railroads  which  were  not  taken  over  by  the  Government)  which  will  involve  expenditures  to  the  esti> 
mated  amount  of  9300,000,000.  It  is  safe  to  say  that  the  Government's  exi)enditures  and  losses  tm  account 
of  the  railroads  and  its  investments  in  the  railroads  will  shortly  amount  to  $2,3£0,000,COO. 

s  The  transportation  act  of  1920  appears  to  offer  no  permanent  relief  f^om  the  grave  situation  rescltinc 
from  our  insufficient  transportation  facilities,  for  it  inoicates  that  the  railroads  are  entitled  to  earn  5^  or  6 
per  cent  when  new  money  is  costing  those  in  the  highest  credit  7  or  74  per  orat. 
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Penny  wise  and  pound  fooUsh,  we  leave  the  executive  departaients  underpaid  and 
undermanned,  so  tar  as  regards  supervisory  employees.  While  Congress  struggles 
to  eCFect  economies  at  the  expe^ise  of  efficient  aaministration  of  the  Government — 
it  tokes  time  to  add  $65,000,000  to  Civil  War  pensions. 

From  November,  1918,  to  March,  1921,  nearly  two  years  and  a  half,  the  first  two 
years  and  a  half  after  fighting  stopped,  ana  probably  the  most  critical  two  vears  and  a 
half  in  the  world's  history,  the  Government  of  the  United  States  is  deadlocked  against 
itself,  a  Government  by  obstruction.  It  is  at  least  questionable  whether  the  progress 
of  reaction  would  have  been  so  complete  or  so  disastrous  if  our  institutions  nad  not 
given  this  country,  during  the  most  critical  period  of  the  world's  history,  a  Govern- 
ment divided  against  itself,  and  therefore  incapable  of  effective  leadership  in  national 
or  international  affairs. 

(r)  At  this  most  critical  moment  in  the  history  of  Europe,  when  our  own  financial 
and  economic  stake  in  Europe's  affairs  is  so  great  that  disaster  there  could  mean  only 
disaster  here,  manv  of  our  own  people  have  turned  gamblers  and  wasters.  For  plain 
h\ing  and  high  thinking  we  have  substituted  wasting  and  bickering.  We  enjoy 
high  living  while  we  grumble  at  the  high  cost  of  living — of  silk  stockings  and  shirts 
/or  the  poor,  of  motors  for  men  of  small  means,  of  palaces  for  the  profiteer  and  the 
plutocrat. 

Unhealthily  stimulated,  commercial  business  appears  to  prosper  and  commercial 
expansion  proceeds  unchecked.  From  March,  1919,  to  March,  1920,  though  holdings 
of  and  loans  upon  Government  war  seciuities  of  all  reporting  member  banks  of  the 
Federal  reserve  system  (about  800  member  banks  in  leading  cities  b^eved  to  control 
about  40  per  cent  of  the  commercial  bank  deposits  of  the  country)  decreased  from 
$4,000,000,000  to  something  over  $2,000,000,000,  their  other  loans  and  investments 
increased  from  $10,000,000,000  to  over  $14,000,000,000.  For  every  dollar  of  credit 
released  by  the  Government,  $2  were  extorted  by  business.  Reporting  member 
banks'  loans  on  miscellaneous  stocks  and  bonds,  included  in  their  *' other  loans  and 
investments,"  amount  to  $3,000,000,000,  or  one  and  a  half  times  their  investments  in 
said  loans  upon  United  States  war  securities.  From  May  2,  1919,  to  March  19,  1920, 
though  the  reserve  banks  ^educed  their  loans  and  discounts  upon  Government  war 
securities  from  $1,800,000,000  to  $1,400,000,000,  they  increased  their  other  loans  and 
discounts  from  $350,000,000  to  $1,400,000,000."  Evidently  a  very  small  proportion 
of  the  reserve  banks'  present  loans  and  discoimts  are  ''war  paper,"  though  half  of 
them  are  collaterally  secured  by  United  States  Government  war  securities  because  of 
the  wise  policy  of  maintaining  rates  differentiated  according  to  the  character  of  the 
security. 

High  rates  of  interest  and  discount,  limitations  of  currency  and  credit,  these  and 
ill  other  traditional  methods  should  be  used  courageously;  but  they  will  not  suffice 
under  the  abnormal  world  conditions  now  prevailing. 

IV.   REMEDIES. 

We  must  get  together,  stop  bickering,  and  face  the  critical  situation  which  confronts 
he  world  as  we  should  a  foreign  war.  We  must  recognize  oiu*  responsibility  to  and 
mr  stake  in  Eimjpe,  and  in  one  way  or  another  lend  her  our  moral  support  and  leader- 
^p  and  economic  assistance  but  without  Government  loans.  We  must  cut  Govem- 
nent  exx)enditure  to  the  quick,  adjiu^  bonuses,  and  realize  promptly  upon  all  salable 
rar  asBets,  includixig  ships,  appljdng  the  proceeds  to  the  war  debt.  We  must  have  a 
i&tional  budget  with  teeth  in  it,  which  means  among  other  thii^  that  no  appropria- 
Jon  shall  be  made  by  Congress  without  a  critical  examination  and  report  on  ways 
md  means  by  the  Treasury,  representing  the  financial  end  of  the  executive  branch 
i  the  Government,  and  the  Ways  and  Means  Committee  of  the  House  and  the  Finance 
'ommittee  of  the  Senate,  representing  the  financial  end  of  the  legislative  branch. 
Ve  must  promptly  revise  our  tax  laws  to  make  them  more  equitable  and  less  burden- 
ome  witnout  reducing  the  revenue.  We  must  restore  the  railroads  to  a  self-supporting 
(a^b  by  establishing  rates  which  will  insure  a  return  for  capital  and  labor  commensu- 
ite  with  the  return  to  be  had  elsewhere  at  a  time  when  there  is  a  world-wide  shortage  • 
f  both.  And  above  all,  we  must  work  and  save.  We  must  produce  more,  but  more 
nportant  still,  we.  must  consume  less. 


*  On  tlie  other  hand,  though  Federal  reserve  banks'  loans  and  dlscoonts  seenred  by  Government  war 
bUtafelons  roBefrom  aboat  m),000,000  at  the  end  of  1917  to  a  hifl^  of  over  11^.000,000  in  May,  1019,  their 
tber  fanns  and  Investments  never  during  the  war  rose  above  aoout  $850,000,000  (in  November.  1918)  and 
ve  down  as  low  as  about  1350,000,000  in  May,  1919.  An  reporting  member  banks'  holdings  of  and  loans 
pon  United  States  war  securities  increased  from  a  low  of  about  ll,25a,000,000  in  December.  1917,  to  a 
■h  of  about  $4iX)O,O00,000  In  Mat,  1919.  Their  other  loans  and  investments  Increased  from  about 
»40O,O0O,O0O  in  December,  1917,  to  a  hJeh,  for  the  war  period,  of  about  $10,760,000  000  in  August.  1918, 
id  eootracted  to  less  than  $10,000,000,000  in  March,  1919.  A  smaller  number  of  banks  (about  630,  con- 
oOing  about  35  per  cent  of  the  commercial  bank  deposits  of  the  country)  were  reporting  in  December,  1917. 
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The  Discount  Poucy  op  thb  Federal  Resebve  Banks.** 

(By  O.  M.  W.  Spragae.l 

,  The  Federal  reserve  banks  have  now  been  in  operation  for  a  little  more  than  sli 
years,  a  period  much  too  short,  even  if  it  had  been  of  more  normal  character,  few  the 
reserve  system  to  reach  the  full  measiu'e  of  its  development.  Modifications  in  busneas 
and  bauKing  practice  and  in  public  opinion  are  involved,  changes  in  usage  which  are 
not  made  overnight.  But  the  last  six  years  have  been  far  from  normal.  Throughout 
the  entire  period,  the  development  of  the  reserve  system  has  been  influenced  by  Uie 
presence  of  unusual  conditions  and  reouirements.  In  some  important  respects,  these 
abnormal  conditions  have  hastened  aevelopment — forcing  a  not  idtogether  healthj 
^wth — ^while  in  other  directions  development  has  been  ijositively  retarded.  Ex|»- 
rience  with  operation  in  normal  times  is  required  to  provide  a  basis  for  definite  con- 
clusions regarding  the  regular  activities  of  tne  reserve  banks  and  the  policies  which 
should  be  adopted  in  their  management.  This  experience  will  not  be  available 
until  the  reserve  banks  have  extricated  themselves  from  the  position  in  which  they 
have  been  placed  by  the  war  and  have  passed  through  all  the  stages  of  at  least  one 
peace-time  DusineflB  cycle. 

Addressing  an  assemblage  of  economists,  it  seems  appropriate  that  I  should  enngd 
directly  in  an  examination  of  fundamental  monetary  and  banking  principles  as  thej^ 
are  illustrated  in  the  structure  and  working  of  the  reserve  system.  I  am  the  more 
inclined  to  adopt  this  method  of  approach  because  whatever  may  be  the  case  in  the 
operation  of  particular  commercial  hanks,  monetary  and  credit  |m>blems  of  a  very 
general  nature  are  matters  of  primary  and  immediate  concejrn  in  the  formulation  of 
the  policies  of  central  banks. 

In  what  may  be  stvled  its  monetary  as  distinguished  from  its  banking  consequencesj 
the  effect  of  the  esta'blishment  of  the  reserve  system  has  been  more  immediate  and  « 
more  clearly  and  completely  manifest.  These  monetary  changes  are  notable,  not  orAj\ 
on  account  of  the  rapidity  .of  the  changes  themselves,  but  also  on  account  of  theii 
extraordinary  magnitude.  In  brief,  the  available  supply  of  credit  was  more  thaa 
doubled  as  a  result  of  the  establishment  and  operation  of  the  reserv^e  banks  and  thu 
huge  addition  to  the  supply  of  credit  was  fully  absorbed  in  the  course  of  less  than  si^ 
years.  Moreover,  all  future  additions  to  the  stock  of  gold  in  the  country  will  p^o^^d^ 
the  basis  for  at  least  twice  as  great  an  increment  to  the  volume  of  credit  as  was  ponibh 
in  the  later  years  of  the  national  banking  system 

Before  1914,  in  periods  of  active  business  and  consequent  intense  demand  for  crediti 
the  money  in  the  vaults  of  the  national  banks,  including  the  notes  of  other  banbj 
was  never  less  than  one-eighth  of  net  deposit  liabilities,  and  always  more  thim  a  six  ' 
of  demand  deposits  exclusive  of  those  due  to  other  banks.  For  State  banks  and  trr 
companies,  working  under  lower  legal  reserve  requirements,  cash  holdings  appear 
have  been  no  more  than  one- tenth  of  individual  demand  deposits.  Taking  botn  cla^ 
of  banks  together  demand  deposits  of  individuals  and  corporations  seem  never  to  ha 
exceeded  eight  times  the  total  amount  of  money  held  by  the  banks. 

With  the  opening  of  the  reserve  banks  in  Novemb^,  1914,  reserve  requiremeni 
for  member  banks  were  modified  and  an  even  more  radical  change  was  made  by  tli 
important  measure  amending  many  provisions  of  the  reserve  act  which  became  Ui 
in  June.  1917.  All  cash  reserve  reciuirements  for  member  banks  were  abrogatedi 
balances  at  reserve  banks  of  7, 10,  and  13  per  cent  of  net  deposit  liabilities  of  country 
reserve  city,  and  central  reserve  city  banks,  respectively,  toother  with  a  3  per  ceaj 
9  for  all  banks  against  time  deposits  becoming  th<  '      ' 


balance  for  all  banks  against  time  deposits  becoming  tne  sole  legal  reserve  reqi 
ment.  It  is  convenient  and  sufficiently  accurate  to  take  a  balimce  of  10  per  ce&i 
of  net  deposits  or  13  per  cent  of  in(tiviaual  demand  deposits  as  the  average  require 
ment  for  all  of  the  banks.  Of  course,  quite  regardless  of  legal  requirements,  ev 
bank  must  have  some  money  on  hand  for  counter  payments,  but  the  amount  nee 
for  this  purpose  has  been  found  to  be  surprisingly  small— -about  3  per  cent  of 
deposits  or  4  per  cent  of  individual  demand  deposits. 

'nie  cash  regulariy  held  by  the  national  banks,  even  in  periods  of  intense  demand 
for  credit,  13  per  cent  of  net  deposits,  it  will  thus  be  seen  was  sufficient  to  i»ovidfl 
an  ade(}uate  amount  of  till  money  and  also  the  required  balance  at  the  reserve  bankd 
It  is  evident,  therefore,  that  the  supply  of  credit  has  been  enlarged  by  the  full  amoun 
of  the  loans  which  have  been  made  by  the  reserve  banks,  and  by  an  amount  gieatl)! 
exceeding  those  loans,  since  loans  at  reserve  banks  in  part  serve  to  increase  reserve 
balances  upon  which  member  banks  may  in  turn  incur  a  tenfold  liability. 
1 

>•  This  paper  was  read  at  the  thirtT-third  aimtial  meeting  of  the  Anurlean  Bcooomie 
in  Atlantic  aty,  Dec.  20, 1920. 
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From  reserve  deposits  by  member  banks  and  payinents  on  capital  stock  account 
the  reserve  banks  nave  received  something  Uke  a  billion  and  a  naif  dollars,  almost 
entirely  in  gold.  These  resources  would  nave  made  possible  a  very  considerable 
increase  in  the  supply  of  credit.  But  the  increase  would  have  been  comparatively 
small  if  the  reserve  banks,  like  the  Bank  of  England,  had  been  empowered  to  issue 
notes  only  under  restrictions  which  make  the  notes  virtually  gold  certificates. 

Power  to  issue  Federal  reserve  notes  as  credit  instruments  has  increased  the  supply 
of  credit  in  two  ways.  In  the  first  place,  it  has  enabled  the  reserve  banks  to  acquire 
large  amounts  of  gold  for  banking  use  by  substituting  reserve  notes  for  ^old  and  gold 
certificates  which  were  held  by  the  banks  for  till-money  purposes  or  were  in  circulation 
outside  the  banks  in  the  pockets  of  people.  Between  a  half  and  three  quarters  of  a 
billion  of  dollars  appear  to  have  been  acquired  by  this  process  of  substitution.  It 
was  a  process  which  was  much  facilitated  by  the  elimination  of  the  l^al  cash  reserve 
requirement  for  member  banks,  since  only  lawful  money  would  meet  that  require- 
ment, while  reserve  notes  are  entirely  satisfactory  for  till-money  purposes. 

Although  the  power  to  extend  cre^dit  in  the  form  of  the  Federal  reserve  note  has 
been  of  great  inportance  as  a  means  of  acquiring  gold,  it  has  been  of  vastly  greater 
importance  as  a  means  of  retaining  it.  Ev«*y  considerable  increase  in  the  volume 
of  deposits  subject  to  check  is  accompanied  or  speedily  followed  by  increasing  require- 
mentsfor  some  kind  of  money  that  will  pass  readily  from  hand  tohand.  In  the  absence 
of  additional  issues  of  bank  notes  or  of  Government  paper  money,  this  demand  absorbs 
gold  which  would  otherwise  have  been  available  for  banking  use.  Between  June, 
1914,  and  June,  1919,  for  example,  the  estimated  stock  of  money  in  the  United  States 
outside  the  Treasury  and  the  banks,  not  including  subsidiary  silver,  increased  by 
more  than  $1,900,000,000,  from  $1,600,000,000  to  fe,500,000,000,  or  by  nearly  120 
per  cent.  During  the  same  vears  demand  individual  deposits  increased  $12,700,- 
000,000,  from  $10,700,000,000  to  $23,400,000,000. 

Tliere  appears,  then,  to  have  been  an  increase  of  $1  in  the  money  in  use  outside 
the  banks  for  every  $6  of  increase  in  that  portion  of  the  circulating  medium  which 
consists  of  deposits  subject  to  check.  I  am  by  no  means  confident  of  the  validity 
of  this  exact  proportion,  based  as  it  is  on  the  experience  of  a  short  and  abnormal 
period,  and  on  figures  which  in  the  case  of  money  are  in  part  estimates,  and  in  the 
case  of  deposits  involve  uncertainties  of  classification.  The  estimated  stock  of  money 
for  1914  is  probably  too  high,  and  the  increase  to  1919  does  not  take  account  of  some 
seepage  of  reserve  notes  to  near-by  foreign  territory.  On  the  other  hand,  the  esti- 
mate of  deposits  is  doubtless  swollen  by  the  inclusion  of  the  entire  amount  of  the 
unclassified  deposits  of  the  various  banks.  Finally,  it  may  be  observed  that  con- 
fidence in  the  substantial  correctness  of  the  ratio  is  strengthened  by  the  close  approxi- 
mation to  a  six  to  one  ratio  between  deposits  and  money  outside  the  banks  in  both 
1914  and  1919. 

We  are  now  in  position  to  compare  the  power  of  the  banks  to  expand  credit  under 
the  Federal  reserve  system  with  that  under  the  national  banking  system.  Before 
1914  an  increase  of  $1,000,000  in  demand  individual  deposits  would  absorb  nearly 
1300,000 — one-eighth  of  the  increase  in  deposits  as  a  reserve  and  one-sixth  for  use 
outside  the  banks.  In  the  later. years  of  the  national  banking  system,  when  the 
supply  of  bonds  bearing  the  circulation  privilegje  was  exhausted,  additional  gold 
was  the  only  means  of  meeting  practically  all  of  this  requirement  for  more  money  with 
increasing  deposits.  Under  tne  reserve  system,  a  similar  increase  of  $1,000,000  in 
deposits  would  involve  a  similar  increase  of  one-sixth  in  the  money  outside  the  banks, 
4  per  cent  for  tiU-money  purposes,  and  a  13  per  cent  balance  at  reserv^e  banks,  a  total 
of  more  than  $330,000,  about  $30,000  more  than  in  the  preceding  calculation.  It  is 
important  to  note  that  this  requirement,  though  larger,  can  be  entirely  satisfied  by 
means  of  credit  extended  by  the  reser\''e  ban^ — cr^its  which  on  the  basis  of  a  45 
per  cent  reserve  at  reserve  banks  require  no  more  than  half  the  amount  of  gold  and 
other  lawful  money  which  was  absorbed  under  the  national  banking  system.  Stated 
in  another  way,  it  maybe  said  that  an  additional  million  dollars  in  gold  now  provides 
the  basis  for  about  $7,000,000  in  credit,  contrasted  with  less  than  $3,500,000  before 
1914.  Even  with  a  60  per  cent  ratio  against  notes  and  deposits  at  the  reserve  banks, 
credit  can  be  expanded  50  per  cent  more  than  formerly.  This  increase  in  the  power 
to  extend  credit  is  the  most  fundamental  single  change  which  has  followed  from  the 
establishment  of  the  Federal  reserve  system. 

The  enormouB  increase  in  the  supply  of  credit  since  1914  is  not,  however,  entirely 
doe  to  the  operations  of  the  reserve  banks.  More  than  a  billion  dollars  in  gold  was 
imported  ih  1915,  1916,  and  the  first  half  of  1917,  none  of  which  would  presumably 
have  been  acquired  if  there  had  been  no  war  in  those  years.  On  the  contrary,  the 
ezpanflion  of  credit  under  the  reserve  S3rstem,  on  the  basis  of  our  own  stock  of  gold, 
would  almost  certfdnly  under  peace-time  conditions  have  so  influenced  the  balance 
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of  international  payments  as  to  have  occasioned  gold  exports.  An  intense  danand 
for  American  commodities,  accompanied  by  abnormal  credit  expansion  in  Europe, 
both  direct  consequences  of  the  war,  not  only  removed  the  restraining  influence  d 
gold  exports  but  also  nrovided  the  basis  for  much  credit  in  addition  to  the  huge  supply 
which  became  available  through  the  economy  of  gold  under  the  reserve  system. 

But  the  war  did  much  more  than  shelter  our  stock  of  gold  and  increase  its  amount; 
it  also  occasioned  the  far  more  speedy  utilization  of  our  enlarged  supply  of  credit 
than  would  have  been  possible  under  peace-time  trade  conditions.  An  extraordiniry 
supply  of  credit  was  absorbed  by  an  equally  extfaordinary  demand.  Within  five 
years  from  the  opening  of  tAe  reserve  banks  m  November,  1914,  the  volume  of  out- 
standing credit  was  more  than  doubled.  Credit  expansion  on  so  colossal  a  scale 
could  not  have  occurred  during  a  similarly  short  period  of  peaceful  business  acti\ity. 
The  aggregate  demand  for  credit  would  not  be  sufficiently  great,  to  say  nothin£of  the 
much  smaller  effective  demand,  that  which  meets  the  credit  tests  of  the  banks,  umm 
the  war,  the  demand  for  credit  was  abnormally  great  and  it  was  an  effective  demand 
because  it  was  largely  based,  first  upon  the  credit  of  the  Governments  of  Europe,  and 
later  upon  that  of  the  Federal  Government.  * 

After  the  armistice,  the  intense  demand  for  credit  continued,  gradually  shifting 
however,  from  the  Government  to  the  business  conmiunity.  The  conditions  wMch 
made  poeflible  the  continuance  of  trade  activity  after  the  armistice  were  fundamen- 
tally similar  to  those  which  are  present  at  the  beginning  of  a  period  of  pix)sperit)'. 
following  a  period  of  depression.  Although  trade  had  been  feverishly  active  for  more 
than  three  years,  there  was  still  a  large  supply  of  credit  available  at  low  rates.  Mwe- 
over,  and  this  is  a  matter  of  f^  greater  si^ncance,  there  was,  unlike  the  situation 
after  some  years  of  prosperity  in  a  peace-time  business  cycle,  an  evident  widespread 
scarcity  of  &:ood8.  In  these  circumstances,  an  intense  demand  for  credit  to  be  used 
in  the  purchase  of  goods  could  not  fail  to  develop,  since  it  was  reasonable  to  antici- 
pate that  no  difficulty  would  be  experienced  in  marketing  them  at  an  advance  in  price. 
Finally,  toward  the  close  of  1919  the  available  supply  of  credit  was  approaching  a 
condition  of  complete  utilization.  A  few  months  more  of  credit  expansion  at  an 
undiminished  rate  would  have  left  no  supply  of  credit  in  reserve  with  which  to  meet 
an  emergency.  Even  if  an  ample  supply  of  additional  credit  had  still  been  avail- 
able at  that  time,  tlie  opinion  may  be  ventured  that  another  limit  on  continued  credit 
expansion  was  not  far  away — the  deterioration  in  the  average  quality  of  the  loans  of 
the  banks.  A  period  of  readjustment  and  liquidation  was  inevitable.  Libera] 
credits  at  low  rates  in  1920  would  have  deferred  its  advent  somewhat,  but  with  the 
certain  consequence  that  the  difficulty  and  losses  incident  to  readjustment  would 
have  been  materially  enhanced. 

After  this  unavoidably  long  introduction,  I  am  finally  ready  to  take  up  the  subject 
proper  of  my  paper,  the  discount  policy  of  the  Federal  reserve  banks.  At  the  outset, 
it  is  necessary  to  reach  some  conclusion  as  to  the  responsibility  that  resta  upon  the 
Reserve  Board  and  the  management  of  the  reserve  banks  for  the  credit  expamoE 
of  the  last  five  years.  For  by  far  the  greater  part  of  that  expansion  responsibility 
clearly  rests  elsewhere.  The  volume  of  credit  has  been  subject  to  conoitions  an9 
influenced  by  policies  which  the  management  of  the  reserve  system  could  not  control. 
This  is  obviously  the  case  as  regards  the  large  additional  supply  of  credit  which  became 
available  as  a  result  of  the  gold  imported  before  we  entered  the  war.  Up  to  that  time, 
the  loans  of  the  reserve  banks  were  of  quite  insignificant  proportions. 

After  we  entered  the  war,  the  loans  of  the  reserve  bauKS  increased  by  leaps  and 
bounds;  but  for  the  policy  of  war  finance  which  occasioned  these  loans  and  the  rnani* 
fold  greater  loans  oi  the  commercial  banks,  the  reserve  board  was  not  responsible. 
That  it  is  possible  to  finance  without  inflation  expenditures  as  great  even  as  thos^ 
incurred  bv  the  United  States  Government  during  the  recent  war,  I  am  firmly  con- 
vinced. That  we  could  not  finance  that  war  without  credit  inflation,  I  am  equallv 
certain.  The  primrose  path  of  inflation  had  the  backing  of  public  opinion;  the  ad- 
ministrative machinery  and  perhaps  the  constitutional  power  for  adequate  taxation 
were  lacking.  A  little  less  waste  in  expenditure,  slightly  heavier  taxation,  and  digbtlv 
higher  interest  rates  on  Government  bonds  might  have  characterized  our  war  financ** 
program,  with  the  desirable  result  that  there  would  have  been  somewhat  less  of  credit 
inflation.  But  I  must  not  allow  myself  to  digress  further  on  this  tempting  subject. 
The  important  point  in  the  present  connection  is  that  whatever  the  financial  policy^ 
adopted  by  a  Government  in  time  of  war  may  be,  it  is  the  imperative  dutj'  of  tii** 
management  of  a  central  bank  to  cooperate  loyally  in  executing  that  policy.  The 
reserve  board  and  the  officials  of  the  reserve  banks  could  offer  advice  and  critidsn ; 
they  could  not  decline  to  do  their  part  in  executing  t^e  policy  of  the  Treasury. 

Presumably  there  would  have  been  no  less  use  of  credit  in  financing  the  war  if  the 
reserve  system  had  not  been  established.    In  that  event,  the  Government  would 
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doubUefls  have  met  reiulrements  for  additiooal  money  for  use  outside  the  banks  by 
issues  of  paper  money  which  would  surely  have  become  inconvertible.  The  econ- 
omy of  gold  under  the  reserve  system  permitted  credit  expansion  on  an  unexampled 
scale  without  suspension  of  specie  payments.    It  was  none  the  less  inflation. 

One  of  the  results  of  the  extensive  use  of  credit  in  financing  the  war  was  to  place 
the  banks  of  the  country  in  a  position  of  extreme  dependence  on  the  reserve  banks. 
At  the  time  of  the  armistice  the  reserve  banks  were  lending  member  banks  nearly 
$1,800,000,000  and  in  addition  held  nearly  $400,000,000  of  bills  bought  in  the  open 
market.  As  general  liquidation  of  loans  at  the  reserve  banks,  unless  due  to  the  re- 
ceipt of  new  gold,  involves  much  greater  contraction  of  loans  by  member  banks,  it 
is  probable  that  they  must  continue  to  rediscount  heavily  there  for  many  years  to 
come  if  not  indefinitely.  No  progress  whatever  in  reducing  these  obligations  has 
been  made  during  the  two  years  since  the  armistice.  On  the  contrary,  borrowing  at 
the  reserve  banira  has  increased  by  nearly  50  per  cent,  loans  standing  at  $3,126,000,- 
000  on  November  5,  1920. 

It  is  only  for  this  after-the-war  increase  in  the  loans  of  the  reserve  banks  and  the 
more  considerable  increase  in  the  loans  of  the  other  banks  thus  made  possible  that 
the  mana^ment  of  the  reserve  banks  can  be  held  to  be  in  some  measure  but  by  no 
means  primarily  responsible.  Government  financial  policies  were  the  controlling 
factor  in  the  situation  for  at  least  a  year  after  the  armistice.  The  policy  of  borrowing 
At  abnormally  low  rates  was  insistently  maintained  by  the  Treasujry.  It  does  not 
^U  within  the  scope  of  this  paper  to  discuss  in  detail  the  wisdom  of  this  policy.  Much 
can  be  said  on  both  sides  of  the  question.  I  content  myself  with  observing  that  it 
was  my  opinion  at  the  time,  and  the  subsequent  course  of  events  has  not  altered  the 
conclusion,  that  a  distinctly  higher  range  of  rates  on  Grovemment  certificates  in  the 
summer  and  autumn  of  1919  would  have  been  a  wiser  policy.  But  even  if  the  Fed- 
efal  Reserve  Board  had  been  convinced  that  the  after-the-war  financial  policy  of 
the  Treasury  was  unwise,  as  to  which  there  is  no  evidence  one  way  or  the  other,  I 
do  not  think  the  board  could  have  refused  to  cooperate  in  executing  that  policy, 
taking  an  independent  course  and  making  a  sharp  advance  in  discount  rates.  It 
is,  however,  reasonable  to  surmise  that  the  policy  of  the  Treasury  after  the  armistice 
would  have  been  subjected  to 'more  searchingscrutiny  if  the  reserve  board  were  less 
heavily  weighted  with  Treasury  officials.  When  account  is  taken  of  the  future 
frequent  borrowing  requirements  of  the  Government,  the  retention  of  two  Treasury 
officiiUa  as  ex-officio  members  of  the  reserve  board  seems  most  inexpedient.  Bor- 
rowers on  a  large  scale  are  not  the  most  desirable  of  persons  to  be  selected  as  directors 
of  any  bank.  The  Treasury  as  a  borrower  in  times  of  peace  should  not  be  in  position 
to  exert  a  considerable,  much  lees  a  controlling,  direct  influence  on  the  aiscount 
policy  of  the  reserve  banks.  Merely  as  a  matter  of  simplification  of  administrative 
madunery,  also,  the  functions  of  the  Comptroller  of  the  Currency  should  be  trans- 
ferred to  the  reserve  board  and  the  reserve  banks.  So  much  of  diminution  of  direct 
Treasury  influences  as  is  involved  in  this  proposal  seems  certainly  desirable.  Whether 
the  Secretary  of  the  Treasury  should  cease  to  be  a  member  of  the  board  is  a  Question 
as  to  which  a  definite  answer  is  less  easily  ^iven.  Upon  the  whole,  I  am  inclined  to 
think  that  the  presence  of  the  Secretary  is  desirable.  The  intimate  understanding 
of  the  financial  situation  that  a  Secretaiy  may  eain  as  a  member  of  the  reserve  boara 
can  hardly  foil  to  be  of  advantage  to  him  in  the  conduct  of  his  office.  The  Secre- 
tly of  the  Treasury,  as  a  member  of  the  board,  can  also  do  much  to  defend  the  re- 
serve system  from  unreasonable  demands  on  the  part  of  the  public  and,  above  all, 
from  political  onslaughts. 

Ketuming  once  more  to  the  course  of  credit  under  the  reserve  system,  there  re- 
mains for  consideration  the  experience  of  the  last  12  months,  during  which  the  re- 
serve banks  have  been  in  position  to  exert  complete  control  over  the  supply  of 
credit  and  have  also  been  able  to  take  independent  action.  At  the  end  of  August, 
1919,  the  gross  debt  of  the  Government  reached  its  maximum,  and  though  the  Treas- 
ury continued  to  enter  the  market  as  a  chronic  borrower  its  strongest  ground  for  in- 
siting  upon  the  policy  of  liberal  loans  at  low  rates  could  be  urced  no  longer.  With 
evident  reluctance  Treasury  control  of  the  discount  policy  of  the  reserve  banks  was 
relaxed  and  seems  to  have  been  entirely  relinquished  with  the  last  issue  of  4}  per 
cent  certificates  in  January,  1920. 

Pull  responsibility  for  the  credit  situation  was  regained  in  circumstances  which 
imposed  a  severe  test  upon  the  reserve  system  and  upon  its  management.  After 
Dearly  five  years  of  unexampled  business  activity,  accompanied  by  unprecedented 
credit  expansion  and  advances  in  prices,  the  activity  of  trade  was  unabated,  the 
demand  for  credit  was  if  anything  more  intense  and  prices  were  still  moving  rapidly 
upward.  Beneath  the  surface,  there  were  indications  that  even  thou^  large  sup- 
plies of  additional  credit  were  still  to  be  had,  a  period  of  readjustment  could  not 
oe  long  postponed.    liberal  credit  was  no  longer,  as  at  the  beginning  of  a  period 
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of  activity,  serving  to  stimulate  production  and  direct  industry  into  promising  ehan- 
neis.  It  was  rather  tending  to  disorganize  industry,  subjecting  it  to  an  increasmg 
extent  to  speculative  influences,  to  wage  disputes  and  numberless  other  strauiB.  The 
average  qualit}^  of  the  loans  of  the  banks  was  becoming  less  satisfactory  because 
of  these  conditions  in  industry  as  well  as  on  account  of  extensive  sales  oi  goods  in 
foreign  markets  on  long  credit  terms.  In  short,  the  situation  at  the  end  of  1919  was 
one  which  by  no  possibility  could  be  corrected  by  the  application  of  additional  sup- 
<  plies  of  credit.  A  check  on  further  credit  expansion  followed  by  some  contractioii 
was  the  one  sure  remedy,  and  that  remedy  would  have  been  quite  as  much  needed 
even  though  an  abundant  supply  of  additional  credit  had  been  still  available.  It 
is,  however,  by  no  means  certain  that  the  reserve  board  would  have  taken  measures 
to  restrain  credit  during  the  course  of  the  winter  and  spring  of  this  year  if  the  power 
of  the  reserve  banks  to  extend  credit  within  the  limits  of  le^  reeerv  e  requirements 
had  not  been  nearly  exhausted.  The  successive  advances  in  discount  rates  made 
during  the  first  half  of  the  year  were  not  then  entirely  the  expression  of  a  voluntary 
policy.  It  was  a  policy  which  in  large  measure  was  enforced  oy  the  reserv'e  positioD 
of  the  banks.  It  was  necessary  to  check  further  credit  expansion.  Otherwise,  the 
reserve  banks  in  the  course  of  a  few  months  would  have  held  no  reserve  above  legal 
requirements  as  a  basis  for  credit  to  be  used  in  meeting  an  emei^ncy.  To  go  on 
expanding  credit  until  the  last  available  dollar  was  employed  was  indeed  our  former 
practice,  and  the  initial  stages  of  the  transition  to  a  period  of  readjustment  were 
always  marked  by  crisis  and  panic.  It  is  one  of  the  inestimable  advantages  of  the 
reserve  system  that  the  brakes  were  applied  before  the  supply  of  credit  was  entirely 
exhausted  and  before  trade  activity  had  culminated  in  a  crisis.  We  are  still  in  the 
midst  of  a  period  of  necessary  readjustment  and  liquidation,  but  the  immense  superior- 
ity of  the  reserve  system  as  compared  with  our  former  means  of  meeting  similar  situa- 
tions is  already  conspicuously  evident. 

Although  the  process  of  readjustment  is  not  completed,  experience  already  fur- 
nishes a  basis  for  fairly  definite  conclusions  regarding  some  important  aspects  of  the 
policy  of  the  reserve  banks  in  handling  the  situation.  The  discount  rate  of  the 
reserve  banks  is  clearly  an  e£fective  means  of  checking  credit  expansion,  but  it  is 
also  evident  that  advancing  rates  influence  the  situation  rather  slowly.  Credit  con- 
tinued to  expand  for  some  months  after  rates  were  finally  advanced  in  May  to  the 
present  high  level.  When  credit  is  expanding  rapidly,  there  is  at  any  moment  a  con- 
siderable supply  of  unused  credit  scattered  amon£  the  thousands  of  banks  of  the 
country  the  use  of  which  is  not  subject  to  control  by  the  reserve  banks.  The  con- 
tinued increase  in  the  amount  of  Federal  reserve  notes  for  some  months  after  credit 
expansion  was  checked  is  in  accord  with  what  was  to  have  been  anticipated.  In- 
creased requirements  for  currency  accompany,  but  with  some  lag,  the  increase  in 
credit  in  the  form  of  deposits  subject  to  check. 

These  conditions  and  tendencies  prompt  the  suggestion  th  at  when  rates  are  advanced 
in  order  to  check  credit  expansion  the  practice  ^the  Bank  of  England  of  advancing 
rates  by  increments  of  1  per  cent  should  be  adopted.  In  making  for  the  first  time 
a  test  of  the  effects  of  advancing  discount  rates,  it  was  perhaps  natural  and  proper 
to  move  slowly.  Experience  during  the  last  year  indicates  that  advances  of  fractions 
of  per  cent  are  ineffective.  It  may  be  added  that  in  this  particular  instance,  it  would 
have  been  of  much  advantage  if  somewhat  greater  progress  in  the  process  of  readixiet- 
ment  had  been  made  before  the  beginning  of  the  crop-moving  season,  a  result  wt&ich 
would  have  followed  a  less  hesitant  discount  policy. 

The  process  of  gradual  contraction  and  orderly  industrial  readjustment  seems  at 
first  signt  in  every  respect  superior  to  the  short  and  severe  crisis  and  panic  followed 
by  depression  with  whidi  we  have  had  frequent  experience  in  the  past.  I  do  not 
doubt  that  the  balance  of  advantage  is  heavily  in  favor  of  the  slower  process.  At  the 
same  time  it  should  be  recognized  that  the  slower  process  is  attended  bv  its  own 

Peculiar  difficulties.  While  the  aggregate  loss  is  doubtless  reduced,  the  burden  of 
)es  is  apparently  distributed  in  a  somewhat  different  but  by  no  means  certainly 
in  a  more  equitable  fashion  among  the  various  groups  of  producers.  The  slow  procees 
of  liquidation  does  not  succeed  in  bringing  about  a  slow  and  uniform  general  aecline 
in  pnces.  In  fact,  price  changes  seem  to  be  more  irregular,  or  at  least  the  irregularitie* 
are  more  prolonged,  than  when  periods  of  trade  activity  culminated  in  catastro^c 
disturbances.  In  this  connection  the  query  su^sts  itself  whether  farmers  nught 
not  have  incurred  less  loss  if  there  had  been  a  crisis  in  the  early  autumn  that  mi^t 
have  forced  a  more  immediate  reduction  in  prices  of  the  goods  they  must  buy. 

The  irregular  distribution  of  the  burdens  of  liquidation  in  some  measure  erpl^ns 
even  though  it  does  not  give  sufficient  ground  for  complying  with  the  widespread 
demands  for  assistance  now  bein^  made  by  various  classes  of  producers.  Much  of 
the  occasion  for  special  consideration  will  disappear  when  in  the  near  future,  as  now 
seems  probable,  tne  decline  in  prices  has  completed  the  circle. 
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There  is  grave  danger  that  the  quack  remedy  of  inOation  through  enforced  accommo* 
lation  from  the  reserve  banks  may  be  attempted.  Such  a  remedy  would  be  similar 
n  all  essentials  to  the  grant  of  aid  by  the  issue  of  paper  money  by  the  Government, 
i  form  of  assistance  that  was  urged  but  successfully  resisted  after  the  Civil  War.  It  is 
not  too  much  to  say  that  it  is  now  to  be  determined  whether  the  people  of  the  United 
States,  possess  sufficient  intelligence  and  endurance  to  permit  the  successful  operation 
A  anything  better  than  a  strait-jacket  credit  system.  We  have  established  a 
iystem  which  is  designed  to  prevent  collapse  and  complete  disorganisation.  This 
presupposes  that  reserve  banks  will  regularly  hold  in  reserve  large  potential  credit 
power.  If  we  insist  upon  using  such  power  as  a  means  of  temporary  reli^  and  stimu- 
lation, ultimate  disaster  is  the  certain  consequence.  Past  experience  shows  that  it 
is  dangerous  ior  governments  to  issue  paper  money.  There  is  a  constant  temptation 
to  overissue  when  confronted  by  real  or  imaginary  emerj^cies.  The  same  dan^ 
irises  in  the  case  of  the  reserve  sjrstem — ^that  public  opimon  and  perhaps  legislative 
iction  will  compel  the  employment  of  its  resources  in  a  vain  endeavw  to  cure  evils 
which  are  mainly  due  to  credit  already  granted  in  excess. 

The  process  of  industrial  readjustment  at  best  is  painful  and  its  burdens  are  most 
aneyemy  distributed.  It  seems  pertinent  therefore  to  inquire  whether  something 
DDore  can  not  be  accomplished  through  the  reserve  ayeteim  than  the  mere  modification 
ind  amelioration  of  conditions  at  the  culmination  of  periods  of  business  activity. 
Would  it  be  possible  so  to  operate  the  reserve  system  tnat  conditions  which  compel 
widespread  bquidation  would  not  be  developed,  or  at  least  would  not  be  developed 
to  80  serious  degree  as  in  the  past.  This  inquiry  is  rendered  more  significant  by  the 
serious  danger  that  conditions  which  render  subsequent  liquidation  unavoidable  will 
develop  more  luxuriantly  under  the  reserve  system  than  was  possible  under  the 
national  banking  system.    Let  us  examine  this  point. 

The  liquidation  now  imder  way  will  doubtless  lead  to  a  considerable  reduction  in 
the  loans  of  the  banks  to  the  public  and  in  rediscounts  at  the  reserve  banks.  It  is 
not  unlikely  that  a  reserve  ratio  as  high  as  70  per  cent  will  be  seen  before  the  beginning 
of  the  next  period  of  active  business  and  intense  demand  for  credit.  Moderate  u 
not  low  discount  rates  will  doubtless  prevail  at  the  beginning  of  the  period.  A  large 
supply  ci  credit  will  be  available;  mucn  more,  as  we  have  seen,  than  could  be  furnished 
if  the  reserve  banks  like  the  Bank  of  England  could  not  issue  credit  notes.  I  mention 
this  ^uniliar  fact  once  more  because  the  prewar  discount  policy  of  the  Bank  of  Eng- 
land, with  its  changes  in  rates  as  the  reserve  increased  or  decreased,  seems  to  give  the 
Buiction  of  successful  experience  to  a  policy  for  central  banks  that  would  allow  credit 
to  be  extended  freely  at  low  rates  whenever  reserves  are  ample.  Bank  of  England 
practice,  however,  loses  significance  and  is  positively  misleaaing  when  it  is  applied 
to  a  banking  system  which  loses  no  gold  for  purposes  oi  d<mie6tic  circulation  as  deposit 
credit  expaoods.  Again  in  prewar  times,  comparatively  slight  influences,  whether  at 
bone  or  abroad,  were  sufficient  to  subject  the  reserve  of  the  Bank  of  E<n^and  to 
depletion  from  gold  exports.  For  these  two  reasons  credit  expaasion  in  England 
could  seldom  be  carried  far  withoiH  bringing  the  reserve  of  the  bank  down  to  a  point 
it  which  an  advance  in  the  discount  rate  would  become  necessary.  In  this  country, 
whatever  may  be  the  situation  in  the  distant  future,  gold  exports  for  many  years  to 
come  Mre  not  likely  to  be  the  almost  automatic  consequence  of  nnxlerate  credit 
expansion.  This  restraint  on  excessive  credit  expansion  in  any  single  country  was 
effective  when  all  important  commercial  countries  were  on  the  gold  standard.  It  is 
not  DOW  effective  because  most  of  the  world  is  on  an  inconvertible  basis.  Consequently 
the  volume  of  credit  which  may  be  created  in  the  Umted  States  will  be  determined 
for  many  years  to  come  almost  wholly  by  domestic  influences.  In  these  circumstances, 
while  the  reserve  system  may  be  expected  to  prevent  the  outbreak  of  panic,  its 
expansive  power  is  so  great  tnat  with  the  reserve  ratio  the  determinant  of  discount 
policy  it  can  be  confidently  predicted  that  far  wider  price  fluctuations  will  mark  the 
successive  stages  of  the  business  cycle  than  were  experienced  under  the  national 

It  should  also  be  noted  that  the  discount  rate  of  the  reserve  banks  is  a  somewhat 
less  immediately  effective  instrument  of  credit  control  than  that  of  the  Bank  of 
England  in  prewar  days.  A  considerable  portion  of  the  loans  of  the  British  banks 
were  of  an  international  character  which  could  readily  be  shifted  to  the  money  markets 
of  other  countries  when  London  rates  became  relatively  high.  Owing  to  the  present 
disordered  financial  situation  of  most  countries,  loans  arising  out  of  foreign  trade  and 
^ther  international  transactions  no  longer  possess  this  qualit>  so  valuable  from  a 
^ankin|;  standpoint.  International  loans  have  become  no  more  transferable  than 
danestic  loans  and,  it  may  be  added,  with  respect  to  payment  at  maturity  without 
<ielay  or  renewals  have  become  decidedly  inferior  to  domestic  loans. 
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The  absence  of  branch  banking  in  the  United  States  also  weakens  the  validity  01 
comparisons  between  the  discount  rate  of  the  Bank  of  England  and  those  of  the  reserve 
banks.  Credit  is  less  fluid  under  our  system  of  some  30,000  banks.  There  are  much 
wider  variations  in  the  lending  rates  of  the  various  commercial  banks;  there  is  no 
such  general  market  rate  of  discount  as  in  England.  Consequently,  the  Buik  oi 
England  practice  of  a  discount  rate  slightly  above  the  market  rate  can  not  have  so 
pervasive  an  influence.  Moreover,  until  the  banks  cease  to  be  constant  heavy  borrow- 
ers at  the  reserve  banks,  a  condition  largely  due  as  we  have  seen  to  the  war,  it  will  not 
be  feasible  as  a  regular  policy  to  establish  discount  rates  above  the  lending  rates  of 
member  banks  even  of  those  in  the  large  cities.  When,  however,  it  is  the  definite 
purpose  of  the  management  of  the  reserve  banks  to  check  credit  expansion,  it  will 
probably  be  found  necesaeuy  to  establish  discoimt  rates  which  are  considerably  abo\'B 
the  Tuimmiitn  rates  at  which  some  member  banks  are  making  some  of  their  loans. 

As  a  guide  to  discount  policy,  it  must  be  adndtted  the  reserve  ratio  has  certain  con- 
spicuous advantages.  It  is  definite  and  obvious.  Public  opinion  may  be  expected 
to  support  the  always  unwelcome  policy  of  credit  restraint  when  that  policy  is  enforced 
by  a  depleted  reserve.  It  is  unhappily  very  doubtful  whether  the  public  would  have 
been  reconciled  to  the  advance  in  rates  inade  last  siting  if  the  reserve  banks  had 
had,  let  us  say,  a  reserve  ratio  of  55  per  cent,  and  yet,  all  other  things  being  the  same, 
an  advance  in  rates  would  have  been  no  less  desirable. 

By  parity  of  reasoning,  it  follows  that  reductions  in  discount  rates  need  not  wait 
upon  the  acquisition  of  a  high  reserve  ratio.  The  present  situation  furnishes  a  con- 
venient illustration.  Credit  expansion  has  already  oeen  definitely  checked;  there  is 
no  present  danger  that  lower  dlscoimt  rates  would  stimulate  a  widespread  demand  {or 
credit  that  would  permit  prices  to  move  rapidly  upward  once  more.  The  demand 
for  credit  is  now  largely  for  the  purpose  of  holding  goods  for  which  pim^hasers  can  not 
be  foimd.  It  is  no  longer  a  sellers'  market.  In  these  circumstances,  it  is  at  least 
possible  that  a  slight  reduction  in  discoimt  rates^  by  encouraging  many  to  resume 
normal  business  dealings,  might  facilitate  the  process  of  liquidation,  and  so  make 
possible  a  more  speedy  reduction  in  the  total  volume  of  loans  than  will  be  secured 
through  the  maintenance  of  the  present  schedule  of  rates. 

There  is  no  substitute^  for  the  reserve  ratio  which  possesses  its  peculiar  virtues  oi 
simplicity  and  definiteness.  To  an  enlightened  business  public,  however,  it  should 
be  evident  that  so  delicate  and  at  the  same  time  potent  an  instrument  as  credit  can 
not  be  wisely  administered  in  a  mechanical  fashion  in  accord  with  simple  definite  rules. 
Whether  at  any  time  it  is  desirable  to  impose  restraint  upon  creait  depends  upon 
the  uses  to  which  credits  are  being  put  and  upon  the  effects  of  these  uses.  The  meet 
definite  indication  that  we  possess  of  excessive  credit  is  found  in  the  decided  upward 
movements  of  prices  extending  over  a  number  of  years.  There  is  practically  univ^sai 
agreement  that  prices  can  not  oe  held  at  an  absolutely  fixed  level.  Most  would  agree 
that  advancing  prices  at  the  beginning  of  a  period  of  activity  stimulate  x»roducti(xi  in 
some  measure.  Faw,  however,  would  question  that  at  some  stage  in  every  period  ot 
business  activity  rising  prices  facilitate  ill-judged  undertakings  and  fail  to  increase 
industrial  output.  No  doubt  there  would  be  wide  differences  of  opinion  as  to  just 
when  this  stage  is  reached  in  any  particular  business  cycle.  Even  so,  it  is  submitted 
that  the  expert  judgment  of  a  responsible  body  like  the  Federal  Reserve  Board, 
enjoying  the  benefit  of  general  public  criticism,  provides  a  i&r  more  8atisfactor>'  basis 
for  a  discount  policy  thaii  the  variations  of  a  reserve  ratio. 

The  proposal  to  base  the  discount  rate  largely  on  the  observed  effects  of  credit 
expansion  is  not  designed  to  secure  the  stabilizaUon  of  prices.  Such  a  policy  would 
not  be  concerned  with  permanent  changes  in  prices  associated  with  variations  in  the 
world's  suppl)^  of  gold.  It  would  aim  merely  at  lessening  price  fluctuations  within 
particular  business  cycles,  checking  somewhat  the  upward  movement  and  thereby 
lessening  the  subsequent  decline. 

Nearly  every  economic  and  social  question  is  complicated  and  many  are  rendered 
insoluble  by  the  alterations  between  activity  and  depression  of  the  business  cycle. 
To  mention  but  a  single  instance,  consider  the  extent  to  which  efforts  to  enlist  an 
interest  in  efficient  production  on  the  part  of  wage  earners  have  been  frustrated  for 
many  years  to  come  by  the  present  widespread  imemployment,  an  inevitable  sequel 
of  the  orgy  or  inflation  of  the  last  five  years. 

This  proposal  to  administer  the  reserve  system  in  such  a  way  as  to  moderate  the 
fluctuations  of  the  business  cycle,  will  of  course  be  met  with  the  objection  that  it  is 
politicallv  hazardous.  It  will  be  uiged  that  any  attempt  to  influence  prices  will  be 
resented  by  large  and  influential  classes  who  would  believe,  whether  rightly  or  wrongly 
that  th^  were  being  subjected  to  needless  loss  or  deprived  of  well  earned  gains. 
This  difiaculty,  while  unquestionably  very  serious,  is  less  than  would  appear  at  first 
sight.    We  should  not  gauge  the  antagonism  to  restraint  on  credit  exercised  at  an  early 
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stage  in  a  period  of  expansion  by  the  outcry  which  is  heard  when  enforced  contraction 
occurs  after  years  of  excessive  credit,  rising  prices,  and  feverish  trade  activity.  Re- 
straint in  the  use  of  credit  if  imposed  at  an  earlier  stage  in  the  cycle  will  not  be  accom- 
panied by  widespread  liquidation,  followed  by  years  of  depression.  Here  as  else- 
where it  IS  the  wiser  course  to  endeavor  to  remove  causes,  working  with  the  confident 
expectation  that  that  discount  policy  for  the  reserve  banks  which  will  yield  tiie  greatest 
permanent  advantage  will  finsuly  secure  general  public  approval. 

In  the  event  that  no  control  of  credit  based  on  the  observed  effects  of  credit  expan- 
sion at  different  stages  in  the  business  cycle  is  attempted  by  the  Federal  Reserve 
Board  or,  if  attempted,  is  given  up  because  of  lack  of  public  support,  another,  but 
in  my  judgment  less  satisfactory,  method  of  lessening  the  danger  of  excessive  credit 
shoold  be  adopted.  At  some  favorable  moment,  when  the  public  is  in  a  conservative 
mood,  the  legal  reserve  requirements  s^ainst  Federal  reserve  notes,  or  against  both 
notes  and  deposits,  should  be  raised.  A  reserve  ratio  of  50  per  cent  or  even  60  per 
cent  would  permit  much  more  additional  credit  expansion  than  was  possible  under 
the  national  banking  system,  and  quite  as  much  as  could  be  advantageoiisly  employed . 
The  economic  development  of  the  country  might  have  been  somewhat  more  rapid 
at  times  in  the  past  had  more  capital  been  available,  but  credit  is  not  capital;  it  is 
simply  an  agency  for  transferring  capital.  I  venture  to  assert  that  at  no  time  in  the 
{ttst  has  the  economic  development  of  the  countrv  been  retarded  because  of  an  insuffi- 
cient supply  of  credit,  while  very  frequently  development  has  been  retarded  as  a 
consequence  of  credit  lumished  in  excess. 

The  experience  of  six  years  has  disclosed  no  serious  defects  in  the  structure  or 
management  of  the  Federal  reserve  system,  while  the  expansive  credit  power  of  the 
systein,  enormously  greater  than  that  under  the  national  banking  system,  presents 
no  serious  danger  for  the  future  if  suitable  policies  are  adopted.  Much  more  is  clearly 
necessary  than  the  adjustment  of  discount  rates  to  variations  in  the  reserve  position 
of  the  reserve  banks.  A  discount  policy  should  be  adopted  which  is  designed  to 
check  the  rapid  expansion  of  credit  in  periods  of  trade  activity.  Such  a  policy  is 
entirely  practicable  but  it  can  not  be  adopted  in  the  absence  of  general  confidence 
in  the  wisdom  of  the  policies  of  the  management  of  the  reserve  banks,  and  it  requires 
readiness  on  the  part  of  the  public  to  support  these  policies  even  when  the  immediate 
consequences  are  painful.  Satisfactorjr  results  from  the  working  of  the  reserve  sys- 
tem seem  assured  if  the  management  is  given  the  support  of  an  intelligent  public 
opinion. 

DISCUSSION. 

R.  C.  Lepfinowell.  No  university  man,  certainly  not  one  who  studied  economics 
in  the  university,  can  approach  this  audience  without — I  would  not  say  trepidation, 
but— respect.  I  acceptea  your  invitation  not  only  with  respect,  but  with  real  enthu- 
siasm, because  I  look  upon  the  economists  of  to-day  as  the  priests  of  a  religion  of 
material  salvation  which  must  be  successfully  preached  throughout  this  land  if  we 
are  to  survive  the  disastrous  consequences  of  tne  great  war. 

I  shall  not  allow  myself  to  be  diverted,  either  by  my  own  impetuous  disposition  or 
by  Prof.  Sprague's  cordial  invitation,  into  a  discussion  of  the  Treasury's  plolicies.  I 
had  the  honor  of  reading  a  paper  on  **  Treasury  Methods  of  Financing  the  War  in 
Reference  to  Inflation' '  before  the  Academy  of  Political  Science  last  spring  in  New 
York,  and  any  one  who  is  interested  in  my  answer  to  Prof.  Sprague  is  respectfully 
referred  to  its  proceedings."  The  problem  of  to-day  is  the  problem  of  banking  and 
currency,  and  the  assigned  topic  of  this  meeting  is  Federal  Keserve  Board  policy.  I 
propose  to  talk  as  brieny  as  I  can  about  that  absorbingly  interesting  subject.  But  in 
paasing  let  me  say  this:  The  Treasury  struggled,  first,  to  finance  the  war  so  that  it 
should  be  won,  and,  second,  to  finance  it  without  avoidable  inflation.  There  was 
never  a  moment  when  the  latter  thought  was  not' in  the  minds  of  Treasury  officials; 
there  was  never  a  moment  when  the  American  people  did  not  know  that  their  duty 
^Tw  to  save  and  to  buy  Liberty  bonds  and  pay  taxes  with  their  savings.  The  methods 
chosen  by  the  Treasury,  the  Federal  Reserve  Board,  and  other  instrumentalities  of 
the  Government  to  combat  inflation  were  chosen  thoughtfully  and  were  on  the  whole 
vety  successful.  No  equal  financial  burden  was  ever  assumed  in  a  like  period  of 
time  by  this  or  any  other  Government  in  this  or  any  other  war,  yet  war  inflation 
here  was  lees  than  in  other  countries  including  nonbelligerents. 

But  inflation  did  come.  It  came  to  us  before  we  entered  the  war.  It  came  to 
Japan,  it  came  to  European  neutrals.  Inflation  came  because  the  world  was  wasting 
nwre  than  it  was  producing.  We  may  be  very  ingenious  in  our  methods  and  very 
^nae  in  our  policies,  but  they  could  not  solve  the  problem  presented  by  the  fact  that 
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the  world  waa  umnj?  up  more  than  it  was  producing.  It  is  exceedingly  important 
that  we  should  have  the  discussion  of  Federal  reserve  policies  we  are  having  to-day. 
But  it  is  more  important  that  we  should  realize  what  Federal  reserve  or  Treasury 
policies  will  not  do.  They  will  not  take  away  the  curse  of  war.  We  fought  a  great 
war.  We  are  proud  of  it  and  glad  of  it.  But  from  the  economic  point  of  view,  it 
^was  a  reckless  debauch,  and  the  people  ought  to  be  told  that  the  next  time  they 
■enter  upon  an  economic  debauch  they  must  pay  the  price,  and  the  price  will  be 
repstered  in  inflation.  We  must  not  delude  ourselves,  or  those  who  rely  upon  \a, 
with  the  belief  that  the  consequences  of  economic  waste  can  be  avoided  by  any 
iunount  of  wisdom  and  ingenuity  in  finance  or  banking. 

Having  thus  got  the  question  of  method  back  in  perspective,  let  us  consider  the 
Federal  Reserve  Board's  policies.  The  problem  of  credit  control  since  the  creation 
■of  the  Federal  reserve  system,  shortly  after  the  war  broke  out  in  Euroj^e,  has  passed 
through  four  phases:  (l)  Before  we  entered  the  war,  (2)  during  our  active  participi- 
tion  in  the  war,  (3)  tne  first  year  after  armistice,  and  (4)  the  present  readjustment 
period. 

Before  we  entered  the  war,  expansion  in  this  country  was  based  upon  the  impwta- 
•tion  of  gold  and  investment  securities.  The  Federal  reserve  system  was  as  powerless 
as  a  babe  unborn  to  prevent  it.  The  Federal  reserve  banks  were  hard  put  to  it  to  earn 
their  operating  expenses.  Member  banks  did  not  have  to  borrow  and  therefore  bank 
rates  could  not  be  effective. 

The  outbreak  of  the  war  in  Euroije,  prior  to  the  organization  of  the  Federal  reeene 
banks,  found  this  country  well  nigh  helpless  to  meet  the  financial  and  banking 
problems  thrust  upon  it.  New  York  City  nad  trouble  to  meet  its  foreign  obligations 
m  ^Id.  The  New  York  Stock  Exchange  was  closed  for  a  protracted  period  and  later 
hesitatingly  resumed  operations  under  careful  restrictions.  These  tningB  happened 
l>ecause  our  financial  system  was  in  its  infancy  and  notwithstanding  the  fact  that 
America  was  not  a  party  to  the  war.  It  was  not  long  before  the  Federal  reserve  system 
was  put  in  operation,  and  when,  nearly  three  years  after  the  outbreak  of  the  war  in 
Europe,  America  herself  entered  the  war  and  assumed  financial  burdens  of  unparalleled 
magnitude,  the  Federal  reserve  system  made  it  possible  for  us  to  meet  them  without 
financial  disturbance  and  without  embarrassment  of  the  Nation's  capacity  to  produce 
and  transport  war  materials  and  supplies.  The  Federal  reserve  authorities  nave  no 
need  to  shelter  behind  the  Treasury's  broad  shoulders  and  they  are  entitled  to  high 
praise  and  the  lasting  gratitude  of  the  American  people  for  the  important  port  they 
took  in  financing  the  great  war.  They  advised  the  Treasury  in  the  dark  days  of 
the  war.  Treasury  oincials  and  Federal  reserve  authorities  did  not  always  agree 
among  themselves  or  witJi  each  other,  but,  in  the  proud  record  of  the  Treasury,  as  well 
as  of  the  Federal  reserve  system,  members  of  the  Federal  Reserve  Board  and  govemois 
and  chairmen  of  the  Federal  reserve  banks  are  entitled  to  claim  a  share. 

After  we  entered  the  war  the  addition  of  this  Government's  buying  power  to  the  buy- 
ing power  of  the  Governments  of  Europe  created  a  wholly  abnormal  situation.  The 
-enthusiasm  of  our  War  Department  and  Navy  Department  was  unlimited.  Their 
orders  and  contracts  called  for  goods  and  services  far  in  excess  of  the  country's  capacitj- . 
During  the  whole  period  of  the  war  any  attempt  of  the  Federal  Reserve  Board  to 
control  credit  through  rates  would  have  been  futile.  The  Treasury  would  have 
had  to  meet  any  rate  Uiey  made  at  home,  and  the  Federal  reserve  bank  rate  could  have 
no  effect  upon  the  international  situation,  because  the  international  movement  of 
•goods,  gold,  and  capital  was  controlled  by  foreign  Governments  or  our  own  for  the 
purposes  of  the  war.  The  adoption  of  a  '*  dear  money  "  policy  during  the  war,  with  a 
view  to  preventing  inflation,  would  have  failed  of  that  purpose  unless  it  had  been 
-carried  to  such  an  extreme  as  to  bring  about  such  conditions  in  war  time  as  exist  to-dav, 
in  which  case  we  should  have  lost  the  war  and  would  have  had  to  inflate  afterward? 
in  order  to  pay  the  indemnity  which  Germany  would  have  imposed  upon  us.  No; 
you  can  not  use  rates  in  such  a  period  as  that  from  April,  1917,  to  November,  19IS, 
effectively  to  control  credit.  You  have  to  adopt  methods  such  as  were  adopted,  and 
with  a  very  extraordinary  degree  of  success.  The  response  which  the  American 
people  made  to  the  efforts  of  the  Treasury  and  Federal  Reserve  Board,  of  the  Liberty 
loan  and  war  8a^•ings  organizations,  of  the  Capital  Issues  Comnuttee,  of  the  Food  and 
Fuel  Administrations,  and  of  the  War  Industries  Board,  for  the  most  part  without 
compulsion  of  law,  to  conserve  capital,  credit,  goods,  and  services,  was  amazing  proof 
of  the  passion  with  which  the  people  entered  the  war.  They  worked  and  they  saved 
and  they  did  without  things,  and  they  are  entitled  to  be  proud  of  it. 

After  the  war  was  over  in  the  fighting  sense,  it  went  rignt  on  in  the  Treasury  sense. 
We  reached  the  peak  of  expenditures  in  the  three  months,  November  and  December. 
1918,  and  January.  1919.     We  spent  $2,000,000,000  a  month.    That  was  as  much  as  the 
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list  Liberty  loan  each  month.  Since  annistice  day  this  Government  has  paid  out 
IS  much  as  before  annistice  day,  $20,000^000.000  before  and  $20,000,000,000  after. 
The  gross  debt  of  the  Government  on  armistice  day  was  $18,000,000,000.  Nine  months 
ater  it  was  $26,500,000,000.  While  the  Government  debt  was  mounting  tJius,  the 
ame  condition  continued  which  had  existed  during  the  period  of  active  warfare.  It 
ras  no  more  practicable  to  exercise  control  of  credit  by  the  use  of  dear  money  than  it 
lad  been  before.  Indeed,  it  was  less  practicable,  because  the  enthusiasm,  devotion, 
ind  self-sacrifice  of  the  American  people  while  war  was  on  vanished  over  night  with 
Jie  signing  of  armistice.  The  bills  did  not  get  paid  any  easier,  but  a  good  deal  harder,  * 
because  the  Germans  had  capitulated. 

The  magnitude  of  the  Government's  expenditures  after  armistice  day  was  such 
liat  plans  had  to  be  made  for  funding  the  greater  part  of  them.  The  Victory  Liberty 
oan  was  floated  in  April  and  May,  1919,  successnilly,  and  a  large  part  of  the  after- 
ffiniatice  indebtedness  was  lodged  with  investors.  It  could  not  have  been  floated 
D  any  such  amount  upon  any  terms  in  a  period  of  dear  money.  If  it  had  not  been  for 
lie  Victory  loan,  the  floating  debt  would  have  amounted  to  more  than  $8,000,000,000 
)n  August  31,  1919.  You  can  not  have  credit  control  with  an  unmanageable  floating 
jovernment  debt.  If  the  Federal  Reserve  Board  had  prematurely  adopted  a  dear 
noney  policy,  they  woi^ld  have  rushed  into  the  difficult  position  in  which  unfortu- 
rntdy  tne  Bank  of  England  found  itself  because  the  British  floating  debt  had  gotten 
mt  of  hand.*' 

The  situation  I  have  described  did  not  really  end  on  August  31,  1919 — not  indeed 
intil  January,  1920.  Notwithstanding  the  success  of  the  Victory  loan,  it  was  not 
paid  for  in  full  until  the  latter  part  of  November,  1919,  nor  had  the  Fourth  Liberty  loan, 
Mued  in  the  fall  of  the  pre^'ious  year,  yet  been  paid  for  in  full;  and  the  Federal  Reserve 
Board  remained  in  a  difficult  position  with  respect  to  the  problem  of  credit  control 
m  this  account  and  on  account  also  of  the  fact  that  nearly  $2,000,000,000  of  Treasury 
^ficates  of  indebtedness  matured  within  six  weeks,  or  thereabouts,  in  December, 
1919,  Mid  January,  1920.  The  last  six  months  of  1919  were  therefore  trying  months, 
uid  the  Federal  reserve  authorities,  rightly  I  think,  moved  cautiously  in  the  use  of 
the  discount  rate,  testing  that  instrument  under  novel  conditions.  Early  in  Novem- 
t>er,  1919,  they  began  a  series  of  fractional  increases  in  rates,  but  notwithstanding 
that  caution,  a  quasi  panic  in  the  securities  market,  particularly  in  Government  bonds, 
ieveloped  in  the  lattt;r  part  of  November,  1919. 

There  were  a  number  of  other  obstacles  in  the  way  of  more  rapid  progress  in  estab- 
Mdjog  credit  control  during  that  period: 

The  Treasury  was  in  honor  bound  to  use  the  bond  purchase  fund  established  by 
^^ODgrosB  for  that  purpose  to  support  the  market  for  Liberty  bonds.  Thus  whatever 
pienore  upon  the  money  market  resulted  from  the  effort  of  the  Federal  reserve  au- 
thorities to  control  credit  was  automatically  relieved  by  the  Treasury.  It  is  note- 
iforthy  that  efforts  to  control  credit  never  ^ve  any  sign  of  becoming  effective  until 
^  April,  1920,  the  Treasury's  moral  obligation  having  been  satisfied,  it  discontinued 
purchases  for  the  bond  purchase  fund. 

The  Federal  reserve  authorities  had,  wisely  I  think,  undertaken  the  task  of  creating 
imarket  for  acceptances,  but  in  the  enort  to  do  so  had  felt  it  necessary  to  take  accept- 
UKSB  at  an  artificially  low  rate. 

An  anangement  had  been  entered  into  during  the  war  by  which  an  increase  in  the 
clearing  bsmka'  rate  on  interbank  dejKmts  would  result  from  any  increase  in  the 
FeBenre  banks'  90-day  rate  on  commercial  paper.  It  was  eenerally  agreed  that  such 
wtt  increase  in  the  rate  upon  interbank  deposits  would  be  harmful  to  the  whole  situa- 
to,  but  the  Federal  reserve  authorities  did  not  find  it  possible  to  eliminate  this 
urangement  until  January,  1920. 

The  effort  to  eliminate  the  differentials  in  favor  of  loans  on  Government  securities, 
»hidi  had  much  to  commend  it  from  a  theoretical  point  of  view,  placed  the  Federal 
'^Berve  system  in  a  dilemma  between  subsidizing  inflation  by  maintaining  a  rate 
laoch  below  the  market  on  commercial  paper,  or,  on  the  other  hand,  creating  a  dis- 
ttter  in  the  market  for  Government  securities.    It  was  finally  solved  in  January, 

J*Eooiiomist,  London.  Jan. 24, 1920,  p.  113:  "Plenty  of  money  and  a  consequent  demand  for  bills  have 
^  the  chief  features  of  the  internal  history  of  the  money  market.  The  plenty  may  be  attributed  to  the 
'fvh  creation  of  ways  and  means  advances,  necessitated  by  the  maturing  of  more  Treasury  bills  than  were 
applied  for.  By  this  process,  as  we  have  frequently  pointed  out,  dealers  in  and  users  of  credit  can  now  at 
^  Uioe obUse  the  Government  to  create  more  '(»sn  at  the  bank'  by  the  weapon  that  they  hold  in  the 
Httpe  of  one  thoosand  millions  odd  Treasury  bills  outstanding.  Thus  the  powers  that  be  can  make  money 
^  by  payiof  more  for  it,  but  they  can  not  make  it  really  scarce  until,  by  taxation  or  otherwise,  they  have 
^uoed  the  elfeetiveness  of  this  weapon.'' 
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1920,  subordinatins;  theory  to  the  practical  requirements  of  the  situatum,  by  eHevii- 
ing^the  commercial  rate  considerably  more  than  the  rate  on  war  paper." 

Though  something  may  be  said  for  the  view  that  in  the  latter  part  of  1919  there 
might  have  been  a  somewhat  earlier  and  greater  advance  in  rates  on  commerciil 
pvpQT  and  in  the  open  m]irket  buying  rates  for  acceptances,  my  own  judgment  is 
that  this  is  a  question  of  detail  rather  than  of  substance,  and  that  the  effort  to  make 
money  really  dear  before  January,  1920,  when  the  Government  was  first  able  to 
reduce  its  floating^  debt  to  manageable  amounts  and  maturities,  would  have  risked 
more  than  it  could  have  hoped  to  g^. 

During  the  whole  of  1919  the  continuance  of  war  expenditures  and  policies  by  the 
other  departments  of  our  Government,  such  as  the  War  and  Navy  Departmenta, 
the  Shippin<^  Board,  and  the  Food  and  Railroad  Administrations,  and  the  expendi- 
tures of  foreign  Governments  out  of  loans  made  by  the  Treasury  in  pursuance  of 
credits  or  commitments  previously  made,  continued  the  abnormal  demand  for  eoods 
and  services  and  the  inBation  of  prices  and  wages,  and  of  the  public  debt.  Prof. 
Spr^ague  spoke  of  one  instance:  The  re^ettable  fact  is  that  the  Government  of  the 
United  States  continued  to  furnish  railroad  transportation  at  less  than  cost  until 
September  1.  1920,  nine  months  after  the  Federal  Reserve  Board  adopted  its  dear 
money  policy,  and  continues  to-day  to  lend  money  to  the  railroads  at  leas  than  cost 
and  much  less  than  the  market  rate. 

On  the  other  hand,  the  removal  by  the  Treasury  and  the  Federal  Reserve  Board 
of  the  gold  embargo  immediately  after  the  Victory  loan  was  the  most  important  and 
effective  step  toward  deflation  taken  in  1919. 

During  the  latter  half  of  1919  the  Federal  Reserve  Board  attempted  to  deal  with 
the  problem  of  inflation  by  what  Dr.  Miller  has  called  ''direct  action.''  It  was  ap- 
parent that  because  of  the  gold  embargoes  maintained  by  practically  every  coun^ 
except  the  United  States,  and  because  of  other  extraordinary  conditions,  an  ipaem 
in  the  reserve  banks'  rates  could  not  operate  upon  the  international  situation,  in 
accordance  with  the  prewar  classical  example  of  the  Bank  of  England,  for  instance, 
either  to  cause  the  importation  or  curtail  the  exportation  of  gold  or  to  curtail  the 
importation  or  increase  the  exportation  of  commodities.  An  increase  in  rates  could 
operate  solely  upon  the  domestic  situation,  and  with  painful  results.  Undtf  these 
circumstances  the  Federal  Reserve  Board  was,  I  think,  bound  to  make  the  effort  to 
deal  with  the  problam  by  direct  action.  As  a  matter  of  fact,  it  was  not  until  the 
spring  of  1920,  when  both  direct  action  and  dear  money  were  in  full  effect,  that  the 
reserve  system  was  able  to  get  any  control  of  credit.'* 

A  dilculty,  pacuUar  to  this  country,  in  the  wav  of  the  successful  exercifle  of  credit 
control  by  the  Federal  Reserve  Board,  whether  by  direct  action  or  by  dear  money. 
Ues  in  the  fact  that  there  are  some  30,000  banks  and  trust  companies  in  the  country 
of  which  only  some  10,000  are  members  of  the  Federal  reserve  system,  and  that  non- 
member  banks  and  nonborrowing  member  banks  possessed  an  enormous  capacity 
for  exp  ansion  independent  of  the  Federal  reserve  system . 

When  in  January,  1920,  the  Government's  floating  debt  had  at  last  been  reduced 
to  manageable  amounts  and  maturities,  but  the  hoped  for  liquidation  did  not  mate- 
rialize, the  Federal  Reserve  Board  proceeded  with  vigor  to  control  credit  through  rat^ 
There  was  no  reluctance  about  the  Treasury's  acquiescence  in  this  change  in  the 
discount  policy  of  the  Federal  Reserve  Board.*  On  the  contrary,  the  Treasury  strwiglv 
advised  tne  6  per  cent  rate  which  was  adopted  in  January,  and  the  7  per  cent  rate 
which  was  adopted  in  May,  1920. 

In  thus  advancing  rates  the  Fedeml  Reserve  Board  proceeded  wisely  and  courage- 
ously in  the  effort  to  control  expansion.    With  equal  wisdom  and  courage  it  has  not 

w  The  Federal  reserve  banks'  holdings  of  paper  secured  by  Govwnmont  war  obligations  reached  tMr 
peak  on  May  ifi,  1019  (Just  before  the  date,  May  20,  1919,  when  the  first  payment  on  the  Victory  low 
reached  the  Federal  reserve  banks),  when  the  amount  of  su(^  paper  was  $1,863,000,000.  On  tbe  same 
date,  May  16.  1919,  tbe  Federal  reserve  banks'  holdings  of  commercial  paper,  including  bills  booglit  Id 
the  open  market,  were  at  about  low-water  mark,  $359,000,000.  Since  May  16, 1919,  therp  has  been  a  prtfty 
cDntinuous  contraction  in  their  holdings  of  paper  securei  by  Government  war  obligations  and  expaitftoi 
in  their  holdings  of  commercial  paper.  On  D^^mber  26, 1919,  war  paper  had  been  reauoed  to  $1  ,S1O,OQ0  OOS. 
but  commercial  paper,  including  acceptances,  had  increased  to  $1,270,000,000.  On  December  3, 1920,  v%r 
paper  had  been  reduced  to  $1,161,000,000,  but  commercial  paper  had  increased  to  $l,A59,000,000. 

"The  Economist,  which  has  boon  a  consistent  critic  of  the  Bank  of  England's  dear  money  policy,  pats 
the  argument  for  direct  action  briefly  in  its  issue  of  January  3, 1920,  page  3,  as  follows:  "In  <Ma  da^  wbao 
the  gold  standard  was  efTe:tive,  raising  money  rates  at  a  time  of  undue  credit  expansion  used  to  incre«« 
the  basis  of  credit  by  bringing  us  gold.  In  these  times  no  such  effect  can  be  counted  on.  and  tbe  hightf 
price  th^t  has  to  be  piid  for  money  by  speculators  in  securities  and  commodltiGs  has  little  effect  upoo 
them  in  view  of  the  great  fluctuations  m  prices  and  the  lagre  profits  that  these  fluctuations  bring  tbem. 
If  credit  is  to  bo  reserved  for  producers  and  distributors  of  necessaries  and  restricted  for  those  who  are 
hoi  Ung  up  commodities,  this  end  would  seem  to  be  best  accomplished  by  joint  aotioa  on.  tbe  part  of  tbe 
banks/' 
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attempted  to  prevent  it;  and  by  permitting  rates  to  remain  below  the  open  market 
rates  and  credits  to  be  expanded  during  the  period  of  deflation  of  prices,  it  has  pre- 
vented the  present  business  depression  from  d^enerating  into  an  ola-fashioned  panic. 

The  experiment  made  in  1920  of  establishing  penal  rates  for  excessive  borrowings 
was  well  worth  trying.  It  may  be  questioned,  however,  whether  experience  has 
justified  it.  Certainly  the  adoption  ot  the  system  of  penal  rates  in  a  given  Federal 
reserve  district  does  not  iustify  the  maintenance  of  a  basic  rate  in  that  district  lower 
than  the  rate  maintained  by  reser\'e  banks  of  neighboring  districtp  or  of  the  financial 
centers  of  the  country. 

Turning  now  to  the  future  of  Federal  reserve  policy: 

I  share  Dr.  Miller's  objection  to  Prof.  Sprague's  suggestion  that  Federal  reserve 
rates  should  be  determined  by  price  movements.  There  is  no  man,  or  group  of  men, 
to  whom  the  American  people  will,  or  should,  accord  the  right  to  determine  whether 
they  shall  be  prosperous  or  miserable,  whether  they  shall  have  high  prices  or  low 
prices,  whether  they  shall  have  good  times  or  bad  times.  The  day  Prof.  Sprague's 
suggestion  is  adopted  by  the  Federal  Reserve  Board  marks  the  end  of  the  Federal 
res^^e  system.  It  would  be  absurd  for  the  Federal  Reserve  Board  to.  ignore  price 
movements  as  symptoms  of  the  general  situation,  but  it  can  not  base  its  discount 
policy  upon  them. 

On  the  other  hand,  the  reserve  alone  is  not  an  adequate  guide.  The  obvious  first 
principle  is  that  the  discount  rate  should  be  above  the  market  rate,  whether  in  con- 
sequence of  the  ele\'ation  of  the  reserve  banks'  rates  or  the  depreciation  of  market 
rates.  When  it  is  possible  to  bring  about  this  condition,  it  will  be  the  first  duty  of  the 
Federal  reeerve  authorities  to  see  to  it  that  the  command  thus  obtained  of  <iedit  is 
Uttintained.  When  the  reserve  banks'  rates  are  above  the  open  market  rates,  they 
will  exert  an  automatic  pressure  on  the  banks,  which  can  not  be  expected  to  meet 
their  customers '  demands  habitually  at  a  loss.  It  is  true  that  under  normal  conditions 
a  central  bank's  rate,  even  when  it  is  above  the  market  rate,  is  not  always  effective. 
Ab  I  have  pointed  out,  the  reserve  banks'  rates  were  ineffective  before  we  entered 
the  war.  But  that  situation  need  not  concern  us  now  nor  for  a  long  time  to  come,  I 
imagine.  It  can  not  happen  until  the  production  and  saving  of  real  wealA  haAe 
made  good  the  war's  waste,  and  the  independent  resources  of  the  banks  suflBce  for  the 
nomuu  requirements  of  their  customers.  Then  the  member  banks'  dependence  upon 
the  Federal  reserve  system  will  be  as  it  should  be,  seasonal  or  occasional,  and  not 
babitual.  Until  then  the  market  rates  will  tend  to  maintain  themselves  above  reserve 
bank  rates  automaticallv,  unless,  of  course,  panic  rates  should  be  established,  and  we 
may  be  confident  that  they  will  not  be. 

If  the  reserve  gets  big  enough  to  be  embarrassing,  the  best  cure  for  the  situation 
which  will  then  arise  is  to  pay  out  gold  and  gold  certificates,  and  restore  them  to 
circulation.  Currency  and  creait  have  been  expanded  by  the  Federal  reserve  system, 
both  because  of  the  economy  in  the  use  of  the  reserve  permitted  by  the  Federal  reserve 
act  and  because  of  the  withdrawal  of  gold  and  gold  certificates  from  circulation  in  this 
country  and  the  substitution  of  Federal  reserve  notes  requiring  only  a  40  per  cent 
reserve.  We  shall  not  have  restored  our  prewar  financial  strength'  until  we  have 
returned  to  circulation  the  gold  and  gold  certificates  withdrawn  during  the  war  and 
since,  and  thus  recreated  the  greatly  depleted  '* secondary'  reserve."  To  the  extent 
that  gold  and  gold  certificates  are  thus  restored  to  circulation  and  Federal  reserve 
notes  withdrawn,  the  practical  importance  of  the  obiection  raised  by  Prof.  Sprague 
and  Dr.  Miller  to  the  Federal  reserve  note  as  a  creait  note,  as  compared  with  the 
Bank  of  EngUuid  note  as  a  gold  note,  will  be  reduced. 

In  conclusion:  Vastly  important  as  are  these  questions,  more  important  b^  far  is 
the  fact  that  to-day  the  governments  of  the  world  are  busily  engaged  in  dissipating 
the  resources  of  the  people  of  the  world;  and  the  Government  of  the  United  States  of 
America  is  not  guiltless.  Just  so  long  as  we  enroll  armies  and  build  navies  in  prepara- 
tion for  future  wars,  as  men  rush  to  Washington  for  relief  and  for  special  privileges, 
just  Bo  long  will  the  fabric  of  the  economic  state  be  in  peril.  There  is  nothing  that 
economists  can  do,  nothing  that  the  American  people  can  do  to  save  themselves, 
except  demand  that  the  waste  of  public  funds  shjul  stop — that  there  shall  be  no  more 
militarism,  no  more  subsidies  or  doles. 

The  Federal  reserve  authorities  have  stood,  during  the  three  or  four  years  of  my 
acquaintance  with  them,  for  sound  things  in  finance,  tor  sound  things  in  banking  and 
currency.  They  are  entitled  to  the  support  of  all  gtx)d  citizens,  because  they  stand 
fo-day  with  their  shoulders  squared  a^inst  the  winds  of  popular  stupidity,  of  political 
ingenuity,  and  of  selfish  interest.    Give  them  your  support. 
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[Reprinted  from  the  American  Eoonomic  Review,  June,  1921.] 

Federal  Reserve  Policy. 

[  A.  C.  Miller,  Federal  Reserve  Board,  Washington,  DC] 

The  acute  distreee  and  the  economic  hardship  resulting  from  the  business  and  price 
recession  movements  of  the  past  eight  months,  which  have  been  experienced  m  all 
sections  of  the  country,  have  drawn  attention  to  the  Federal  reserve  system  to  a 
degree  not  hitlierto  experienced  and  have  made  the  operations  and  methods  of  the 
Federal  reserve  banks  a  matter  of  widespread  public  interest.  The  growing  apprecia- 
tion of  the  fact  in  the  past  few  months— even  in  sections  of  the.  country  where  astrong^ 
disposition  was  manifested  last  autumn  to  charge  the  FedersJ  reserve  system  with 
responsibility  for  the  collapse  of  prices — that  the  recent  liquidation  movement  has,  in 
the  main,  proceeded  from  world-wide  economic  causes  and  is  incident  to  the  general 
economic  readjustment  made  necessary  by  the  profound  economic  disturbances 
worked  by  the  war  has  done  much  to  cla^y  the  atmosphere  and  to  make  the  momeat 
favorable  for  a  review  and  discussion  of  Federal  reserve  policy  and  practice.  While 
there  is  every  reason  to  believe  that  the  first  and  worst  stage  of  the  postwar  economic 
readjustment  is  near  its  close,  there  is  enough  likelihood  of  further  periods  of  eco- 
nomic difficulty  and  strain  in  the  process  of  completing  the  general  readjustment  to 
make  it  a  matter  of  great  public  concern  to  consider  how  the  Federal  reserve  system 
may  best  function  in  assisting  the  industry,  trade,  and  business  of  the  country  through 
such  further  periods  of  uncertainty  and  pressure  as  may  occur. 

It  is  but  little  more  than  six  years  since  the  Federal  reserve  system  was  organized 
and  began  operations  on  a  modest  scale.  In  that  brief  period  of  time  it  has  had  to 
meet  a  greater  variety  of  conditions  and  problems  than  have  ever  confronted  uy 
system  of  reserve  banking.  Since  the  armistice  it  has  had  to  cope  with  economic 
and  financial  problems  of  unprecedented  magnitude  and  great  complexity.  It  has 
rendered  continuously  the  greatest  assistance  to  the  Treasury  in  making  shcHt-tenn 
borrowings.  It  has  provid^  the  credit  bams  for  financing  our  enormous  exports  on 
credit  to  Europe.  It  is  primarily  to  its  steadying  and  moderating  influence  thai  the 
drop  in  prices  during  the  past  eight  months  did  not  eventuate  in  a  complete  and 
disastrous  collapse.  All  of  these  things  have  been  accomplished  without  ever  for  a 
moment  putting  the  maintenance  of  the  gold  standard  or  the  solidity  and  integrity 
of  our  system  in  jeopardy.  These  things  augur  well  for  the  future  of  reserve  banking 
in  the  United  States.  The  Federal  reserve  system  has  met  its  first  searching  tests  oo 
the  whole  with  remarkable  success.  The  fact,  moreover,  that  in  the  heat  of  a  presi- 
dential campaign,  in  which  the  attitude  and  methods  of  the  Federal  resen^e  svstem 
were  frequently  the  subject  of  bitter  attack  in  sections  of  the  country  which  felt  in 
a  peculiarly  high  de^ee  the  impact  of  the  price-recession  movement,  it  did  not  yield 
to  sectional  or  political  pressure  of  any  character,  has  done  much  to  set  at  r^t  the 
doubt,  often  expressed  at  the  inception  of  the  system,  as  to  whether  any  system  oi 
reserve  banking  under  governmental  supervision  could  be  fully  succeasfiil  in  the 
United  States  because  of ''politics." 

A  great  banking  system  is  not,  however,  to  be  regarded  as  a  ready-made  contrivance. 
The  legislator  can  frequently  foresee  much  and  the  law  can  do  much  to  make  provision 
for  future  contingencies  and  establish  safeguards  against  future  temptations;  but  when 
all  is  done  that  can  wisely  be  done  by  legislative  prescription  and  legislative  safe- 
guards, it  still  remains  true  that  a  great  banking  system  must  be  lai]|ely  the  resolt 
of  growth  and  development  in  the  course  of  shaping  its  policies,  devising  methods, 
promoting  practices,  and  adapting  its  operations  to  the  exigencies  of  differing  situa- 
tions as  they  arise.  Such  is  peculiarly  the  case  at  the  present  time.  The  Fedeial 
reserve  system  must  learn  its  ways  and  get  its  gait  in  a  world  more  profoundly  dis- 
turbed financially,  economically,  socially,  and  politically  than  ever  before.  Severe, 
therefore,  as  are  the  tests  which  Uie  system  has  already  had  to  meet,  the  developmental 
stage  may  not  yet  be  said  to  be  over.  Traditional  methods  of  reserve  bankmf,  de- 
ydoped  m  the  experience  of  Europe,  can  not  be  mechanically  adopted  in  the  admin 
istration  of  the  Federal  reserve  system.  Much  pioneer  work  in  blazing  new  pttju 
must  therefore  needs  be  done  by  those  who  are  guidii^  its  development,  and  they  wil^ 
need  all  the  help  they  can  get  from  enlightened  discussion  and  laige-ndnded  con- 
sideration of  their  problems.    Recalling  Bagehot's  penetrating  observation  that  "the 
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abstract  thinVing  of  the  world  is  never  to  be  expected  from  persons  in  high  places''  ^* 
and  recalling  iJso  how  much  the  development  of  the  Englisn  banking  system  in  the 
nineteenth  century  owed  to  scientific  economic  discussion,  it  is  much  to  be  desired 
that  American  economists  who  are  interest^  in  problems  of  credit  and  banking  or  in 
the  bearing  of  credit  administration  ui>on  economic  conditions  should  give  close 
thought  to  Federal  reserve  problems.  It  is  for  this  reason  that  Dr.  O.  M.  W.  Spiague's 
notable  examination  of  the  discount  policy  of  the  Federal  reserve  banks  ^  is  par- 
ticularly welcome.  His  paper  serves  well  as  a  point  of  departing  for  (1)  a  review  of 
Federal  reserve  policy  in  the  past  and  (2)  a  consideration  of  factors  and  difficulties 
that  will  have  to  be  reckoned  with  in  adjusting  the  methods  and  operations  of  the 
Federal  reserve  banks  in  the  future  to  new  conditions  and  altered  circumstances. 

I.  Leaving  out  o!  consideration  many  minor  but  by  no  means  unimportant  featuref^ 
cf  Federal  reserve  policy  in  order  to  concentrate  attention  upon  more  fundamental 
aspects,  it  may  be  said  that  the  three  chief  elements  of  the  policy  of  a  central  bank 
or  system  of  reserve-holding  institutions  are  beet  disclosed  m  connection  with  the 
attitude  adopted  toward  (1^  gold,  (2)  currency,  (3)  credit. 

While  thus  boparately  enumeratea,  however,  the  policies  pursued  with  respect  to 
gold,  currency,  and  credit  by  the  Federal  reserve  banks  are  not  to  be  reearded  as 
separate  and  imrelated  policies,  but  as  closely  complementary  and  integral  parts  of 
Federal  reserve  policy.  It  would  perhaps  be  nearer  the  truth  to  say  that  the  policy 
pursued  with  respect  to  gol  i  and  the  policy  pursued  with  respect  to  currency  are 
dements  in  the  policy  pursued  with  respect  to  credit,  the  regulation  of  the  flow  and 
volume  of  credit  oeing  in  the.last  analysis  the  primary  function  of  the  Federal  reserve 
banks.  Whatever  policy  the  Federal  reserve  s^'Btcon  may  pursue  with  respect  te 
ei&er  gold  or  currency  must  take  its  color  and  occasion  from  the  policy  pursued  with 
respect  to  credit,  and  such  has  been  the  case  in  the  past. 

GOLD  POLICY. 

1.  The  first  phase  of  the  Federal  reserve  system's  polic>r  with  reference  to  gold  was 
developed  in  conne<:tion  with  the  heavy  infiux  of  gold  which  set  in  toward  our  shores 
soon  after  the  beginning  of  the  European  war,  and  which  up  to  the  end  of  the  year 
1916  added  approximately  11,200,000,000  to  our  aational  monetary  stock,  fhe 
Federal  reserve  banks  at  this  time  not  being  possessed  of  any  ready  or  adequate 
method  of  impounding  this  redundant  gold,  the  Federal  Reserve  Board  recommended 
in  1910  an  amendment  to  our  banking  statute  giving  the  board  the  power  to  raise  the 
reserve  requirements  of  member  banks.  The  object  sought  was  to  prevent,  when 
and  as  it  seemed  desirable,  the  new  gold  which  was  accumulating  i  i  the  vault  reservee 
of  member  banks  horn  becoming  the  basis  of  an  undesirable  expansion  of  credit.  It 
will  be  recalled  that  at  this  time  the  Federal  reserve  bauKS  were  operating  under  the 
terms  of  the  Federal  reserve  act  as  originallj'  enaote^i,  the  require''  reserves  of  member 
banks  being  carried  partly  with  reserve  banks  as  balances,  partly  in  the  vaults  of 
member  banks,  the  remainder  at  the  option  of  the  member  banks  being  carried  either 
in  their  own  vaulta  or  with  ^e  reserve  banks.  It  was  hoped  that  a  sufficient  number 
of  the  leading  member  banks  would  appreciate  the  need  of  cooperation  with  the 
board's  purposes  in  preventing  the  abnormal  increase  in  our  gold  suppl^^  from  provid- 
ing a  basis  of  inflation,  to  secure  their  support  for  this  amendment.  This  amendment 
faiued,  but  in  September,  1916,  the  Federal  reserve  act  was  amended  so  as  to  permit 
member  banks,  at  their  option,  to  carry  the  whole  of  their  reauired  reserves  as  balancee 
with  the  Federal  reserve  banks.  The  object  of  this  amenoment  was  to  concentrate 
a  larger  portion  of  the  actual  gold  reserves  of  member  banks  in  the  hands  of  the  Federal 
ree^ve  oanks.  In  brief,  these  first  phases  of  the  Federal  reserve  system's  gold  policy 
developed  out  of  its  credit  policy  as  a  method  of  restraining  undue  and  unnecessary 
expansion  of  credit  at  a  time  when  the  reserve  banks  had  not  yet  attained  a  position 
where  tiey  could  exercise  any  effective  control  over  the  course  of  the  country** 
credit  operations  by  discount  rates. 


uReferenoe:  Lombard  Street,  by  Walter  Bagehot.  p.  179.  The  v^ole  passage  with  reference  to  the- 
mtr  maoagement  of  the  reserve  of  the  Bank  of  Eneland  is  worth  qaoting;  "•  i  •  the  directors  of  the 
Btnk  of  England  wer«  neither  acquainted  with  ri^t  principles  nor  were  they  protected  by  a  iudidoiu 
roatine.  They  could  not  be  expected  themselves  to  discover  such  principles.  The  abstract  thinking  of 
Uie  world  is  never  to  be  expected  from  persons  in  high  places;  the  administration  of  first-rate  current 
tnitsactions  is  a  most  engrossing  business,  and  those  charged  with  them  are  usually  but  little  inclined  to 
tUnk  on  points  of  theory,  even  when  suoo  thinking  most  nearly  ooooems  those  transactions.  No  doubt 
vhsQ  men's  own  fortunes  are  at  stake,  the  instinct  of  the  trader  does  somehow  anticipate  the  conclusions 
of  the  closet.  But  a  board  has  no  instincts  when  it  is  not  getting  an  income  for  its  members  and  when  it 
is  only  disdiarging  a  duty  of  oAoe." 

>*1b  the  American  Economic  Review  for  ICarch,  1921 »  p.  16. 


Digitized  by 


Google 


480 


AORTCULTURAL  INQUIRY. 


The  following  table,  which  sets  forth  chanj^es  in  the  leading  items  of  the  Federal 
reserve  banks*  condition,  shows  the  changes  m  the  system's  gold  position  to  the  end 
of  March,  1921: 

[In  millions  of  dollars.] 


Date. 


Nov.  27, 1914 

End  of  March,  1917 

End  of  May,  1919 

End  of  March,  1920 

End  of  March,  1921 

Chances  for  period: 

Nov.  1. 1914,  to  end  of  March.  1917 


End  of  March,  1917,  to  end  of  May,  1919. 
End  of  May,  1919,  to  end  of  March,  1920. 
End  of  March,  1920,  to  end  of  March,  1921 . 


+1,189 

-  29 

-  404 
+    376 


General  j 

stock 

of  gold 

intfnited 

States. 


Federal  reserve 
banks.i 


Gold 


1,835  <  228 

3,089  I  938 

3,092  2,188 

2,662  '  1,935 

3,001  ;  2,222 


Totalcash 
reserves. 


Net 
deposits  , 

and  Beservt 
notelia-  ratio.^ 
biUties.1 


+1,254 
+  3 
-  480 
+    330 


+  710 
+1,250 
-  253 
+    287 


262 

947 

2,255 

2,057 

2,487 

+  685 
+1,308 
-    198 

+ 


I 


2S2 
1,065 
4,350 
4,821 
4,585 

+  813 
+3,285 
+  4n 
-    236 


lOiZ 

81110 
5LS 
42.7 
53.1 

-15.J 
-37.2 

-9.1 

+ia4 


1  Bank  flgares  relate  to  the  last  Friday  of  the  month,  except  those  of  March.  1921,  which  are  as  of  Mar. 
31;  deposit  liabilities  and  reserve  percentages  have  been  figured  on  a  uniform  basis  throughout  the  tablt. 

The*  next  phase  of  the  Federal  reserve  sjrstem's  gold  policy  came  with  our  eotiy 
into  the  war  in  1917.  The  note-issue  provisions  of  the  Federal  reserve  act  were  theo 
liberalized  so  as  to  permit  the  direct  issue  of  the  Federal  reserve  notes  against  gold  &5 
collateral  security,  the  gold  thus  held  as  security  in  the  Federal  reserve  agent's  depart- 
ment  being  counted  as  reserve  reauired  against  Federal  reserve  notes:  and  the  pro- 
visions concerning  member  banks  reserves  were  changed,  first,  by  reducing  tndr 
required  reserves,  and,  second,  by  requiring  that  their  reserves  should  all  be  carried 
as  cash  balances  with  Federal  reserve  bar^.  The  object  of  these  changee  was  to 
enable  the  Federal  reserve  system  to  strengthen  itself  ag;ainst  the  credit  dCTnands 
which  it  was  foreseen  the  war  into  which  we  were  entering  would  occasion.  The 
policy,  in  brief,  was  to  impound  as  much  of  the  stock  of  monetary  gold  in  the  counti)- 
as  p<xtsible  in  the  Federal  reserve  system,  where  it  would  supply,  as  circumstances 
made  it  necessary,  an  adequate  gold  basis  for  an  enlarged  issue  of  Federal  re8er\'e 
notes  and  reserve  deposit  credit  in  connection  with  the  vast  loan  and  financial  openL- 
tiona  of  the  war.  Here  again  the  gold  policy  of  the  Federal  reserve  system  is  to  be 
interpreted  in  the  li^ht  of  its  attitude  toward  credit  conditions  and  needs.  Just  af 
in  the  first  phase  of  its  ^Id  policy  its  objective  was  to  restrain  credit  expansion  at  a 
time  when  such  expansion  was  not  nece^ary,  so  now  its  objective  was  to  provide  an 
ampler  base  for  credit  expansion  in  view  of  the  changed  situation  and  its  credit 
requirements. 

The  next  important  phase  of  the  gold  policy  of  the  Feaeral  reserve  svstem  came 
in  1919  with  the  lifting  of  the  embargo  on  the  exportation  of  gola  in  June  of  that 
year  on  the  recommendation  of  the  Federal  Reserve  Board.  The  embargo  on  gold 
was  not  originally  imposed  at  the  instance  of  the  Federal  Reserve  Board,  although 
the  board  was  charged  with  the  responsibilitAr  of  administering  it.  When  one  form 
after  another  of  tie  various  controls  which  had  been  set  up  over  industry,  tnde. 
transportation,  fuel,  etc.,  began  to  fall  away  in  1919,  the  Federal  Reserve  Board 
recommended  a  lifting  of  the  gold  embargo,  although  the  Federal  reserve  system 
was  still  confronted  with  the  credit  problems  of  the  Treasury  and  had  not  yet  od 
accoimt  of  the  Treasury  financii^,  regained  a  normal  control  of  its  discount  operations 
and  its  discount  policy .  At  a  time  when  it  was  virtually  helpless  to  influence  the 
course  of  the  money  market  by  the  adjustment  of  discount  rates  co  actual  conditions, 
it  sought  to  exercise  what  influence  it  could  over  th^  expansion  of  banking  credit 
in  the  year  1919  by  permitting  the  exportation  of  gold,  and  thus  exposing  the  gold 
reserve  of  the  Federal  reserve  jystem  to  depletion  by  foreign  drains.  The  loss  of 
gold  from  the  country  thus  occasioned  to  the  end  of  the  year  1919  amounted  to  $322.- 
000,000,000.  The  loss  occasioned  to  the  Federal  reserve  system  amoimted  to  $125.- 
000,000,  and  helped  to  brini;  nearer  the  day  when  the  Feaeral  reserve  banks  must 
be  permitted  to  resume  their  normal  relation  to  the  money  market  and  to  ezerdse 
a  control  through  discoimt  rates.  Thus  again  it  appears  that  the  gold  policy  of  the 
Federal  Reserve  Board  was  a  reflection  ot  its  attitude  toward  creoit  conditions,  al- 
though an  important  consideration  in  the  lifting  of  the  gold  embaijapo  was.  also,  the 
desire  to  maintain  and  upbuild  American  financial  prestige  by  restoring  to  Uie  Am«i- 
can  market  the  character  of  a  free  gold  market. 
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2.  There  was  little  occasion,  during  the  first  years  of  the  Federal  reserve  system, 
for  the  Federal  Reserve  Board  to  develop  a  currencjr  policy.  Accoraing  to  the 
original  conception  of  the  Federal  reserve  act,  and  in  view,  further,  of  the  tact  that 
at  the  time  of  the  organization  of  the  new  s>stero  the  country  was  supplied  with  a 
large  volume  of  currency  in  the  form  of  national  bank  notes,  the  Federal  reserve 
note  was  regarded  as  a  means  of  satisfying  seasonal  or  emergency  requirements  for 
additional  circulation'  When  the  great  gold  infiux  set  in,  in  1915,  the  Fedd^  reserve 
system  pursued  the  policy  of  issuing  Federal  reserve  notes  in  exchanjge  for  gold, 
and  the  Federal  reserve  note,  up  to  the  time  of  our  entry  into  the  war  m  1917,  was 
in  effect  a  eold  certificate.  The  object  sought  in  this  policy,  especially  in  view  of 
the  extraorainary  character  of  the  shifting  of  the  world's  stock  of  monetary  gold 
then  in  progress  as  an  incident  of  the  war,  was  to  treat  the  reserve  banks  as  reposi- 
tories of  gold  against  the  day  when  it  seemed  reasonable  to  expect  that  the  largest 
portion  or  our  new  acauisitions  of  ^Id  would  fiow  back  to  Europe,  and  was  also  in 
nirtherance  of  the  early  credit  policy  of  the  board,  already  described.  Under  the 
terms  of  the  Federal  reserve  act,  Federal  reserve  notes  were  not  available  as  legal  reserve 
money  to  member  banks.  One  of  the  practical  effects,  therefore,  of  the  issue  of  Fed- 
eral reserve  notes  in  exchange  for  gold  was  the  withdrawal  of  this  gold  from  ordinary 
banking  use,  particularly  from  member  bank  reserves,  where  its  accumulation  was 
already  banning  to  work  an  undue  expansion  of  credit.  In  brief,  currency  policy 
was  developed  upon  lines  paralleling  the  Federal  reserve  system's  credit  policy, 
^ch,  as  aireaay  stated,  was  aimed,  at  this  time,  at  a  control  of  credit  expansion, 
tile  oLtuation  not  yet  having  developed  to  a  point  where  the  traditional  method  of 
thd  control  of  expansion  by  means  of  discount  rates  coula  be  made  effective. 

During  the  period  between  the  end  of  November,  1914,  and  the  end  of  March, 
1917,  net  imports  of  sold  into  the  United  States  amounted  to  $1,189,000,000  while 
the  increase  m  the  gold  held  bv  the  reserve  banks  and  the  reserve  agents  was  about 
$710,000,000.  The  difference  between  these  two  amounts  represents  additions  to 
the  gold  holdings  of  national,  nonnational,  and  private  banks,  to  gold  held  earmarked 
fori oreign  account,  and  to  gold  in  circulation.  It  appears,  therefore,  that  even  before 
the  entry  of  the  United  States  into  the  war,  the  larger  part  of  the  gold  coming  into 
this  comitry  found  its  way  into  the  Federal  reserve  banks  and  was  impounded  there. 

After  we  entered  the  war  and  the  Federal  reserve  act  was  liberalized  in  its  note 
israe  provision,  the  board  systematically  continued  the  policy,  already  noted  in  con- 
nection with  the  discussion  of  its  gold  policy,  of  impounding  ^Id  in  exchange  for 
Federal  reserve  notes.  It  was  expected  that  the  gold  thus  acquired  would  be  needed 
in  the  process  of  providing  the  credit  facilities  necessary  for  miancing  the  war  and  in 
taking  care  of  the  extraordinary  requirements  of  business  occasioned  by  the  war. 

It  was  of  course  recognized  that  the  degree  of  credit  assistance  that  the  Federal 
reserve  banks  might  be  called  upon  to  extend  to  their  member  banks  in  the  process 
of  floating  the  Government's  war  loans  might  easily  reach  the  point  of  producing  a 
<X|n3iderable  inflation  of  credit.  But  the  theory  upon  which  the  board  proceeded 
with  respect  to  the  issue  of  Federal  reserve  notes  was  that  the  currency,  as  such,  would 
not  promote  inflation,  and  that  restriction  of  note  issues  by  Federal  reserve  banks  in 
response  to  the  requirements  of  the  conmiunity  was  not  therefore  advisable  or  neces- 
sary. On  more  than  one  occasion,  as  the  volume  of  Federal  reserve  notes  in  circulation 
8howed  substantial  increase,  the  board  stated  its  view  that  the  increased  issues  were 
occasioned  by  the  rise  of  prices,  and  that  in  due  course,  as  prices  ceased  to  rise  or 
showed  a  tendency  to  fall,  the  Federal  reserve  note  currency  which  was  found  to  be 
in  excess  of  the  country's  requirements  would  return  to  the  banks.  The  board's 
view  was  most  succinctly  stated  in  its  letter  of  August  8,  1919,  to  the  chairman  of  the 
Senate  Committee  on  Banking  and  Currency : 

"Federal  reserve  notes  are  not  legal  tender,  nor  do  they  count  as  reserve  money 
for  member  banks.  They  are  issued  only  as  a  need  for  them  develops,  and  as  they 
become  redundant  in  any  locality  they  are  returned  to  the  Treasury  at  Washington 
OT  to  a  Federal  reserve  bank  for  redemption.  Thus,  there  can  not  at  any  time  be  more 
Federal  reserve  notes  in  circulation  than  the  needs  of  the  country  at  the  present  level 
of  prices  require,  and  as  the  need  abates  the  volume  of  notes  outstanding  will  be  cor- 
respondingly reduced  through  redemption."  '^ 

How  hi  tne  currency  theory  thus  stated  has  been  borne  out  by  recent  changes  in 
the  volume  of  Federal  reserv^e  notes  in  circulation  can  now  be  determined.  Federal 
fwerve  notes  attained  their  maximum  amount  for  the  year  1919  on  December  26, 
when  they  stood  at  $3,057,646,000.    With  the  advent  of  the  year  1920,  a  return  flow  of 
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Federal  reserve  notes  set  in.  This  movement,  however,  was  short  lived.  Between 
December  26, 1919^and  Januarv  23, 1920,  FedenJ  reserve  note  circulation  was  reduced 
by  $213,419,000.  Thereafter  there  was  a  steady  increase  in  the  volume  of  Fed^ 
reserve  notes  issued  and  in  circulation,  attaimng  the  amount  of  $3,404,931,000  on 
December  23,  1920,  when  a  return  flow  of  substantial  dimensions  set  in  which  is  still 
in  process.  The  drop  from  the  high  point  in  December,  1919,  to  the  low  point  of  1920, 
was  $213,419,000,  and  from  the  high  point  of  1920  to  April  15,  1921,  is  $536,404,000. 

The  two  movements  just  referred  to  indicate  not  only  changes  in  the  volume  of 
currency  owing  to  seasonal  needs,  but  also  a  connection  between  the  volume  of  credit 
and  the  volume  of  currency,  thus  lending  mudi  support  to  the  board's  theory  that  the 
expansion  of  the  curr^icy  is  a  consequence  of  the  expansion  of  credit  and  the  rise  of 
prices,  and  that  the  expansion  of  the  currency  is  not  therefore  to  be  regarded  as  a 
casual  factor  in  price  movements: 

''The  increased  volume  of  Federal  reserve  notes  in  circulation  during  the  past  three 
years,  in  so  far  as  it  is  not  the  result  of  direct  exchanges  for  gold  and  gold  c^tific&tes 
which  have  been  withdrawn  from  circulation,  is  the  effect  of  advancing  wages  and 
prices,  and  not  their  cause."  " 

Whether  this  view  (with  all  it  implies)  of  the  relation  of  currency  to  credit  and 
prices,  which,  it  must  be  admitted,  has  the  sanction  of  luf  h  authority  in  our  own  and 
other  countries  and  considerable  support  from  banking  and  currency  experience  under 
normal  conditions,  can  safely  be  taken  as  an  invariable  principle  of  reserve  bank 
action  in  the  future  will  be  consid^ed  later  in  this  paper. 

CREDIT  POLICY. 

3.  Credit  policy  was  only  of  theoretical  moment  in  the  first  years  of  the  FedenI 
reserve  system.  Easy  credit  conditions  in  the  United  States,  because  of  the  reduction 
of  member  bank  reserve  requirements  and  the  great  influx  of  gold,  made  reserve  bank 
credit  policy  and  discount  rates  of  little  actual  conseauence  until  the  late  autumn 
of  1916.  Then,  for  the  first  time,  did  a  credit  situation  develop  which  gave  to  the  rates 
of  some  of  the  Federal  reserv^e  banks  a  degree  of  effectiveness.  The  increasing  presBure 
for  credit  funds,  which  would  have  developed  in  the  year  1917  even  if  the  United 
States  had  not  entered  the  war,  would  undoubtedly  have  led  to  the  development  of 
an  effective  discoimt  policy  by  the  Federal  reserve  system— a  policy  in  which  naain 
reliance  would  have  been  put  upon  rates,  and  under  which  reserve  bank  rates  would 
have  been  adjusted  to  market  conditions  so  as  to  keep  them,  in  the  larger  financial 
centers  at  least,  at  or  above  the  ordinarv  commercial  rate;  all  of  this  in  accordance  with 
well-recognizea  principles  of  reserve  bank  practice.  With  the  entry  of  the  United 
States  into  the  war,  the  outlook  was  changed,  and  the  Federal  reserve  system  was 
confronted  with  laige  and  difficult  problems  of  credit  growing  out  of  the  loan  polic} 
and  loan  operations  of  the  Treasury.  From  that  time  forth  to  the  beginning  of  the 
year  1920,  tne  discount  policy  of  the  Federal  reserve  system  was  shaped  not  in  accord- 
ance with  money  market  conditions— not  with  the  iaea  of  usin^  reserve  bank  ratee  as 
an  instrument  of  effective  control  of  the  money  market — but  with  the  primary  purpose 
of  assisting  the  Treasury  in  the  flotation  of  its  great  bond  issues  and  its  snort-term 
certificate  issues.  In  brief,  the  discount  policy  of  the  Federal  reserve  system  was 
treated  as  an  element  of  the  Treasury's  loan  policy,  the  Federal  reserve  system  "vir- 
tually ceasing  to  exercise,  for  the  time  being,  its  normal  fimction  of  r^ulating  credit. 
The  position  of  the  Federal  Reserve  Board  with  respect  to  the  bearing  of  Treasur> 
policy  iipon  the  Federal  reserve  svstem  has  been  explained  in  its  several  annual 
reports,'*  and  recently  was  succinctly  stated  by  the  governor  of  the  Federal  Reeene 
Board  at  the  joint  hearings  held  before  the  Senate  and  House  Committees  on  Agri- 
culture on  December  3, 1920.'° 

"The  Federal  Reserve  Board  adopted  a  policy  in  order  to  assist  in  the  war  financing 
which  was  economic^ly  unsoimd.  I  say  this  frankly.  Congress  authorized  certain 
loans.  It  authorized  the  Secretary  of  the  Treasury  to  determine  the  rates  at  which 
the  loans  should  be  issued .  The  Secretary  of  the  Treasury  asked  tiie  advice  of  expats 
and  then  fixed  the  rates  of  interest  to  be  borne  by  the  several  issues  of  bonds,  notes, 
and  certificates.  During  the  time  we  were  actually  at  war  something  like 
$18,000,000,000  of  bonds  were  sold  to  the  people,  an  amount  certainly  in  excess  of  the 
normal  investment  power  of  the  American  people  in  such  a  short  time,  and  the  only 
way  in  which  those  loans  could  be  financed  was  through  the  instrumentality  of  the 
banks.  The  only  way  the  banks  could  undertake  to  do  it  was  to  get  some  assistance 
from  the  Federal  reserve  banks  and  at  a  low  rate.    The  low  rate  of  interest  bc^ne  by 

»•  Federal  Reserve  Bulletin,  August,  1919,  p.  702L 

»»  See  report  for  1920,  pp.  11-15;  tor  1919.  pp.  67-73;  and  for  1918,  pp.  1^,  8S-87. 

M  Pp.  02, 03  of  the  healings  entitled  ''Renving  the  Activities  of  the  War  Finance  Corporatioo.'' 
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these  bonds  was  fixed  with  a  view  of  holding  down  the  expenses  of  the  Government 
as  far  as  possible.  Anyway,  that  is  somethine  the  Federal  Reserve  Board  has  no 
responsibility  for.  In  order  to  make  possible  the  floating  of  these  bonds,  we  fixed  a 
rate  less  than  their  coupon  rate.  Some  member  banks  announced  that  for  a  period  of 
six  months  there  would  be  a  rate  of  4}  per  cent  on  notes  secured  by  Government 
obligations.  The  result  was  there  was  no  loss  to  subscribing  banks  pending  the  dis- 
tribution of  liie  bonds  to  the  public.  There  were  successive  bond  issues.  The 
principal  reason  why  discount  rates  were  not  increased  earlier  than  they  were  in  1919 
was  on  account  of  Treasury  financing.'' 

This  may  be  taken  as  the  official  statement  of  the  Federal  Reserve  Board  with 
respect  to  tiie  discount  policy  followed  by  the  Federal  reserve  banks  to  tiie  end  of  the 
year  1919. 

It  is  clear  that  the  point  at  which  the  loan  policy  of  the  Treasury  affected  the  Federal 
reserve  banks  was  me  money  rate.  Discount  rates  were  maintained  at  artificially 
low  levels  from  shortly  after  the  begiiming  of  the  war  in  1917  until  the  end  of  the  year 
1919.  The  particular  device  which  was  employed  in  aid  of  the  Treasury's  loan  policy, 
&fl  is  well  known,  was  the  establishment  and  maintenance  of  (1)  preferential  rates  on 
bond  and  certificate  secured  paper,  as  compared  with  commercial  paper,'  and  (2)  a 
differential  in  favor  of  the  rate  on  such  bond  and  certificate  secured  paper  as  compared 
with  the  interest  rate  borne  by  the  bonds  and  certificates.  The  immense  credit 
resources  of  the  Federal  reserve  system  were  thus  availed  of  by  the  Treasury  during 
tiiis  period  to  make  and  maintain  an  artificial  money  market.  In  effect,  the  power  of 
the  Federal  Reserve  Board  as  the  ultimate  regulator  of  the  discount  policy  of  the 
Federal  reserve  banks  was  put  in  commission,  and  rates  were  fixed,  not  'with  a  view 
of  accommodating  commerce  and  business,"'^  in  accordance  with  normal  principles, 
but  with  a  view  to  accommodating  the  financial  program  of  the  Treasury  in  accordance 
with  emergency  principles. 

Whether  the  Treasury's  loan  policy  and  methods  of  short-term  borrowing  were  well 
conceived  is  not  here  in  question.  Indeed,  the  time  has  not  yet  come  for  passing 
judgment  upon  the  policies  of  the  Treasury  in  connection  with  the  financial  conduct 
of  the  war.  It  is,  however,  possible  to  speak  of  that  feature  of  Treasury  policy  which 
most  vitally  affected  the  Federal  reserve  banks.  The  wisdom  and  the  necessity  of 
the  device  of  an  artificial  money  rate,  carried  to  the  point  that  it  was  by  the  main- 
tenance of  a  differential  rate  upon  so-called  war  loan  paper,  may  be  questioned.  In 
the  light  of  subsequent  developments  it  may  be  questioned  whether  it  was  not  a 
coetly  device  to  the  country.  While  the  bad  economic  consequences  of  artificially 
low  discount  rates  were  minimized  during  the  war  by  the  many  various  controls  over 
the  economic  activities  of  the  people  that  were  then  set  up,  a  precedent  was  estab- 
liehed  which  it  was  found  difficult  to  set  aside  after  the  war. 

The  controls  which  were  set  up  during  the  war  on  production,  trade,  and  consump- 
tion, such  as  the  War  Industries  Board,  War  Trade  Board,  Food  Administration,  Fuel 
Administration,  Railway  Administration,  Shipping  Board,  Capital  Issues  Committee, 
New  York  money  committee,  had  very  important  financial  consequences.  Their 
bearing  upon  the  credit  situation  and  upon  the  credit  problem  of  the  Federal  reserve 
banks  was  especially  important.  They  acted  in  effect,  though  that  was  not  their 
intended  purpose,  as  a  control  of  credit  expansion  at  the  source  by  limiting  the 
occasion  for  the  use  of  credit  and  by  confining  its  use  to  such  purposes  as  were  deemed 
essential  to  the  prosecution  of  the  war.*' 

But  with  the  close  of  the  war — that  is,  with  the  cessation  of  hostilities  following 
the  armistice — these  various  controls  were  soon  lifted:  "The  moment  we  knew  the 
annistice  to  have  been  signed  we  took  the  harness  off."*'  It  was  very  generally  ex- 
pected that  business  and  industry,  if  freed  from  restraint,  would  soon  effect  their 
return  to  a  normal  condition.  Early  in  the  year  1919,  however,  industrial  stagnation 
and  unemployment  were  in  evidence,  and  a  fresh  survey  and  diagnosis  of  the  economic 
situation  was  made  by  the  Industrial  Board**  set  up  under  the  auspices  of  the  Depart- 
ment of  Commerce  for  assisting  the  readjustment  of  industry  and  trade  to  a  more 
stable  basis..  Its  main  effort  was  directed  to  bringing  about  revision  of  prices  and 
stabilization  of  the  expected  fall  of  prices.  Events  soon  showed  that  the  policy  of 
''iHice  stabilization"  was  based  on  a  faulty  economic  diagnosis.  It  was  not  many 
months  after  the  close  of  the  war  that  prices  began  to  rise.  The  main  impalse  came 
from  the  release  of  buying  power  which  had  been  in  restraint  during  tne  war.    A 

"  The  language  of  the  Federal  reserve  act,  sec.  14,  par.  D . 

**  FederaTReserve  Bulletin,  October,  1918.  pp.  922-924.  If  these  variousoontrols  which  were  In  effective 
operatioQ  in  the  last  months  of  the  war  had  been  made  equaUv  effective  earlr  in  the  war,  it  is  probable 
tbt  a  better  financial  and  credit  situation  would  have  been  mamtained  throughout  the  war;  in  brief,  thai 
there  would  have  been  less  inflation  of  credit  and  prices  than  in  fact  developed. 

*>  i^rom  President  Wilson's  address  to  Congress,  delivered  Dec.  2, 1918. 

»  Federal  Reserve  Bulletin,  March,  1919,  p.  246. 
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seller's  market  began  to  develop  in  the  spring  of  1919."  The  consumer  demanded 
goods;  price  was  a  secondary  consideration.  Dealers,  both  wholesale  and  retail, 
were  bidding  against  one  another  for  such  supphes  as  there  were,  and  manufactorera 
were  bidding  against  one  another  for  raw  materials  and  labor.  The  rapid  rise  of 
prices  induced  buying  for  speculation,  and  speculation  in  its  turn  accelerated  the  riae 
of  prices.  Inflation  was  becoming  cumulative  and  systemic  in  its  effects,  and  per* 
vaoing  the  whole  body  economic.  This  is  the  explanation  of  a  phenomenon  wnich 
has  puzzled  so  many  x>eople.  During  the  war,  expansion  of  credit  was  restrained 
from  working  its  full  economic  effects  in  the  form  of  price  inflation  and  speculadoiL 
After  the  war  it  was  let  loose  when  the  various  controls  above  enumerated  were  lifted 
and  the  huge  volume  of  credit  created  during  the  war  was  permitted  to  diffuse  itself. 
The  credit  and  business  situation  which  developed  in  the  United  States  in  1919  wis 
one  that  needed  restraint.  A  seller's  market  usually  needs  credit  restraint  before  it 
passes  the  liitnit  of  safetv,  jtLSt  as  a  buyer's  market  usually  needs  the  help  of  credit 
support.  1 1  would  have  been  of  the  greatest  advantage  to  the  country  if  sudi  restraint" 
had  been  exercised  by  the  Federal  reserve  system  in  the  year  1919,  and  the  develop- 
ment of  the  runaway  and  speculative  markets,  which  developed  in  the  second  half 
of  the  ye£ur,  been  measurably  prevented.  The  Federal  reserve  system  was  the  one 
important  agency  of  control  left  to  the  country  after  the  various  war  controls  had 
disappeared.  All  the  more  important  was  it,  therefore,  that  it  should  be  in  a  position 
to  function  as  effectively  as  possible.  Its  burden  and  responsibility,  even  under  the 
most  favorable  view  of  the  situation,  were  undeniably  laige.  and  would  have  imposed 
a  severe  test  upon  the  system.  In  the  light  of  what  transpired  in  the  year  1920.  as 
is  now  a  matter  of  universal  knowledge,  mere  is  every  reason  to  believe  that  if  the 
Federal  reserve  system  had  functioned  as  effectively  in  1919  in  regulating  credit  as 
it  did  in  1920  in  retarding  and  eventually  arresting  expansion,  it  womd  have  rendered 
an  inestimable  service  to  the  country  and  would  have  prevented  many  of  the  un- 
healthful  developments  in  business  and  credit  from  eaining  the  headway  which 
made  action  of  so  drastic  a  character  as  that  which  was  taken  in  1920  necessary.  How 
much  of  the  business  distress  and  economic  hardship  experienced  by  the  country 
during  the  past  year  would  have  been  avoided  had  the  Feder^  reserve  system  been 
in  a  position  to  pursue  a  discount  policy  in  the  second  half  of  the  year  1919  such  as 
the  trend  of  developments  clearly  indicated  to  be  necessary  can  not  of  counse  be  de- 
termined. Much  of  the  hardship  suffered  by  the  country  in  1920  might,  however, 
have  been  avoided  by  the  adoption  in  1919  of  an  effective  precautionary  policy  of 
credit  control.  That  such  a  precautionary  discoiint  policy  would  have  been  adopted 
•  by  the  Federal  reserve  system,  had  it  felt  free  to  act,  will  not  be  doubted  by  any  one 
acquainted  with  the  attitude  of  the  Federal  Reserve  Board  and  the  Federal  reser\'e 
banks  at  this  time.  As  early  as  June,  1919,  after  the  close  of  the  Victory  Liberty 
loan  campaign,  which,  it  will  be  remembered,  was  announced  to  be  the  last  of  the 
war  loans,  the  Federal  Reserve  Board  expressed  its  concern  over  the  unhealthfnl 
tendencies  which  were  in  process.  Counsel  and  warnings  of  similar  purport  were 
subsequently  repeated.  The  necessity  of  restraint  upon  the  borrowings  oi  member 
banks  for  speculative  purposes  by  other  means  than  advances  in  discount  ratee* 
was  pointed  out,  and  such  restraint  was  urged.  Here  and  there,  for  a  while,  there 
were  some  slight  evidences  that  the  situation  was  being  controlled,  but  no  large 
results  were  achieved,  and  speculative  tendencies  of  a  dangerous  character  and  luge 
dimensions,  involving  speculation  in  land  and  commoditiee  as  well  as  in  securities, 
gained  increaaing  momentum  through  the  autumn  of  1919.  "Direct  action,"  so- 
called,  as  a  method  of  credit  control  was  not  succeeding.^^  The  expansion  of  credit 
and  tiie  rise  of  prices  went  on  apace.    Speculation  flourished.    It  could  no  longer 

»  The  month  of  September  was  the  time  to  have  gotten  control.  The  public  debt  reached  its  maximani 
at  the  end  of  August,  and  a  great  reduction  of  the  floating  debt  occurred  in  September.  Total  war  loan 
paper  for  the  12  Federal  reserve  banks  dropped  from  SI, 035,233,000  on  Sept.  5,  1919,  to  SI ,383,896.000  oa 
Sept.  19,  following  the  redemption  of  certificates  on  Sept.  15  of  S431,910,000.  The  rise  was  then  rapid,  reach- 
ing 91,771,028,000  on  Nov.  7.  The  movement  of  total  bills  discounted  paralleled  the  variations  in  war  loan 
paper  closely.  On  Sept.  5,  total  bills  discounted  for  member  banks  were  SI  ,S17.4 18,000.  They  fefi  to 
il,645,S81,000  on  Sept.  19,  and  rose  to  $2,189,489,000  on  Nov.  7.  The  expansion  of  the  loan  account  ol  tte 
Federal  reserve  banks  during  the  seven  weeks  from  Sept.  19  to  Nov.  7  amounted  to  over  $500,000,000. 

For  the  Federal  reserve  bank  of  New  York,  total  war  loan  paper  dropped  from  1672,070,000  on  Sept.  5, 
191^,  to  1483,053,000  on  Sept.  19.  It  then  rose  to  $796,212,000  on  Nov.  7.  On  Sept.  5,  total  fells  discounted 
amounted  to  $724,861,000,  falling  to  $528,592,000  on  Sept.  19,  and  rising  to  $904,361,000  on  Nov.  7.  The 
expansion  In  total  bills  discounted  in  the  seven  weeks  from  Sept.  19  to  Nov.  7  amounted  to  appraodmatetx 
^5,000,000. 

*•  "The  Federal  Reserve  Board  is  concerned  over  the  existing  tendency  toward  excessive  specolatioB 
and  while  ordinarily  this  could  be  corrected  by  an  advance  in  discount  rates  at  the  Federal  reserve  banks, 
it  is  not  practicable  to  apply  this  check  at  this  time  because  of  Qovemment  financing."  (From  a  letter, 
sent  by  the  Federal  Reserve  Board  to  the  chairmen  of  the  Federal  reserve  banks,  June  10, 1919.) 

*> "  These  warnings,  however,  were  only  a  transitory  expedient  and  were  given  only  momentary  attec* 
tion  by  many  banks.  The  board  was  prepared,  as  soon  as  Treasury  exigencies  pennltted,  to  rescit  to 
the  well-known  method  of  advancing  the  rate  of  discount.''    (Annual  report  for  ISOO,  p.  12.) 
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be  doubted  that  the  Federal  reserve  system  must  undertake  the  regulation  of  credit 
by  means  of  discount  rates.  A  b^nninf;  was  ntade  by  the  slight  advance  in  dis- 
count rates  on  war  loan  paper  on  December  11,  1919,  with  every  expectation  and 
intention  on  the  part  of  the  Federal  reserve  system  of  assuming  full  control  of  its 
discount  polic^r  with  the  advent  of  the  year  1920. 

All  this  is  ssod  dispassionately  and  objectively,  by  way  of  explanation  of  a  critical 
period  in  the  history  (A  Federal  reserve  policy.  The  Treasury,  as  well  as  the  Federal 
leswe  syst^n,  had  its  difficulties.  WMle  the  war,  in  a  fighting  sense,  was  over  with 
the  advent  of  the  year  1919,  it  was  not  over  in  a  finandaf  sense.  The  Treasury  was 
still  confronted  with  vast  financial  obligations.  The  financial  precedent  estabushed 
during  the  war  carried  over  into  the  year  1919.  Reserve  bsmk  policy  continued 
to  be  subordinated  to  Treasury  policy,  and  discount  rates  throu^out  tne  year  1919 
were  maintained  at  artificially  low  levels.  The  device  of  an  artificial  discount  rate 
provided  too  comfortable  an  expedient  alike  to  the  Treasuiy  and  to  the  banks  of  the 
county 2  which  were  still  burdened  with  commitments  made  under  the  *' borrow  and 
buy"  Liberty  loan  slog^,  to  be  easily  relinqui^ed.  Thus  was  the  Federal  reserve 
sy^^n  controlled  in  the  matter  of  its  discount  policy  at  the  very  time  when  the 
interest  of  the  country  at  large  required  that  it  should  be  free  of  control  in  order  that 
it  itself  might  control. 

With  the  year  1920^  the  Federal  reserve  banks  entered  upon  the  exercise  of  their 
function  of  regulating  credit  in  accordance  with  business  and  economic  indications, 
and,  under  circumstances  of  extraordinary  difficulty  and  for  the  first  time  since  the 
outbreak  of  the  war,  undertook  to  devdop  a  policy  of  credit  control  by  means  of  dis- 
count rates.  About  the  same  time  the  Ireasury  adopted  the  i>olicy  of  adjustii^  the 
interest  rate  on  its  sh(nrt-term  borrowings  to  the  state  of  the  money  market.  It  is  not 
for  the  Federal  Reserve  Board  to  estimate  the  wisdom  of  the  credit  policy  pursued 
by  it  in  the  year  1920.  It  may,  however,  with  propriety  speak  of  the  attitude  which 
1m  to  that  policy.  There  was  nothing  ** hesitant'"*  in  tne  policy  adopted  by  the 
board  at  this  time.  Rates  were  advanced  as  follows  in  January,  1920:  Commercial 
paper  rate,  from  4}  per  cent  at  10  banks  and  5  per  cent  at  2  banks  to  6  per  cent  at  all 
banks;  certificate  of  indebtedness  rate,  from  4t  per  cent  to  4)  per  cent  according  to 
the  rate  borne  by  the  certificate  to  4)  per  cent  on  all  classes  of  certificates;  Liberty 
bond  rate,  from  4}  per  cent  at  10  banks  and  5  per  cent  at  2  banks  to  b^  per  cent  at  all 
banks.  Such  marked  advances  of  rate  do  not  betray  '"hesitation;"  they  evidence 
conviction.3<>  This  first  advance  in  rates  not  proving  effective,  fiurther  advances 
▼ere  made  in  the  early  summer— the  commercial  rate  at  the  largest  Federal  reserve 
banks  being  advanced  from  6  per  cent  to  7  per  cent,  rates  on  certificates  from  4}  per 
cent  to  5^  per  cent  at  seven  banks,  and  from  5  per  cent  to  6  per  cent  at  five  banks, 
according  to  the  rate  borne  by  the  certificate,  and  rates  on  Liberty  bonds  from  5^  per 
cent  to  6  per  cent  at  six  banks,  and  to  5i  per  cent  at  one  bank,  the  rate  being  left 
unchanged  at  the  remaining  five  banks. 

The  reserve  ratio  for  the  Federal  reserve  system  as  a  whole  on  January  2,  1920,  was 
43.7  per  cent  as  compared  with  50.8  per  cent  on  July  3,  1919.  It  declined  to  42.8 
per  cent  on  Jidy  2,  1920.  The  board  s  action  in  raising  rates  was  therefore  clearly 
supported  by  the  reserve  position  of  the  banks.  But  there  is  nothing  in  the  action 
taken  then  or  at  any  time  later  in  the  year  to  justify  the  statement  tnat  the  board's 
discount  policy  in  1920  was  not  "the  expression  of  a  voluntary  policy.**  '*  The  board's 
attitude  is  clearly  indicated  in  its  annual  report  for  1919:  The  expansion  of  credit 
aet  in  motion  by  the  war  must  be  checked.  Credit  must  be  brought  under  effective 
control  and  its  now  be  once  more  r^;ulated  and  governed  with  careful  regard  to  the 
ecofnonric  welfare  of  the  coimtry  and  the  needs  of  its  producing  industries."  *"  The 
action  taken  by  the  Federal  reserve  banks  in  1920  was  taken  not  primarily  to  protect 
their  reserves  but  to  control  the  rate  of  expansion  of  credit.  It  should  be  distinctly 
noted  in  reviewing  the  situation  of  the  reserve  banks  during  the  years  1919  and  1920 
that  the  reserve  ratio  of  the  Federal  reserve  system  was  declining  not  because  reserves 
were  being  depleted  through  loss  of  gold,  but  primarily  because  the  credit  facilities 
of  the  system  were  being  too  freely  drawn  upon  by  the  banks  of  the  coimtry  and  the 

*"Fortaiiately  the  condition  of  the  Treasury  is  such  that  the  bocu'd  can  now  feel  free  to  inaugurate 
<uxaunt  policies  adjusted  to  peace-time  conditions  and  needs."    (Annual  report  for  1919,  p.  G9.) 

*  The  term  used  by  Mr.  Sprague  in  the  article  already  cited,  p.  24. 

*  "It  was  the  board's  conviction,  however,  at  the  close  of  the  year  (1919)  that  a  substantial  advance  in 
aU  discount  rates  was  necessary  and  that  it  should  net  be  long  delayed."    (Annual  report  for  1919,  p.  4.> 

* 'I'lt  is,  however,  by  no  means  certain  that  the  Reserve  Board  would  have  taken  measures  to  restrain 
credit  during  the  course  of  the  winter  and  spring  of  this  year  [1920]  if  the  power  of  the  reserve  banlvs  to 
«xtood  credit  within  the  limits  of  legal  reserve  requirements  had  not  been  nearly  exhausted.  The  sue- 
Mnive  advancesin  discount  rates  made  durine  the  first  half  of  the  year  were  not  then  entirely  the  expres- 
won  of  a  voluntary  policy.  It  was  a  policy  ^  hich  in  large  measure  v  as  enforced  by  the  reserve  position 
of  the  banks."    (Sprague,  article  cited,  p.  23.) 

"  Annual  report  tor  1916,  p.  71. 
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liabilities  of  the  reserve  banks  in  the  fonn  of  deposits  and  notes  mounting  at  a  steadj 
and  startling  rate.  The  decline  of  the  reserve  ratio  reflected  quite  accurately  the 
credit  expansion  which  was  in  process.*'  The  solicitude  of  the  board  arose  not  bemso 
of  loss  of  gold — for  the  total  gold  holdings  of  the  reserve  system  showed  little  variation 
(amounting  on  Jan.  3,  1919,  to  12,091,194,000;  on  July  3,  1919,  to  12,128,946.000;  on 
Jan.  2,  1920,  to  12,062,615,000;  on  July  2,  1920,  to  11,971,696,000;  and  on  Dec  31, 
1920,  to  $2,059,333,000)— but  because  of  the  unhealthful  credit  situation  whidi  bad 
been  developing  since  the  simimer  of  1919  and  which  threatened  to  culminate  in 
disaster  unless  subjected  to  control.  While  this  condition  was  reflected  in  the  dechne 
of  the  reserve  ratio,  the  board's  discount  pohcy  was  directed  toward  improving  the 
reserve  position  of  the  Federal  reserve  banks  not  by  increasing  their  reserves  but  by 
checking  the  constant  expansion  of  their  liabilities  and  by  setting  in  operation  forces 
which  would  make  for  a  healthier  credit  situation.  It  raised  rates  to  protect  Ute 
reserve  banks  against  abuse  of  their  credit  facilities  and  to  protect  the  community 
and  the  general  business  and  economic  situation  against  the  consequences  ci  such 
abiise. 

Whether  the  Federal  reserve  system  would  have  had  the  support  of  public  opiiioD 
to  the  extent  it  had  during  the  past  year  had  the  bad  situation  which  the  Fedmal 
Reserve  Board  was  undertaking  to  improve  not  been  unmistakably  reflected  in  th« 
reserve  position  of  the  banks  may  well  oe  doubted: 

**As  a  guide  to  discount  policy  it  must  be  admitted  the  reserve  ratio  has  certain 
conspicuous  advantages.  It  is  definite  and  obvious.  Public  opinion  may  be  ex- 
pected to  support  the  always  unwelcome  policy  of  credit  restraint  when  that  policy 
IS  enforced  by  a  depleted  reserve.  It  is  unhappily  very  doubtful  whether  the  public 
would  have  been  reconciled  to  the  advance  m  rates  made  last  spring  if  the  reserve 
banks  had  had,  let  us  say,  a  reserve  ratio  of  55  per  cent,  and  yet,  SH  other  things 
bein^  the  same,  an  advance  in  rates  would  have  been  no  less  desirable.'*  ^ 

It  18  this  consideration,  thus  well  stated,  which  has  given  to  the  bank  reserve  ratio 
in  the  past  its  authoritative  position  as  a  credit  and  banking  indicator.  It  is  this 
same  consideration  which  will  assure  it  a  position  of  almost  equal  importance  in  the 
future.  Tradition ,  it  must  never  be  forgotten ,  has  much  to  do  with  matters  of  banking 
and  credit  practice.  The  popular  tradition  that  the  reserve  ratio  is  the  index  d 
chimges  in  tne  credit  situation  will  therefore  be  slow  to  disappear.  Particularl}^  viU 
this  be  true  in  the  United  States,  where  long  adherence  to  the  principle  of  legislativdy 
prescribed  minimiun  banking  reserves  has  much  of  the  sanction  ot  a  first  principle. 
The  proposals  often  made  in  recent  months  to  abandon  the  reserve  ratio  as  ui  indi- 
cator of  discount  poUcv  and  to  base  discount  policy  hereafter  on  the  observed  effecti 
of  credit  on  prices,**  have,  therefore,  the  character  of  academic  proposals,  even  in 
present  circumstances,  which,  it  must  candidly  be  admitted,  are  less  favorable  than 
was  ordinarily  true  in  the  past  to  quick  responsiveness  on  the  part  of  the  resene 
ratio  to  changing  business,  credit,  and  price  conditions.  As  an  aostract  propoaitira. 
the  proposal  to  substitute  a  price  indicator  for  the  reserve  ratio  as  a  guide  to  discount 
policy  has  much  economic  merit.  The  rigors  of  the  recent  price-readjustment  proceffl 
through  which  the  United  States,  in  common  with  the  rest  of  the  commercial  worid. 
has  been  passing  have  emphasized  the  value  of  price  stability.  Price  disturbances 
not  originating  from  inevitable  natural  causes  are  bad  and  costly  alike  to  producer 
and  consumer.  It  is  not  surprising,  therefore,  in  view  of  the  trying  experiences  of 
recent  years,  that  effort  should  be  made,  in  reviewing  the  working  of  present-day 
credit  and  banking  machinery,  to  find  some  guide  to  credit  policy  that  will  give  to 
the  community  greater  protection  against  unsettling  changes  in  the  jwrice  level. 
Recent  American  experience,  it  may  also  be  admitted,  has  demonstrated  that  good 
banking  administration  in  times  of  economic  disorder,  at  least,  presents  more  il^  > 
problem  of  merely  maintaining  the  reserve  ratio,  in  a  conventional  or  perfunctory 
sense. 

Without  entering  upon  the  discussion  of  controverted  questions  of  economic  theory 
touching  the  relation  of  dianges  in  prices  to  changes  in  the  volume  of  credit,  it  ooAy 
be  assumed  that  the  retardation  of  tne  flow  of  credit  in  times  of  expansion  and  the 
acceleration  of  the  flow  of  credit  in  times  of  business  recovery  following  a  period  of 
depression  have  an  appreciable  bearing  on  price  movements.    As  a  theoretic^  propo- 

n  studies  made  by  the  Statistical  Division  of  the  Federal  Reserve  Board  indicate  that  for  the  lai^er  part 
of  the  year  1020  the  reserve  ratio  has  fluctuated  in  close  accord  with  changes  In  note  and  deposit  Iiatrihues. 
As  bet  A-een  notes  and  deposits,  the  indications  are  that  for  shorter  periods  of  time  changes  in  the  ratio 
toWox  fluctuations  in  deposits,  while  for  longer  periods  of  time  the  decisive  influence  on  the  ratio  is  exer- 
cised by  clianges  in  the  volume  of  notes.  An  effort  has  been  made  to  devise  an  "index  of  divtgfean, 
or  formu  la  for  estimating  the  relative  effects  of  changes  in  liabihties  and  of  changes  in  reserves  on  the  mfl^ 
ment  of  the  reserve  ratio.  (See  paper  by  E.  A.  G olden weiser,  "Index  of  Divergenoe,"  in  the  fortiicomini 
September  number  of  the  American  Statistical  Review.) 

»*  Sprague,  article  cited,  p.  27. 
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flition,  tber^re,  it  is  entirely  conceivable  that  the  discount  policy  of  the  Federal 
reserve  system  might  be  governed  by  indications  of  impending  price  changes,  witii  a 
view  of  mitigating  their  cyclical  fluctuations.  While  such  an  undertaking  would 
raise  some  new  and  difficult  problems  of  credit  administratioUj  no  doubt  in  time  of 
the  technique  of  a  plan  of  credit  regulation  based  on  price  indices  could  be  worked 
out  and  made  administratively  practicable  if  public  sentiment  demanded.  But 
there  is  now  no  warrant  in  the  statute  under  which  the  Federal  reserve  banks  are 
organized  for  undertaking  to  regulate  their  credit  operations  on  any  such  basis.  The 
economic  logic  of  the  Federal  reserve  act  is  clearly  predicated  upon  the  theory  that 
the  Federal  reserve  banks  shall  be  operated  with  regard  to  reserve  ratios,  and  ''rates 
be  fixed  with  a  view  of  accommodating  commerce  and  business."  It  would  imply  a 
very  latitudinarian  construction  of  the  t^m  ''accommodating  commerce  and  business  " 
for  the  Federal  Reserve  Board  and  the  Federal  reserve  banks  to  adopt  the  "observed 
effects  of  credit  on  prices ' '  as  their  rule  of  action  in  the  future.  There  is  not,  however, 
the  slightest  reason  for  supposing  that  such  a  procedure  on  the  part  of  the  Federal 
reserve  banks  would  be  viewed  with  public  approval.  Quite  the  contrary.  Public 
fl^timent  in  the  United  States  is,  and  always  rias  been,  highly  sensitive  in  matters  of 
credit  control,  and  precisely,  among  other  reasons,  because  of  the  bearing  that  such 
control  has,  or  is  believed  to  have,  upon  the  movement  of  prices. 

The  popular  dread  of  "contraction,''  based,  as  it  is,  upon  the  popular  assumption 
of  a  close,  immediate,  causal  connection  between  contraction  ana  falling  prices,  has 
seldom,  if  ever,  been  appealed  to  in  vain  in  the  United  States  in  times  of  economic 
pressure.  There  is  not  the  slightest  warrant  in  either  the  remote  or  recent  economic 
iiistory  of  the  United  States  for  supposing  that  the  American  public  would  sanction 
or  tolerate  a  discoimt  policy  on  the  part  of  the  Federal  reserve  system  avowedly  based 
upon  price  indexes,  even  if  it  were  clear  that  such  a  practice  were  otherwise  advisable. 
It  would  be  regarded  as  tantamount  to  the  setting  up  of  a  credit  and  price  despotism. 
This  fear  of  contraction  and  its  consequences  is  one  of  the  most  persistent  phs^es  of 
American  popular  economics;  practically  viewed,  it  has  the  force  of  an  instinct  and 
is  the  explanation  of  many,  if  not  most,  of  the  otherwise  puzzlinfi;  vagaries  of  American 
financial  history.  One  of  its  earliest  and  most  energetic  manifestations,  it  is  well  to 
recall,  was  the  bitter  hostility  aroused  against  the  second  Bank  of  the  United  States 
because  of  the  financial  pressure  experienced  in  1833-34,  alleged  to  have  been  due 
to  the  sinister  purposes  and  czarist  methods  of  the  great  banking  institution  against 
▼hich  Andrew  Jackson  was  successfully  arraying  the  forces  of  public  sentiment  in 
manv  sections  of  the  country.  Later  manifestations  of  the  same  feeling  abound  in 
the  decades  following  the  Civil  War,  when  the  Nation  was  confronted  with  the  problem 
of  correcting  currency  disorders  resultins^  from  the  Civil  War.  Recent  events,  in  the 
aatunm  of  1920,  have  given  evidence  of  the  persistence  of  a  similar  strain  of  sentiment. 

The  problem  of  credit  and  currency  regulation  in  a  country  as  vast  as  the  United 
States,  and  as  complicated  in  its  economic  oi^anization  with  different  sections  of  the 
countnr  in  different  stages  of  economic  development  and  maturity,  presents  a  very 
difficult  problem  even  under  normal  conditions.^'  This,  among  other  things,  is  the 
explanation  and  justification  of  the  use  of  the  regional  principle  in  determining  the 
stmcture  of  our  system  of  reserve  banking,  as  against  the  principle  of  a  single  central 
institution,  nation-wide  in  the  scope  of  its  operation  and  control — the  regional  principle 
permitting  of  a  closer  adaptation  of  credit  policy  to  regional  or  local  conditions.  The 
oiscount  or  credit  policy  of  a  reserve  bank,  whether  organized  on  the  regional  or  the 
central  principle,  must  always  be  the  expression  of  a  judgment  as  to  when  a  situation 
has  arisen  in  business,  industry,  or  credit  which  indicates  the  desirability  of  action  on 
Ae  part  of  reserve  holding  and  credit  and  currency  regulating  institutions.  That 
rudgment  must  be  a  live  judgment,  not  a  mechanical  judgment.  A  great  variety  of 
actors  enter  into  the  determination  of  appropriate  discount  policy.  Among  these  may 
be  mentioned  the  state  of  business,  industry,  and  trade  (both  domestic  and  foreign),  the 
state  of  money  markets  (both  domestic  and  foreign),  international  gold  movements,  sea- 
sonal conditions  and  needs,  accidental  economic  disturbances,  sometimes  political  con- 
<iitioiM imdthe  international  situation,the  sti^e  of  the  business  cycle, price  movements,'^ 
and  the  state  of  banking  reserves.  No  one  of  these  by  itself  can  be  conclusive  of  action 
to  be  taken.  Each  has  its  own  value  and  significance;  and  competent  judgment  on 
the  part  of  reserve  institutions  depends  in  great  measure  upon  the  skill  and  capacity 
developed  to  give  to  each  of  these  several  factors  its  due  weight  in  any  given  set  of 

. "  See  Spragae,  article  cited,  pp.  26-27:  "  There  is  no  such  general  market  rate  of  discount  as  in  England, 
^^nseqoently,  the  Bank  of  England  practice  of  a  discount  rate  slightly  above  the  market  rate  can  not  have 
10  pervisive  an  influence." 

^  "  While  the  Federal  Reserve  Board  will  always  be  mindful  of  the  interdependence  of  credit  and  industry 
and  of  the  Influence  exerted  on  prices  by  the  general  volume  of  credit,  the  board,  nevertheless,  can  not  as* 
vnne  to  be  an  arbiter  of  industry  or  prices."    Annual  Report  for  1919,  p.  73. 
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circumstancee  in  determining  the  matter  of  credit  policy.  But  when  all  this  is  add, 
it  may  yet  be  added  that  ordinarily  there  is  ho  one  indicator  which  is  more  suggestive 
of  the  occasion  of  considering  action  on  the  part  of  a  reserve  bank  than  a  change  in 
its  reserve  ratio.'* 

II.  Viewing  the  matter  practically,  the  problem  of  developinc;  a  more  satisbctory 
techniaue  under  the  Federal  reserve  system,  and  one  adapted  to  American  conditioiiB, 
is  not  tnat  of  finding  a  substitute  for  me  reserve  ratio  as  a  guide  to  credit  policy,  but 
rather  that  of  finding  how  to  make  our  reserve  ratio  a  more  sensitive  and  immediate 
indicator  of  changing  conditions  in  the  credit  situation  than  it  now  is.  The  problem, 
it  must  be  admitted,  hsB  its  very  considerable  difiiculties;  and  these  difiKculties  wonld 
be  many,  even  under  normal  conditions.  But  the  problem  has  been  immensely 
aggravated  by  the  disorganization  of  the  whole  mechanism  of  monetary  standards  and 
international  credit  ana  price  relationships,  and  the  artificial  redistribution  of  the 
world's  stock  of  monetary  gold,  which  have  resulted  from  the  war.  It  would  also 
deserve  careful  study,  if  space  permitted,  whether  the  changes  made  in  the  structure 
and  safeguards  of  the  Federal  reserve  system  by  the  amendments  made  in  June^  1917, 
as  a  part  of  the  financial  preparation  for  war,  are  not  destined  to  operate  prejudicially 
to  the  best  hmctionin^  of  the  reserve  banks  as  credit  r^:ulators,  for  the  effect  of  tne 
1917  amendments  has  oeen  to  make  the  reserve  ratio  of  the  Federal  reserve  banks  more 
slug^psh  in  its  responsiveness  to  changing  conditions  than  it  was  under  the  (original 
provisions  of  the  reserve  act.  But  even  under  the  provisions  of  the  reserve  act  as 
originally  enacted,  the  reserve  ratio  of  our  reserve  banks  was  probably  a  less  senative 
indicator  than  that  of  the  Bank  of  England,  the  institution  wnich  served  as  a  general 
model  after  which  our  Federal  reserve  system  was  patterned,  and  the  institution  whose 
methods  of  operation  were  believed  to  supply  the  best  model  in  shaping  the  discount 
practices  of  our  system. 

The  essential  principle  upon  which  the  Bank  of  England  is  organized,  as  I  see  &e 
matter,  is  unfettered  discretion  on  the  part  of  the  bank  in  the  matter  of  credit  issae^ 
combined  with  rigid  restriction  in  the  matter  of  note  issue.  This  is  the  net  outcome 
of  the  le^slation  of  1844,  which  specified  no  required  reserve  against  deposits  of  the 
Bank  of  England,  but  a  reserve  of  100  per  cent  against  all  new  issues  of  notes. 

In  practice  how  does  this  system  work?  In  a  word,  it  has  worked  to  make  the  state 
of  the  banking  reserve  of  tihe  Bank  of  En^and  a  very  sensitive  and  immediate  indi* 
cator,  and  therefore  a  very  satisfactory  guide  to  changes  in  discount  policy.  Undo" 
the  English  banldng  system  as  it  operated  before  the  war,  any  undue  expansion  of 
business  and  credit  would,  in  swift  course,  make  itself  felt  in  the  form  of  a  oemand  for 
more  than  the  usual  volume  of  cash  at  the  Bank  of  England.  The  Bank  of  Enpiand 
having  no  power  to  issue  fiduciary  notes  to  meet  such  demand,  its  cash — consisting  of 

Said  or  Bank  of  England  notes  covered  by  gold — would  be  the  source  from  which  the 
emand  would  be  met.  The  depletion  of  its  reserve  thus  resulting  from  an  undue 
credit  expansion  would  quickly  indicate  the  need  of  action  on  the  part  of  the  bank  to 
protect  its  reserve  by  raising  its  discount  rate,  and  thus,  by  a  process  which  had  become 
almost  automatic  in  its  ch^acter  during  the  course  of  the  40  years  preceding  the  war, 
undue  and  unheal thful  expansion  of  credit  would  be  brought  under  control  before  it 
gained  too  much  headway.  All  the  more  was  this  Hie  case  because  an  undue  expansion 
of  credit  usually  brought  with  it  a  gold  export  demand,  for  it  is  particularly  to  be 
noted  that  the  rigid  adnerence  to  the  practices  of  an  effective  gold  standard  and  of  a 
free  gold  market  contributed  greatly  to  the  success  of  the  English  system  of  credit 
control.  Under  the  En^ish  system  credit  expansion  usually  gave  rise  to  an  external 
as  well  as  an  internal  drain  upon  tiie  cash  holdings  of  the  Bank  of  England.  The  com- 
bined effect  of  the  two  was  to  elevate  the  importance  of  the  bank's  reserve  as  a  barom- 
eter of  the  credit  situation  almost  to  tiie  position  of  being  an  instrument  of  precision. 

En^and,  like  the  United  States,  in  contrast  to  the  countries  of  the  non-English- 
speaking  world,  is  habituated  to  tne  use  of  bank  credit  in  the  form  of  the  deposit 
account  rather  than  of  the  bank  note.  Her  example  is,  therefore,  of  particular  value 
for  us. 

It  has  sometimes  been  areued,  from  the  fact  that  the  United  States  is  a  check-using 
country,  that  r^^ation  of  the  currency  is  a  negligible  matter  in  the  technique  of 
bankii^  control  in  the  United  States,  supposing,  of  course,  that  care  is  always  takesi 
to  make  sure  that  all  notes  whidi  are  issued  are  fully  protected  by  collateral  security 
of  indubitable  character  and  value.  In  opposition  to  this  view,  I  believe  that  regu- 
lation of  bank-note  currency,  even  in  checK-using  countries,  is  at  times  a  matter  of 
first  importance.  I  believe  this  to  be  measurably  true,  even  under  normal  conditiostf 
when  the  commercial  world  or  the  major-portion  of  it  is  operating  under  an  effective 


*•  Spraeue,  article  dted,  p.  27:  ''There  is  no  substitute  for  the  reserve  ratio  which  possesses  its  peealiar 
▼irtues  of  simplicity  and  deflniteness." 
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gold  Btondard  and  there  is  much  gold  or  gold  currency  in  actual  everyday  use  and  bank 
notes  are  convertible  into  gold,  and  principally  for  the  reason  that  an  increase  in 
deposit  credit  invariably  occasions,  in  due  course,  an  increase  in  the  demand  for  cur- 
rency. Even  check-using  countries,  like  England  and  the  United  States,  can  not  do 
bnsinesB  without  the  use  of  a  considerable  proportion  of  hand-to-hand  currency,  the 
pn^Kirtion  of  currengr  to  credit  in  the  Umted  States  being  about  11  of  currency  to 
15  or  $6  of  credit.  The  conditions  upon  which  the  colnmunity  can  get  additional 
supplies  of  currency  are  therefore  an  important  factor  in  credit  regulation.  The 
regulation  of  currency  becomes,  in  fact,  a  method  of  regulating  the  flow  and  volume 
of  credit.  Important  as  it  is  that  additional  supplies  of  currency  should  be  forthcom- 
ing on  ready  terms  in  certain  circumstances,  e.  g.,  in  times  of  seasonal  or  emergency 
n^,  it  is  eaually  important  at  other  times,  when  an  undesirable  credit  or  business 
situation  is  developing,  that  the  conditions  should  not  be  easy.  In  general,  it  may 
be  stated  that  the  easier  the  conditions  (that  is,  in  terms  of  the  effect  on  the  reserve 
p^centage)  upon  which  banks  of  issue  can  furnish  additional  supplies  of  currency,  the 
greater  will  be  their  difficulty,  especially  at  times  when  their  reserve  ratio  runs 
high,  of  regulating  or  controlling  the  volume  of  credit.  It  is,  tiierefore,  of  first  impor- 
tance, under  any  system  of  reserve  banking  which  undertakes  to  govern  credit  by 
primajy  reference  to  the  reserve  ratio,  that  the  reserve  ratio  should  fall  or  rise  in  quick 
and  dose  reaction  to  changes  in  the  volume  of  credit. 

He  matter  is,  in  last  analjrsis,  largely  one  of  psychology.  The  banker,  no  less  the 
central  banker  than  the  ordinary  commercial  banker,  looks  at  the  reserve  ratio  as  a 
gauge  of  the  credit  situation.  So  does  the  general  community.  Why  this  should  be 
so  need  not  here  be  analyzed.  It  is  sufficient  to  emphasize  the  fact,  and  to  point 
to  one  of  its  important  implications  in  connection  with  our  scheme  of  Federal  reserve 
banking  A  bank-note  currency  when  it  has  little  of  the  quality  of  a  fiduciary  note 
is  more  calculated  to  bring  alike  to  the  bankers'  and  the  community '&  attention  the 
fact  and  the  meaning  of  credit  expansion  than  when  it  has  much  of  the  fiduciary 
quality.  This  is  a  fair  deduction  irom  the  40  years  of  English  banking  experience 
before  the  war.  It  is  also  the  explanation  of  British  determination  since  Ihe  war  not 
to  change  the  character  of  the  Bank  of  England  note  as,  in  effect,  a  gold  certificate, 
although  such  change  has  frequently  been  proposed  in  recent  ^ears:  *• 

*  *We  are  of  opinion  that  the  principle  of  the  act  of  1844,  which  has  upon  the  ^hole 
been  fully  justified  by  experience,  should  be  maintained,  namely,  that  there  should 
be  a  fixeJ  fiduciary  issue  beyond  which,  subject  to  energency  arrangements  which  we 
recommend  below,  notes  should  only  be  issued  in  exchange  for  gold.  «  «  ♦  We 
think  that  tae  stringent  principles  of  the  act  have  often  had  the  effect  of  preventing 
dangerous  developments  and  the  fact  that  they  have  had  to  be  temporarily  suspended 
oo  certain  rare  and  exceptional  occasions  (and  tboee  limited  to  the  earlier  yeaie  of  the 
act's  operation  when  experience  of  working  the  system  was  still  immature)  does  not, 
in  our  opinion,  invalidate  this  conclusion.*" 

"No  doubt  it  would  be  possible  for  the  Bank  of  England,  with  the  help  of  the  joint 
Btock  banks,  without  any  i^al  restriction  on  the  note  leeue,  to  keep  the  rate  of  disc  ount 
sufficiently  hi^  to  check  loans,  keep  down  prices,  and  stop  the  demand  for  further 
notes.  But  it  is  very  undesirable  to  place  the  whole  responsiisility  upon  the  diEcretion' 
of  the  banks,  subject  as  they  will  be  to  very  great  pressure  in  a  matter  of  this  kind. 
If  they  know  that  they  can  get  notes  freely,  the  temptation  to  adopt  a  lax  loan  policy 
will  be  very  great.  In  order,  therefore,  to  ensure  that  this  is  not  done,  and  the  gold 
standard  thereby  endangered,  it  is,  in  our  judgment,  imperative  that  the  issue  of 
fiduciary  notes  shall  be,  as  soon  as  practicaole,  once  more  limited  by  law,  and  that 
&6  present  arrangements  under  which  deposits  at  the  Bank  of  England  may  be 
exchanged  for  lepd  tender  currency  without  affecting  the  reserve  of  the  lanking 
department  sliall  be  terminated  at  the  earliest  possible  moment.  A  dditioiml  deir  ands 
forl^^  tender  currency  otiierwise  than  in  exchange  for  gold  should  be  met  from  the 
reserves  of  the  Bank  of  England  and  not  by  the  treasury,  so  that  the  necessary  checks 
tipon  an  undue  issue  may  be  brought  regularly  into  play.*' 

"Whenever  before  the  war  the  bank's  reserves  were  being  depleted,  the  rate  of  dis- 
count was  raised.  This,  as  we  have  already  explained,  by  reacting  upon  the  rates 
for  money  generally,  acted  as  a  check  which  operated  in  two  ways.  On  the  one 
hand,  raiised  money  rates  tended  directly  to  attract  gold  to  this  country  or  to  keep 
eold  here  that  might  have  left.  On  die  other  hand,  by  lessening  the  demands  for 
loaus  for  business  purposes,  they  tended  to  check  expenditures  and  so  to  lower  prices 
in  this  country,  with  tne  result  that  imports  were  discouraged  and  exports  encouraged , 

»  From  the  report  of  the  Britiah  committee  on  currencr  and  foreign  excliange  (frequently  called  the 
Conliffe  report)  reprinted  in  the  Federal  Reserve  Bulletin,  December,  1918,  pp.  117&-1192. 
«  Federd  Reserve  Bulletin,  December,  1918,  p.  1187. 
« Ibid.,  pp.  1184-1185. 
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and  the  exchanges  thereby  turned  in  our  favor.  Unless  this  twofold  check  is  kept  in 
working  order  the  whole  currencv  system  will  be  imperiled.  To  mftintnin  the  con- 
nection between  a  gold  drain  and  a  rise  in  the  rate  of  discount  is  essential. ' '  ^ 

An  examination  of  our  own  experience  during  the  past  three  years  does  much  to 
confirm  the  wisdom  and  the  correctness  of  the  conclusion  of  the  Cunliffe  rqxil 
The  machinery  and  safeguards  set  up  in  the  reserve  act  as  originallv  enacted  also 
bear  evidence  of  wholesome  appreciation  bv  the  framers  of  the  act  of  the  danger  of 
laxity  in  the  administration  of  credit  under  a  system  of  elastic  note  issue.  The 
power  to  issue  notes  was  separated  from  the  power  to  make  discounts.  The  latter 
was  given  to  the  Federal  reserve  banks,  subject  to  certain  review  by  the  Fed^ 
Reserve  Board;  the  former  was  exclusively  vested  in  the  Federal  Reserve  Bo«rd. 
It  was  not  alone  for  the  safety  and  protection  of  the  note  holder,  but  also  fcnr  the  pro- 
tection of  the  general  community  against  the  consequences  of  excessive  or  iUrega- 
lated  issues  of  credit  and  currency  that  this  arrangement  was  made.  It  was  per- 
ceived that  the  power  to  regulate  the  currency  carries  with  it  an  indirect  but  con- 
siderable power  to  regulate  credit;  for  power  over  currency  is,  in  effect,  and,  within 
limits,  power  over  reserves;  and  power  over  reserves  is  power  over  credit.  Close 
attention,  therefore,  should  be  given  by  students  who  are  interested  in  the  develop- 
ment of  methods  and  practices  of  reserve  banking  in  the  United  States  to  the  bearini 
of  currency  issue  ana  regulation  upon  credit  control.  Much  more  importance,  I 
believe,  attaches  to  the  function  of  currency  relation  than  is  ordinarily  recog- 
nized by  economists  in  the  United  States.  By  increasing  or  diminishmg  the  fidu- 
ciary element  in  the  Federal  reserve  note,  or — stating  the  proposition  in  terms  of 
gold— by  diminishing  or  increasing  the  gold  element  m  the  note,  the  Federal  Re- 
serve Board  has  the  power  to  protect  the  reserves  of  the  Federal  reserve  banks  against, 
or  to  expose  them  to  depletion  and  thus  to  a^ect  their  reserve  ratios,  and  thereby 
make  their  latios  more  mithful  economic  indicators,  both  to  the  banks  and  to  the 
public,  of  the  credit  situation  and  outlook.  Regulation  of  Federal  reserve  note  issue, 
if  wisely  conceived  and  competently  administered,  is  capable  of  use  as  a  preventive 
measure  against  an  undesirable  expansion  of  credit  in  its  earlier  and  more  insidious 
stages  by  making  the  supplying  of  currency  by  reserve  banks  eat  into  tJheir  reserve 
more  rapidly,  thereby  making  their  reserve  ratio  a  more  trustworthy  reliance  than 
it  now  is  as  a  guide  to  credit  policy. 

The  line  of  reasoning  pursued  above  may  seem  to  overlook  or  run  counter  to  the 
well  established  theory  that  a  truly  convertible  bank  note  currency,  such  as  is  the 
Federal  reserve  note,  is  self-regulating,  and  can  not,  except  temporarily,  be  issued 
in  excess.  Our  Federal  reserve  note  is,  no  doubt,  self-s^lating  in  the  sense  that 
its  volume  adjusts  itself  to  the  volume  of  circulating  deposit  credit  and  the  level 
of  prices.  It  is  not,  however,  by  this  test  alone,  or  by  this  test  primarily,  that  the 
self-regulating  Quality  of  a  convertible  currency  is  to  be  tested,  more  especially  in 
view  of  the  wiaespr^wi  derangements  in  the  machinery  of  monetary  standards  and 
international  exchanges  which  exist  at  this  time  and  which  promise  to  continue 
for  a  very  considerable  period  of  time.  The  theory  that  a  convertible  bank  note 
currency  is  self-r^^lating  and  supplies  its  own  corrective  against  overexpansion 
was  in  the  nature  of  a  corollary  of  the  gold  standard  when  the  monetary  ana  bank- 
ing practices  associated  with  the  gold  standard  were  in  elfect  in  a  considemble  num- 
ber of  countries.  It  was  on  such  assumptions,  and  under  the  monetary  conditionB 
that  existed  in  Eiirope  before  the  war,  that  gold  reserves  *^  and  convertible  bank 
note  issues  of  the  several  leading  countries  had  a  very  definite  and  important  sig- 
nificance as  economic  and  credit  regulators,  more  particularly  as  devices  for  setti^ 
in  operation  deterrent  or  corrective  forces  against  credit  expansion  and  price  in- 
flation. The  theory  of  the  self-adjusting  character  of  a  convertible  bank  note  cu^ 
rency  undoubtedly  has  much  validity  in  normal  circumstances — in  such  circum- 
stances as  existed  prior  to  I9I4.  When  the  commercial  world,  or  a  sufficiently  large 
number  of  the  leading  commercial  countries,  are  operating  on  a  gold  basis,  and  prices 
in  these  countries  are  gold  prices,  the  international  flow  of  gold  undoubtedly  does 
much  to  act  as  p  deterrent  to  excessive  credit  and  currency  expansion  in  ^Id  standard 
countries.    Currency  and  credit  expansion,  and  rising  prices,  in  such  circumstances 

^  Federal  Reserve  Bulletin,  Dec.,  1918,  p.  1183. 

4t  Looking  at  the  matter  of  reserves  ttom  the  economic  point  of  view,  the  adjustment  of  the  Tolume  of  a 
country's  credit  and  banking  currency  to  what  is  necessary  to  maintain  prices  at  their  Pfopv  eoooonie 
level  may  be  described  as  the  most  important  function  of  a  nation's  banking  reserve.  The  gold  of  the 
world  and  the  new  gold  as  it  comes  from  the  mines  is  constantly  in  process  of  distribution  and  redistn- 
bution.  It  is  thus  that  the  international  price  level  is  maintained  or  rectified  in  accordance  with  under- 
lying conditions  governing  the  equation  of  international  demand  and  supply  of  the  different  ooontxfes. 
As  such,  the  gold  reserve  is  an  economic  regulator  of  the  very  first  importance.  It  isa  method  of  tettinc 
the  character  and  volume  of  a  country's  credit  and  currency  and  so  keeping  it  from  getting  out  of  line  with 
economic  requirements,  particularly  in  relation  to  world  conditions,  (American  Econooiic  Beiview, 
Supplement,  Vol.  IX,  No.  1,  p.  1^  article  entiUed  "After-War  Readjustment:  Liberating  Ooid.") 
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bring  about  an  unfavorable  balance  of  trade,  raiae  the  forekn  exchanges,  and  set 
in  motion  an  outflow  of  gold  and  a  return  flow  of  bank  notes  for  redemption  in  ^Id 
to  meet  the  foreign  drain.  All  of  this  mav  be  freely  admitted;  but  the  conditions 
which  the  theory  of  the  self-controlling  cnaracter  of  a  convertible  iMink  note  cur- 
rency assumes  do  not  now  exist  because  the  conditions  requisite  to  the  functioning 
•of  an  effective  gold  standard  do  not  exist.  The  theory  of  bank  note  convertibility  as 
a  protection  aeainst  ov^expansion  therefore  breaks  down.  The  burger  portion  of 
the  commercial  worid  is  not  now  on  a  eold  basis,  though  the  United  States  is.  No 
one  country,  however  important,  can,  by  itself  alone  and  for  itself  alone,  maintain 
an  effective  gold  standard.  The  monetary  history  of  the  United  States  in  recent 
years  conclusively  establishes  this  proposition.  The  gold  movements  involving 
the  United  States  in  recent  years  have  been  predominantly  one-way  movements. 
We  hold  a  disproportionate  part  of  the  world's  stock  of  monetvy  cold  and  are  adding 
to  our  holdings — ^a  new  gold  movement  of  laige  dimension  ana  portentous  signifi- 
cance having  recently  set  in.'^  Convertibility  as  a  protective  device  has  little  mean- 
ing in  such  a  situation.  The  self-regulating  quality  of  our  bank  note  currency  has 
therefore  been  in  abeytmce,  and  has  offered,  and  could  offer,  no  protection,  or  at  any 
rate  no  adequate  protection,  against  the  insidious  process  of  gold-credit  inflation. 

Lacking  the  agency  of  two-way  gold  flows,  in  proper  r^latioi^hip,  we  must  find  and  * 
flet  up  scttne  other  agency,  at  least  so  long  as  present  abnormal  conditions  continue, 
lor  regulating  our  currency — and  that  means  primarily  for  determining  its  volume  in 
accoraance  with  changing  conditions  and  requirements — if  a  good  credit  situation  is 
to  be  reestablished  and  maintained  in  the  TJnited  States,  and  the  li&elihood  of  the 
repetition  of  costly  alternations  of  feverish  activity  and  painful  recession  in  business 
is  to  be  reduced,  or  at  any  rate  the  violence  of  such  alternations  to  be  mitigated. 
The  agency  I  am  proposing  for  this  purpose  is  the  adoption  and  the  devdopment  by 
the  Federal  reserve  system  of  a  currency  policy  and  a  gold  policy  designed  to  operate 
upon  the  reserve  ratios  of  the  several  banks  so  as  to  make  tnose  ratios  a  better  index 
of  the  credit  situation'  and  a  better  sniide  to  credit  policy.  I  use  the  term  *' credit 
p<^cy"  rather  than  '^discount  policy^'  because  the  former  is  a  broader  conception  and 
hecause  the  latter  implies  pretty  exclusive  reliance  upon  changes  of  discount  rate  as 
the  instrument  of  credit  control.  The  maintenoance  of  good  credit  conditions  appears 
to  me  to  make  the  problem  of  credit  administration  one  of  credit  regulation  ratiiier 
than  one  of  credit  control.  Prevention,  rather  than  control,  should  be  the  objective 
of  a  competent  credit  policy  in  the  United  States.  This  is  not  to  say  that  changes  of 
iliflcount  rate  have  no  place  in  credit  policy.  They  have,  indeed,  a  very  important 
place,  but  credit  policy  does  not  place  exclusive  rehance  on  rates;  because  regulation, 
not  control ,  is  its  purpose .  It  aims  to  deal  with  tendencies  or  situations  in  the  making, 
rather  than  to  await  their  development  before  acting.  While  credit  policy  uses  the 
rate  as  an  instrument,  it  does  not  make  the  rate  its  only  reliance,  and  when  it  uses 
the  rate,  uses  it  in  time  so  as  to  prevent  the  necessity  of  resort  to  extreme  and  puni- 

**  Between  Oct.16, 1920,  and  April  15. 1921  (the  latest  date  for  which  figures  are  available)  the  Federal 
nsenre  banks  have  increased  their  gold  holdings  by  the  amount  of  S294.778,000.  The  great  bulk  of  this, 
Aggregating  $251,608,000  represents  accessions  since  Dec.  10,  1920.  This  is  mainly  new  gold  from  the 
Sooth  Afirican  mines,  bought  in  the  London  market  for  American  account  because  of  the  premium  on  the 
<Mtlar,  and  because  of  the  further  fact  that  the  United  States  is  a  tree  gold  market.  The  increase  thus 
occasioned  in  the  reserves  of  the  Federal  reserve  banks  has  had  a  pronounced  effect  upon  the  rise  of  their 
reserve  ratio. 

Between  Oct.  15,  1920,  and  Apr.  15.  1921,  the  reserve  ratio  of  the  12  banks  combined  increased  31 
per  cent,  and  that  of  the  New  York  Federal  reserve  bank  increased  44  per  cent,  as  the  tabulation  below 
shows.  A  careful  calculation  indicates  that  the  31  per  cent  increase  for  the  12  banks  combined  is  attribut- 
able to  the  three  factors  involved  in  the  following  proportions:  Decline  in  Federal  reserve  note  circulation, 
11  per  cent;  decline  in  deposits,  4  per  cent;  and  Increase  in  reserves,  16  per  cent.  For  the  New  York  bank 
the  ratio  shows  a  rise  of  44  per  cent,  distributed  as  follows:  Decline  in  Federal  reserve  note  circulation,  9 
per  cent;  decline  In  deposits,  6  per  cent,  and  increase  in  reserves  29  per  cent. 


Item. 

Twelve  banks  combined. 

Federal  reserve  bank  of 
.  New  York. 

October  16. 

April  15. 

October  15. 

April  15. 

Note  liabilities 

13,353,271,000 
i;  915, 731, 000 

$2,868,527,000 
1,754,943,000 

$875,737,000 
764,466,000 

$762,173,000 
680,283,000 

Deposit  liabilities 

Deposit  and  note  UabiUties  com- 
bined  

5,209,002,000 
2,154,911,000 

4,623,470,000 
2,485,077,000 

1,640,203,000 
607,460,000 

1,442,456,000 
767,474,000 

Total  reserves 

Bcserve  ratio 

40.9 

63.7 

87.0 

53  2 
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tive  levels.  Having  regard  to  the  practical  and  traditional  importance  ot  ttie  i 
ratio  as  the  conventional  credit  and  banking  indicator,  creoit  policy  adminjifcin 
currency  imd  gqld  so  as  to  support  its  purpose  by  acting  on  ^e  banking^  reserve  tad 
checking  the  development  of  lax  loan  policy  tendencies  on  the  part  of  either  reserve 
banks  or  member  banks.  Thus  are  jgold  policy  and  currency  policy  not  only  com- 
plementary to  one  another  but  also  inseparable  dements  in  a  comprehensive  credit 
policy. 

It  would  lengthen  this  paper  undulv,  even  were  this  the  proper  place  and  occasioa, 
to  describe  the  modus  procendendi  wmch  would  be  necessary  in  cffder  to  give  effect 
to  the  ideas  which  have  been  set  forth  on  Federal  reserve  policy  for  the  future,  llie 
discussion  has  concerned  itself  with  matters  of  experience,  with  matters  of  theory, 
and  with  questions  of  principle  and  of  policy,  ratiier  than  with  a  program  of  action. 
The  revision  of  our  reserve  bank  practice,  and  the  recasting  of  reserve  bank  account- 
ing which  would  be  necessary  under  a  plan  designed  to  give  effect  to  the  principlee 
su^ested,  would  not,  however,  present  a  difficult  problem. 

Tne  main  change  in  the  published  weekly  statement  of  the  Federal  reserve  banks 
that  would  be  necessary  would  be  to  report  the  specific  note  reserve,  held  by  the 
Federal  reserve  agent,  and  the  specific  deposit  reserve,  held  by  the  bank.  The  exist- 
ing practice^  of  stating  the  reserve  position  theoretically  in  the  form  of  a  ratio  derived 
from  a  comparison  of  total  reserves  with  combined  note  and  deposit  liabilities  should 
"be  discontinued,  or,  if  continued,  be  given  merely  for  purposes  of  theoretieal  com- 
parison, by  the  Federal  reserve  system,  and  a  form  of  statement  should  be  set  up  which 
would  show  the  reserves  actually  held  against  deposits  and  notes  respectively  and 
separately,  as  the  law  contemplates.^ 

The  existing  gold  holdings  of  the  reserve  banks  should  be  reapportioned  between  the 
deposit  reserve  and  the  note  reserve.  To  the  deposit  reserve  mi^ht  be  allocated  an 
amount  of  reserve  money  equivalent,  say,  to  45  per  cent  *''  of  their  deposit  liabilities  mb 
of  the  date  when  the  new  form  of  accounting  would  become  effective.**  To  the  note 
reserve  should  be  allocated  all  the  remaining  reserve,  and,  as  the  law  requires,  be  in  the 
form  of  gold.*' 

The  reserve  thus  allocated  to  the  deposit  reserve  should  be  regarded  as  the  workinfr 
reserve  of  the  banking  or  discount  department  of  the  Federal  reserve  bank.  The 
banks  should  be  expected  to  conduct  their  discount  operations  on  the  basis  of  thiF 
reserve.  Until  conditions  justified,  the  amount  of  this  reserve  should  not  be  changed . 
Fresh  accessions  of  gold  received  by  the  banking  department  should  be  transferred  to 
the  note  reserve  by  way  of  substitution  for  other  collateral  held  by  the  Federal  reserve 
agent,  or  in  exchange  for  Federal  reserve  notes.  Withdrawals  of  gold  from  Federal 
reserve  banks  for  foreign  shipment  should,  for  the  present  at  least,  be  taken  out  of  the 
note  reserve  by  the  presentation  of  Federsil  reserve  notes  for  redemption  in  gold  or  by 
the  substitution  of  commercial  collateral  for  gold  in  the  security  held  by  the  Federal 
reserve  agent.  The  deposit  reserve  held  by  the  banking  department  would  thus  be 
fairly  constant  in  amount;  the  note  reserve,  on  the  other  hand,  would  be  variable  in 
amount,  fluctuating  mainly  in  accordance  with  changes  in  the  international  flow  of 
gold,  increasing  when  an  influx  was  in  process  and  decreasing  when  an  outflow  was  in 
process. 

While  the  deposit  reserve  under  the  arrangement  proposed  above  would  be  constant, 
the  deposit  reserve  ratio  would  not  be  constant,  but  would  fluctuate.  Any  expansion 
of  the  loan  account  of  the  Federal  reserve  banks  would  quickly  reflect  itself  in  the 
diminution  of  the  reserve  ratio  below  45  per  cent;  any  diminution  of  their  loan  account 
would  quickly  reflect  itself  in  an  increase  of  the  reserve  ratio  above  45  per  cent.  In 
brief,  fluctuations  in  the  reserve  ratio  would  reflect  quickly  and  accurately  changes  in 
the  volume  of  the  reserve  banks'  discounts. 

«  The  Apr.  16  statement  of  the  12  Federal  reserve  banks  stated  the  reeerre  position  for  the  banks  caa- 
bined  as  follows: 

Ratio  of  total  reserves  to  deposit  and  Federal  reserve  note  liabilities  combined 53.7  percent 

Ratio  of  gold  reserves  to  Federal  reserve  notes  in  circulation  after  setting  aside  35  per  cent  against  deposit 

liabiUties 65w 2  percent 

The  actual  allocation  of  reserve  moneys  on  that  date  showed,  however,  that  an  amount  of  gold  eqnal  to  S2 
per  cent  of  notes  in  circulation  was  held  by  the  Federal  reserve  agent  or  in  the  gold  redemption  fund,  and 
that  an  amount  of  gold  and  lawful  money  equal  to  56.5  per  cent  of  their  deposits  was  hdd  by,  or  for  acoouct 
of,  the  banks. 

u"  Every  Federal  reserve  bank  shall  maintain  reserves  in  gold  or  lawftil  money  of  not  less  than  35  per  cent 
against  its  deposits  and  reserves  in  gold  of  not  less  than  40  per  cent  against  its  Federal  reserve  notes  in  actuftl 
cfrculatton."— Federal  reserve  act,  section  16. 

^v  This  would  provide  a  potential  basis  for  an  expansion  of  over  $500,000,000  of  reserve  bank  credit  before 
the  deposit  ratia  would  reach  the  legal  minimum  of  35  per  cent. 

^  A  reserve  of  45  per  cent  represents  the  approximate  reserve  ratio  against  the  combined  note  and  deposit 
liabiUties  of  the  12  banks  at  the  beginning  of  the  year  1921 ,  when  the  gold  influx  began . 

<*The  apportionment  above  proposed  would  result,  on  the  basis  of  the  April  15  statement,  in  the  shifting 
of  about  mKOOO,000  of  the  gold  now  held  in  the  banking  department  to  the  Federal  reserve  agent's  depart- 
ment, and  give  a  reserve  ratio  against  notes  of  50.1  per  cent. 
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From  time  to  time  the  eituation  of  the  reserve  banks  as  a  whole,  and  of  the  several 
reeerve  banks  individually,  should  be  reviewed  in  the  light  of  current  credit  condL- 
tioDS  and  needs  in  order  to  determine  whether  any  reapportionment  of  reserves  should 
be  made;  whether,  e.  g.,  any  given  bank  should  enlaige  its  dei>osit  reserve  at  the  ex- 
pense of  its  note  reserve.  The  modus  operandi  for  effecting  such  enlargement  would 
t>e  for  the  bank  in  question  to  substitute  commercial  paper  for  gold  as  the  collateral 
*8eciirity  pledged  with  the  reserve  agent  for  notes  issued  to  the  bank,  the  gold  thus 
released  being  covered  into  the  deposit  reserve.  So  far  as  the  bank 's  reserve  position 
yna  concerned,  this  would  be  tantamount  to  the  transfer  of  a  certain  amount  of  gold 
from  the  note  reeerve  to  the  deposit  reserve  in  order  to  give  the  bank  an  enlarged 
basis  of  lending. 

As  a  result,  the  reeerve  ratios  of  the  Federal  reeerve  banks  would  have  a  meaning  not 
DOW  possessed  by  them.  As  the  banking  and  business  commimity  came  to  be  educated 
to  the  new  method  of  stating  the  position  of  the  reserve  banks,  primary  attention  would 
be  paid  to  the  movements  of  the  deposit  reserve  ratio;  that  ratio  would  be  the  imme- 
diate gauge  of  the  banking  and  credit  situation.  As  credit  expansion  was  in  process, 
that  reserve  ratio  would  decline  much  more  rapidly  than  it  now  does.  It  would  be  a 
^thful  indicator  of  what  was  going  on.  It  would  nse  only  in  reaction  to  a  decline  in 
the  rate  of  expansion  or  as  liquidation  was  in  process.  Moreover^  as  the  conununity 
<:ame  to  appreciate  the  significance  of  changes  in  the  deposit  ratio,  that  ratio  woula 
come  to  be  r^^urded  with  heightened  interest  because  of  the  evident  bearing,  in  the 
logic  of  reserve  banking,  of  chan^  in  the  reserve  ratio  upon  credit  and  discount 
policv.  And  thus  would  the  problem  of  credit  administration  also  be  simplified  and 
its  solution  be  aided  by  anticipatory  action,  both  on  the  part  of  the  banks  and  on  the 
part  of  the  borrowing  community. 

The  note  reserve  ratio,  under  the  scheme  of  operation  here  under  consideration, 
would  have  real  significance  as  indicating  the  extent  of  the  gold  cover  against  Federal 
reserve  notes.  Fluctuations  in  the  note  reeerve  ratio  would  indicate  the  increase  or 
<iecrea8e  of  Federal  reserve  notes  outstanding,  movements  of  gold  into  and  out  of  the 
Federal  reeerve  system,  and  reapportionment  of  existing  gold  holdings  between  the 
deposit  reserve  and  the  note  reserve.  In  times  like  the  present,  when  a  heavy  flow 
of  gold  toward  our  shores  is  in  process,  the  effect  of  the  propose4  plsm  would  be  to 
give,  or  rather  to  restore,  to  the  Federal  reserve  note  more  of  the  character  of  a  gold 
certificate,  which  it  had  in  the  first  years  of  the  system,  and  to  set  up,  imder  the 
guardianship  of  the  Federal  Reserve  Board,  a  super  reserve.  When  gold  was  accu- 
mulating'''in  the  hands  of  the  Federal  reeerve  banks,  the  banks  would  substitute 
gold  for  other  collateral  pledged  with  the  Federal  reserve  agent  as  security  against 
outstandii^  issues  of  notes,  new  issues  of  Federal  reserve  notes  being  made  only  in 
exchange  for  gold  until  conditions  arose  which  justified  the  issue  of  notes  against 
commercial  collateral.** 

Thus  would  the  new  accessions  of  gold  brought  to  us  purely  because  of  the  derange- 
ments of  international  exchanges  be  kept  in  storage,  as  a  note  and  super  reserve. 
There  this  gold  would  be  held  against  the  day  when  it  will,  in  part,  have  to  be  re- 
turned to  Europe  in  the  process  of  restoring  the  ffold  standard  there — an  undertaldW 
in  which  we,  hardly  less  than  Europe,  have  both  an  interest  and  an  obligation;  and 
in  the  meantime  it  would  be  where  it  could  be  drawn  into  the  banking  or  deposit 


*•  Similarly,  when  silver  and  legal  tenders  are  accumulating,  as  has  recently  been  the  case  (on  Apr.  15 
the  Federal  reserve  banks  held  $198,198,000  of  silver  and  legal  tender  notes,  the  Federal  reserve  bank  of 
-New  York  holding  $130,428,000  of  this  amount),  the  reserve  oanJcs  should  pay  them  out  in  supplying  the 
dejnand  of  member  banks  for  currency. 

**  Supposing  the  reserve  statement  for  the  Federal  reserve  system  were  re\'ised  so  as  to  report  the  deposit 
reserve  and  note  reserve  separately,  the  following  example  shows  what  effect  a  transfer  of  $200,000,000  from 
tbe  deposit  reserve  to  the  note  reserve  would  have  on  the  respective  reserve  ratios  on  the  basii  of  the  actual 
aliflcation  of  reserves  as  of  Apr.  15, 1921: 


Note  reserve  (i.  e.,  gold  with  Federal  reserve  agent  and  in  bank's  re- 
demption fund ) 

^feposit  reserve  (i.  e.,  aU  other  cash  reserves) 

meral  reserve  notes  in  circulation 

Total  deposits 

Ratio: 

Heserve against  notes *.... 

Keserve  against  deposits ; 


Before  transfer 
of  $200,000,000 
to  note  reserve. 


$1,493,001,000 

992,076,000 

2,868,527,000 

1,754,943,000 

52.0 
56.5 


After  transfer 
of  $200,000,000 
to  note  reserve. 


$1,693,001,000 

792,076,000 

2,868,527,000 

1,754,943,000 

59.0 
45.1 
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reeerve,  whenever  circumstances  justified  its  use  to  raise  or  restore  the  deposit  reeme 
ratio  at  the  expense  of  the  note  reserve  ratio.  Thus  would  these  ratios  attain  a  sig- 
nificance and  value  as  indicators  and  guides  not  now  possessed  by  the  Federal  reserve 
reserve  ratio,  and  gold  policy,  currency  policy,  and  credit  policy  become  constituent 
and  compensating  elements  in  a  balanced  scheme  of  Federal  roserve  policy,  vfhom 
primary  purpose  should  be  to  promote  and  maintain  a  healthy  condition  of  business 
and  industry  by  r^ulating  the  flow  and  volume  of  credit  with  regard  to  the  trend  of 
business  and  the  volume  of  production. 

A.  G.  Miller. 
Federal  Reserve  Board,  Washington,  D,  C 

Senator  Lenroot.  I  would  like  to  ask  this  question,  Grovemor: 
If  the  discount  rate  had  been  raised,  and  the  interest  on  the  Grovern- 
ment  issues  had  also  been  raised,  would  not  the  high  price  lerek 
have  been  reduced,  in  your  judgment  ? 

Gov.  Strong.  Of  course.  Senator,  that  is  a  very  difficult  question 
to  answer.  My  belief  is,  and  I  must  express  it  with  no  supporting 
data,  that  such  control  as  could  have  been  exercised  over  the  price 
level  depended  on  a  judicious  and  very  skillful  fixing  of  those  interest 
rates  on  the  Government  loans  and  discount  rates  by  the  Federal 
reserve  banks,  with  due  regard  to  the  interests  of  a  great  many 
other  institutions  and  concerns  that  also  had  to  be  protected*  as, 
for  instance,  the  insurance  companies,  and  the  savings  banks,  wnich 
held  a  large  volume  of  securities,  and  which  they  feared  mi^ht 
be  depreciated  in  value.  In  general,  it  might  be  true  that  a  higner 
interest  rate  might  have  exercised  some  restraint  on  rising  prices, 
and  some  restraint  on  expansion.  But  I  feel  that  a  fair  comment 
upon  that  period  is  to  Iook  at  it  from  the  other  point  of  view,  that 
prices  advanced*  in  response  to  competitive  bidding,  which  could  not 
oe  controlled,  certainlv  in  the  early  days  of  the  war,  and  the  Federal 
reserve  system  was  a  bystander,  expressing  it  that  way,  of  that  pro- 
ceeding. They  just  kept  the  bool^.  Senator,  as  to  tnese  price  ad- 
vances and  increases,  and  as  the  currency  expanded. 

Senator  Lenroot.  When  you  speak  of  the  early  days  of  the  war, 
do  you  mean  the  European  War  ? 

Gov.  Strong.  Yes;  and  after  we  got  into  it. 

Senator  Lenroot.  Why  could  we  not  have  controlled  it  after  we 
got  into  it  ? 

Gov.  Strong.  I  do  not  think  it  was  physically  possible  so  to 
organize  the  country  in  that  short  time  so  that  all  competitive  buying 
could  be  eliminated.  It  was  eliminated,  as  you  know,  after  some 
months  of  effort,  very  considerably;  price  control  came,  and  a  con- 
trol over  exports  and  imports  and  tnrough  rationing  of  particular 
industries  to  some  extent,  and  extending  credit  only  to  tnose  mdustries 
that  were  necessary  for  tne  production  of  war  material.  All  of  those 
elements  were  introduced,  and  those  things  were  controlled  in  part 
by  the  War  Industries  Board.  But  it  could  not  limit  the  buying 
of  the  civil  population. 

Senator  Lenroot.  Just  one  other  question.  Assuming  that  a 
higher  interest  rate  would  have  tended  to  bring  the  prices  ofown,  the 
Government  indebtedness  would  not  have  been  as  great,  and  the 
Government  itself  would  have  gained;  we  will  now  have  to  pay 
these  obligations  on  the  lowered  price  level,  in  all  probability  ? 

Gov.  Strong.  That  is  true,  ii  the  control  had  produced  lower 
prices;  that  is,  the  price  levels  would  have  been  lower 

Senator  Lenroot  (interposing).  But  you  have  no  way  of  deter- 
mining what  that  would  have  been  ? 
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GoY.  Strong.  It  is  an  interestinff  subject  of  speculation,  Senator. 

Concluding  this  discussion  of  the  characteristics  of  the  second 
division  of  tne  seven  years,  I  want  to  say  just  a  word  about  the 
policies  of  the  Federal  reserve  bank  of  New  York;  they  were  es- 
pecially directed  to  keep  expansion  at  a  minimum,  but  nevertheless 
to  place  the  Grovemment  loans  successfully,  even  though  it  involved 
expansion. 

representative  Sumners.  Who  gave  that  direction,  Grovemor? 

Gov.  Strong.  As  to  the  policies? 

Representative  Sumners.  I  understood  you  to  say  that  the  New 
York  bank  was  directed 

Gov.  Strong  (interposing).  The  poUcv  was  directed 

Representative  Sumners  (interposing).  I  beg  your  pardon. 

(3ov.  Strong.  Out  poUcy  was  directed  toward  that  end.  Possibly 
I  did  not  express  that  clearly.  During  this  period  we  were  constantly 
engaged  in  urging  discrimination  by  all  banks  in  our  district,  and  I 
think  it  was  general  throughout  the  coimtry,  to  discriminate  in  favor 
of  loans  to  tne  industries  which  were  necessary  to  the  war  and  to 
the  Droduction  of  materials  necessary  to  the  maintenance  of  the 
healtn  and  morale  of  the  people,  and  to  restrict  those  that  would  be 
fostering  needless  expenditure  by  the  people  during  that  period. 

Now,  as  to  the  third  period.  The  armistice  was  signed  in  Novem- 
ber, 1918,  and  I  fixed  the  beginning  of  the  third  period  as  about 
August,  1918,  and  its  conclusion  at  some  indefinite  period  during 
the  summer  of  1920.  When  I  come  to  read  extracts  from  the  original 
records  of  the  bank,  you  will  find  that  om*  poUcy  presents  a  marked 
contrast  to  the  previous  period — that  is,  when  we  were  stru^ling  to 
raise  money  for  the  Treasury  for  war  purposes.  In  August  and 
September,  1918,  the  feeling  began  to  spread  that  the  war  would 
terminate  favorably  to  the  cause  of  the  Allies.  A  spirit  of  optimism 
developed,  which  had  its  first  manifestation  in  a  rismg  stock  market 
in  New  York,  as  is  almost  always  the  case,  and  an  increasing  tendency 
to  speculate. 

Rior  to  that  time  we  had  established  a  system  of  reports  which 
^as  so  comprehensive  that  we  knew  every  day  about  what  was  going 
)n.  I  should  say  about  the  middle  of  August  we  began  to  get 
)iir  first  warnings  as  to  the  possibiUty  of  speculation.  After  the 
ngning  of  the  armistice,  of  course,  there  arose  a  fear  of  a  very  sharp 
'eduction  in  our  export  trade  and  a  very  sharp  reduction  in  the 
lemand  on.  the  part  of  the  United  States  Government  for  goods  for 
«^ar  purposes.  Much  concern  was  also  expressed  about  the  unem- 
)loyment  which  would  result  from  this  cessation,  and  the  unemploy- 
nent  which  would  result  from  bringing  the  men  home  from  Em-ope, 
md  releasing  the  men  who  were  then  in  training  in  the  cantonments. 
Fhis  feeling  caused  a  cessation  in  buying,  and  there  was  a  short  reces- 
ion  in  busmess  for  the  period,  say,  between  January  and  March,  1919. 
well  recall  numerous  mquiries  being  made  at  the  bank  in  February 
tnd  March  by  taxpayers  who  were  making  their  retmns  for  income 
axes,  showing  that  profits  which  they  had  retiuned  for  the  purposes 
>f  taxation  in  statements  as  of  January  1  had  been  almost  wipea  out 
>y  the  decline  in  value  of  inventories  that  subsequently  occurred 
town  to,  say,  March.  It  appeared  for  a  time  as  if  the  speculation 
^e  had  feared  would  not  go  very  far,  because  of  the  natural  and 
iievitable  cessation  of  business  resulting  from  the  cessation  of  war. 
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But  after  March  1,  as  I  think  can  be  shown  from  data  which  we 
have  here,  this  speculative  tendency  began  to  develop  to  a  very 
marked  degree,  and  by  gradual  stages  it  worked  up  and  matured 
into  a  veritable  orgy  oi  extravagance,  waste,  and  speculation;  there 
was,  in  fact,  a  competition  to  Duy  anything  at  almost  any  price. 
This  culminated  in  tne  early  summer  of  1920. 

Now,  the  first  rumblings  of  a  coming  break  appeared  in  March 
and  April  of  1920,  in  Japan,  where  I  happened  soon  after  to  be  travel- 
ing, I  was  there  at  the  height  of  their  penod  of  liquidation  and  distr^s 
and  had  opportunity  to  observe  on  the  ground  exactly  what  was 
transpiring.  It  has  frequently  been  said  that  the  percussion  cap 
which  started  distress  in  Japan  was  the  sudden  cessation  of  the 
demand  for  silk  in  the  United  States.  I  do  not  think  that  is  quite 
accurate.  The  Japanese  exporters  had  suffered  the  misfortune 
through  various  causes  of  a  very  wide  and  effective  propaganda  in 
China,  boycotting  Japanese  goods.  And  I  was  told  of  vessels  thai 
were  held  up  in  Chinese  ports,  not  being  able  to  unload  their  goods: 
and  that  was  also  coincident  with  the  cessation  of  the  buying  of 
silk  in  this  country.  This  reaction  extended  from  Japan  into  China, 
the  Dutch  Indies,  India,  and  Egvpt,  and  the  same  conditions  pre- 
vailed generally  throughout  the  East. 

Representative  Sumners.  When  you  say  the  same  conditions,  do 
you  mean  the  attitude  of  those  people  toward  Japanese  silk,  or  the 
mtemal  conditions  of  the  country  ? 

Gov.  Strong.  No;  I  am  referring  to  the  condition  of  trade  gen- 
erally. The  demand  for  rubber,  for  instance,  had  slackened  on  so 
that  on  the  Malay  Peninsula,  through  which  I  traveled  for  many 
miles,  there  were  miles  and  miles  of  rubber  trees  with  no  one  paying 
any  attention  to  them;  they  were  not  even  being  tapped. 

And  in  India,  other  complications  arose.  The  rupee  suffered  a 
sudden  collapse  with  the  collapse  in  the  price  of  silver,  and  im- 
porters who  had  contracted  for  goods  on  the  basis  of  the  former 
value  of  the  rupee,  when  the  goods  arrived  found  themselves  in 
difficulties.  Ana  trade  had  become  most  stagnant  in  India.  The 
conditions  were  similar  to  those  which  we  have  passed  through  and 
are  passing  through  now  in  this  coimtry. 

Senator  Lenroot.  Governor,  I  take  it  you  do  not  wish  us  to 
imderstand  that  that  was  because  of  our  break,  but  that  the  con- 
ditions manifested  themselves  there  first  ? 

Gov.  Strong.  I  think  all  you  can  say  is  that  it  started  there 
first,  and  it  was  bound  to  come  here  at  some  time  or  other. 

Senator  Lenroot.  Now,  say,  from  March  on,  did  you  all  the  time 
believe  that  it  was  bound  to  come  ? 

Gov.  Strong.  I  think  we  believed  it  was  bound  to  come,  Senator, 
at  the  bank  in  New  York  back  in  1919.  This  is  1920  to  which  I 
am  now  referring;  and  we  felt,  in  1919,  that  the  speculation  was 
bound  to  topple  over.  And  at  a  later  point  in  my  statement,  I 
wish  to  read  to  you  various  extracts  from  the  publications  of  the 
bank,  and  correspondence  of  the  bank — ^public  and  private — ^which 
will  give  you,  I  think,  exactly  the  point  of  view  of  the  Federal 
reserve  bank  of  New  York  during  that  period. 

Representative  Sumners.  Then  let  me  ask,  when  did  your  bank 
first  begin  to  take  measures  to  meet  this  condition  ? 
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Gov.  Strong.  I  should  sar,  sir,  that  the  first  measures  were 
taken  as  early  as  At^ust,  1918.  That  statement  relates  to  the 
operations  of  an  auxiliary  o^anization  conducted  by  the  Fed^al 
reeenre  bank  in  connection  ^th  floating  the  loans  of  the  Treasury, 
known  as  the  ''money  committee/'  to  which  you  may  have  seen 
references  made  at  dinerent  times.  As  I  have  )ust  stated,  our  &st 
signal  was  in  August,  1918,  when  we  saw  a  possibility  of  speculation 
in  stocks  developmg  and  tried  to  control  it. 

Senator  Lenboot.  Then,  Governor,  do  I  take  it  that  you  expect 
to  develop  to  the  commission  that  your  bank  tried,  back  in  1918,  to 
prevent  further  expansion) 

Grov.  Strong.  I  do  expect  to  do  that.  Senator. 

Coming  to  the  policies  of  the  Federal  reserve  bank  during  this 

{)eriod  of  speculation  and  rising  prices,  I  was  just  about  to  say, 
oUowing  my  notes,  that  our  policy  at  that  time  was  to  endeavor, 
by  every  means  at  our  command,  to  arrest  this  development.  It 
wiU  be  necessary,  however,  in  order  to  understand  our  difficulties 
in  doing  so,  to  try  to  take  you  back  to  the  atmosphere  of  those  days. 
You  wm  recall,  as  soon  as  the  armistice  was  signed,  there  developed 
an  insistent  demand  to  restore  business  to  normal  conditions  and 
relieve  it  from  the  restraints  that  were  found  necessarv  during 
the  war  period.  The  cry  was  ''Business  back  to  normal,''^ and  the 
response  to  that  demand  was,  in  fact,  to  remove  those  restraints. 
The  various  organizations  set  up  in  the  different  branches  of  the 
Government  to  control  advancing  prices  and  to  bring  about  an  orderly 
administration  of  the  various  war  branches  of  the  Government  were, 
one  by  one,  disbanded.  The  effect  of  lifting  the  restraints  was, 
naturally,  one  of  buoyancy.  The  people  had  economized  for  two 
and  a  half  years,  and  they  wanted  now  to  enjoy  themselves.  And 
the  psychology  of  the  people  during  that  period  was  a  very  important 
influence.  But  from  an  economic  point  of  view,  we  must  remember 
that  while  the  war  was  over  in  actual  combat,  in  finance  it  was  far 
from  over,  because  we  still  had  ahead  of  us  a  loan  which  at  that 
time  we  felt  would  be  about  $6,000,000,000— the  Victory  loan. 

Now,  the  fourth  period,  into  which  the  third  period  gradually 
merged,  the  period  of  declining  prices  and  liguidation,  marked  the 
greatest  decline,  I  believe,  in  values  of  cominodities  that  has  ever  been 
witnessed  in  modem  times.  (See  p.  498.)  It  commenced  with  silk  and 
wool,  and  gradually  extended  to  cotton,  rubber,  sucar,  and  other  of  the 
basic  commodities.  At  first  the  decline  was  gradual,  but  it  became 
greatly  accelerated,  until  toward  the  end  of  1920  in  some  com- 
modities the  price  decline  was  almost  perpendicular.  It  slowed 
down  in  December,  and  in  January  and  February  of  this  year  the 
decline  had  been  largely  arrested;  one  should  not  speak  too  broadly 
on  this  subject,  but  Mter  the  turn  of  the  year  the  decline  was  greatly 
arrested. 

During  this  period  the  policy  of  the  Federal  reserve  bank  of  New 
York  was  governed  by  a  development  with  whicii  I  believe  few  people 
are  familiar,  and  I  would  like  to  describe  that  in  some  detail. 

Representative  Sumners.  In  this  period,  the  discussion  of  which 
you  are  about  to  enter,  do  you  propose  to  describe  what  you  did  to 
arrest  speculation,  and  what  you  did!^to  arrest  speculation  afterwards  ? 
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Gov.  Strong.  I  am  at  the  present  time  outliaing  the  periods, 
and  in  a  few  words  the  policies  of  the  bank,  and  later  1  expect  to  tell 
you  how  we  exercised  those  policies. 

When  the  public  stoppea  buying  and  consuming  goods — ^I  am 
referring  to  the  period  of  declining  prices — as  they  aid  in  the  sum- 
mer of  1920.  it  was  just  like  closm^  the  outlet  of  an  elastic  pipe, 
with  water  being  constantljr  foiBfied  m  at  the  other  end.  The  pipe 
will  certainly  expand^  and  it  did.  When  consumption  stoppea  at 
the  point  of  retail  distribution,  production  at  the  point  oi  orkin 
still  continued.    The  retail  stores  largely  paid  for  the  goods  tnat 
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they  had  contracted  for,  but  discontinued  orders  from  the  whole- 
sale merchants  and  manufacturers  for  new  ^oods.  The  middlemen 
or  wholesale  distributors  delivered  such  goods  as  thev  could  which 
they  had  contracted  to  sell,  but  thev  discontinued  buying  new 

foods,  and  simply  took  those  which  they  had  contracted  to  buy. 
t  was  the  same  way  with  the  manufacturers  and  their  supplies 
of  raw  material;  they  took  the  raw  materials  already  contracted 
forj  but  they  discontmued  buying  further  new  supplies  of  raw  ma- 
tenal  from  tne  original  producers. 
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There  were  also  nrany  cases,  as  we  know,  where,  probably  due 
to  inability  to  finance  deliveries,  contracts  were  canceled  right  and 
left.  It  was  a  very  common  thing,  under  those  conditions,  that 
^oods  which  had  been  contracted  for  and  were  in  process  of  manu- 
facture and  were  not  taken  by  the  purchaser,  had  to  be  carried. 
So  that  during  this  period  goods  piled  up  all  along  the  line.  The 
outlets  were  closed  at  one  end  of  the  line,  but  production  kept 
piling  up. 

Now,  what  happened  as  a  result  of  that  ?  I  want  to  describe  it. 
if  I  may,  as  a  row  of  blocks  standing  on  end,  the  block  at  one  end 
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representing  consumption,  and  the  block  at  the  other  end  repre- 
senting the  production  of  the  raw  material.  What  would  happen 
if  a  blow  was  struck  at  the  block  representing  consumption?  The 
blow  by  the  ultimate  consumer,  at  the  retail  end  of  me  row,  was 
reflected  back  instantly  to  the  raw  material  production,  and  there 
was  an  immediate  collapse  in  prices  of  raw  materals.  And  that  is 
the  characteristic  of  periods  oi  depression,  that  the  first  to  suffer 
collapse  in  prices  is  the  producer  of  the  raw  materials. 
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It  was  during  this  period  of  decline  in  prices  of  raw  materiab 
and  of  the  backing  up  of  goods  when,  notwithstanding  the  declin- 
ing prices,  you  will  find  that  the  loans  of  the  Federal  reserve  bank 
did  not  decline.  (See  p.  499.)  The  price  decline  was  very  sharp,  as 
is  shown  by  our  charts.  The  curve  of  prices  dropped  quite  markeoly, 
but  the  volume  of  bank  loans,  as  shown  on  the  charts  of  the  Federal 
reserve  bank,  continued  to  rise  for  some  time  before  it  began  to  go 
down;  indicating,  as  I  have  attempted  to  describe,  that  the  fiirat 
result  of  this  curtailment  of  consmnption  was  a  pressure  upon  the 
banking  system  for  credit  to  carry  these  goods,  and  a  decline  of  the 
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curve  representing  bank  loans  could  only  be  expected  when  consump- 
tion began  and  debts  were  paid. 

Now,  from  this  chart  you  will  observe  the  decline  of  prices. 
These  are  the  wholesale  prices.  You  notice  the  decline  is  very 
sharp,  and  the  bank  loans — these  are  national  banks — the  loans 
were  maintained  at  these  levels  [indicating];  but  the  other  chart 

Senator  Lenroot  (interposing).  Could  you  indicate  on  that  chart 
approximately  when  the  policy  of  the  Federal  Reserve  Board  was 
fixed  with  reference  to  expansion  ? 
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Gov.Stbong.  Yes;  there  is  another  chart  which  will  show  that; 
I  think,  a  little  better. 

Senator  Lenboot.  I  would  like  to  know  with  relation  to  that 
peak  of  prices;  that  is  what  I  am  after. 

Gov.  Strong.  The  policy  of  resistance  to  expansion,  Senator,  I 
should  saj — of  course,  it  developed  gradually  as  conditions  seemed 
to  make  it  necessary — I  should  say  mat  the  policy  of  resistance  to 
expansion  came  in  about  at  this  point  [indicating  on  chart],  fairly 
early  in  1919. 

Senator  Lenboot.  There  was  positive  action  of  the  Federal  Reserve 
Board  in  the  spring  of  1920  ? 

Representative  Mills.  In  December,  1919. 

Gov.  Strong.  November,  1919.  (This  refers  to  rate  increase  and 
the  high  point  of  prices.) 

Senator  Lenroot.  Was  it  December,  1919,  the  date  of  the  high 
point? 

Representative  Mills.  December,  1919,  was  the  date. 

Gov.  Strong.  No;  May,  1920,  high  point  of  prices. 

Senator  Lenroot.  Now,  where  would  that  oe  indicated  on  that 
chart? 

Gov.  Strong.  Each  of  these  blocks,  Senator,  represents  a  year. 
That  was  the  year  1^920  [indicating]. 

Senator  Lenroot.  Yes;  I  xmderstand. 

Gov.  Strong.  Now,  it  is  important  to  bear  in  mind,  however,  in 
examining  a  chart  of  this  character,  that  the  manifestation  of  what 
was  goin^  on  was  different  in  different  sections  of  the  country,  and  I 
think  it  is  axiomatic,  for  some  reason  which  can  hardly  be  exactly 
known,  that  the  first  sense  of  the  coinmunity  to  detect  these  changes 
is  expressed  possibly  in  the  money  and  the  stock  market;  and,  as  I 
shall  hope  to  show,  in  New  York  we  had  our  first  warning  of  the 
possibilities  of  the  speculative  development  as  early  as  August,  1918, 
oefore  the  war  ended.  But  it  takes  a  long  time  for  that  sentiment 
to  develop  and  go  through  the  various  cycles  of  development  imtil 
it  reaches  the  ape^as  shown  on  that  chart. 

Representative  Ten  Eyck.  You  are  going  to  submit  those  charts 
for  the  record,  are  you  not.  Governor? 

Gov.  Strong.  Yes,  sir;  I  have  quite  a  collection  of  charts  to 
submit  to  the  commission. 

Now,  as  to  our  policy  during  this  period  of  declining  prices.  I 
may  say  it  was  the  most  difficult  period  that  we  have  experienced 
in  the  reserve  system,  or,  at  least,  in  the  Federal  reserve  bank  in 
New  York,  filled  with  complications  which  I  could  describe  ad 
nauseam  to  the  committee.  But  our  policy  was  designed  to  en- 
courage the  extension  of  needed  credits — that  is,  by  tne  member 
banks.  That  is  where  the  original  policy  must  be  made  effective — 
at  the  loan  window  of  the  memDer  banks. 

Representative  Mills.  Now  you  are  talking  of  the  period  begin- 
ning in  August,  1920,  are  you.  Governor? 

Gov.  Strong.  No,  sir;  1  am  talking  about  the  period  of  declining 
prices  which  began,  say,  in  the  summer  of  1920,  and  extended  to,  say, 
the  early  winter  of  1920.  That  is  the  period  of  the  vertical  fall  m 
prices.  By  gradual  stages,  of  course,  as  developments  justified  it, 
our  policy  clianged. 


Digitized  by 


Google 


502  AGBIOXTI/rUBAIi  IKQXnBT. 

We  were  at  first  resisting  expansion.  It  then  became  necessary 
to  encourage  the  banks  to  extend  credit  to  those  who  needed  it,  in 
order  to  meet  the  difficulties  of  overbmxiened  inventories,  to  which 
I  referred,  due  to  this  backing  up  of  ^oods,  and  in  order  to  enable 
them  to  fulfill  existing  obligations  and  engagements  that  they  had 
entered  into,  not  only  m  connection  with  the  greater  volume  oi  busi- 
ness in  the  expansion  period,  but  in  connection  with  the  greater 
volume  of  business  at  a  much  higher  level  of  prices.  The  strain  upon 
credit  then  was  the  most  difficult  thing  we  had  to  meet,  because 
then  the  question  of  goodness  of  credit  for  the  first  time  entered  into 
our  problem. 

Senator  Lenroot.  Might  I  ask  you  before  you  go  into  that.  Gov- 
ernor, to  go  back  just  a  moment.    I  would  like  to  ask  you  just  this 
auestion,  as  to  what  were  the  results  of  the  efforts  of  the  Federal 
Reserve  Board  or  your  bank  to  resist  expansion  t 

Gov.  Strong.  Well,  sir,  it  would  be  necessary  for  me  to  tell  you 
what  would  have  happened  if  we  had  not  done  it,  and  that  is  a  very 
difficult  thing  for  me  to  do.    It  is  just  a  belief. 

Senator  Lbnboot.  It  was  effectual,  in  other  words  ? 

Gov.  Strong.  It  was  effectual  in  many  directions,  but  in  niwjr 
directions  we  were  like  prophets  crying  in  the  wilderness.  We 
could  not  stop  that  rage  of  speculation  by  any  means  at  our  com- 
mand, at  least  so  it  appeared  at  that  time. 

Senator  Lenroot.  So  that  result  occurred  beginnipg  with  the 
action  of  the  raise  of  the  discotmt  rate  in  December.  Was  that  what 
produced  the  marked  effect  ? 

Gov.  Strong.  I  was  going  to  discuss  that  later,  but  let  me  inject 
here,  that  through  all  of  that  period  our  policy  was  necessarily 
affected  by  the  necessities  of  the  Treasury,  but  on  the  other  hand,  1 
believed  then^  and  I  believe  now,  that  tne  basis,  the  fundamental 
basis  of  restramt  upon  speculation  rests  upon  the  cost  of  credit,  and 
that  the  policy  of  raising  our  rates  was  necessary  and  justified,  and 
without  tne  adoption  of  that  policy  this  expansion  which  took  place 
would  have  gone  to  unparalleled  levels. 

Senator  Lenroot.  Tnen  leaving  out  of  the  question  for  the  mo- 
ment the  necessities  of  the  Treasury,  if  this  action  had  been  taken 
directly  following  the  armistice  we  would  have  been  much  better  off  ? 
Or  I  may  put  it  this  way:  As  soon  as  it  was  apparent  that  this  wave 
of  speculation  was  on,  following  the  armistice,  if  this  action  had 
been  taken  we  would  have  been  much  better  off  ? 

Gov.  Strong.  Well,  sir,  I  wish  I  might  answer  that  question 
directly  and  categorically,  but  it  is  an  exceedingly  difficult  one  to 
answer,  Senator. 

Senator  Lenroot.  Well,  if  it  had  the  effect  in  Decenaber,  1919, 
that  you  say,  would  it  not  have  had  the  same  effect  earlier  without 
reaching  these  high  levels  ? 

Gov.  Strong.  Yes;  but  it  might  have  had  very  much  more  unfor- 
tunate effects  in  other  directions. 

Senator  Lenroot.  I  was  leaving  out  of  consideration  the  Treasury 
for  the  moment. 

Gov.  Strong.  If  you  leave  out  of  consideration  the  Treasury — 
and  that  is,  of  course,  a  most  exceedingly  important  consideration, 
affecting  the  welfare  of  the  coimtry 

Senator  Lenroot.  Yes 
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Gov.  Strong  (continuing).  I  should  say  that  an  increase  in  dis- 
count rates  at  the  period  when  the  decline  was  suffered,  from  January 
to  March  of  1919,  to  which  I  have  referred — ;- 

Senator  Lenboot  (interposing).  Yes;  that  is  what  I  mean 

Gov.  Strong  (continuing).  Would  have  been  as  dose  to  an  ideal 
100  per  cent  poUcy  of  perfection  as  could  have  been  adopted. 

S^ator  Lenroot.  Then,  looking  back — and  hindsight  is  always 
better  than  foresight — ^would  it  not  have  been  better  to  have  paid 
a  higher  rate  on  our  Treasury  obligations  and  put  in  that  poUcy 
back  in  1919? 

Gov.  Strong.  Well,  now,  sir,  you  are  leading  me  to  a  discussion 
of  Treasury  poUdes. 

Senator  jLenroot.  Well,  I  do  not  want  you  to  do  that. 

Gov.  Strong.  And  before  answering,  permit  me  to  say  this:  The 
Federal  reserve  act  contains,  I  think,  three  lines  establishing  the 
relations  of  the  Treasury  to  the  Federal  reserve  banks,  and  they  are 
very  significant.  It  is  all  there  is  in  the  act  on  that  subject.  It  says 
that  the  Secretary  of  the  Treasiuy  may  require  the  Federal  reserve 
banks  to  act  as  fiscal  agents  of  the  United  States  and  may  deposit  the 
general  fund  in  them.  That  is  the  sole  authority  which  the  Federal 
reserve  system  has  had  for  conducting  this  enormous  business  for 
the  Treasury.  I  am  glad  there  was  no  more  law  on  the  subject.  It 
gave  us  freedom  of  action  which  we  needed.  But  we  are  the  fiscal 
agents  for  the  Treasury  and  I  hope  you  will  understand.  Senator, 
that  desiring,  as  I  do,  to  ^ve  every  scrap  of  information  to  the 
commission  tnat  is  possible  m  the  discussion  of  Treasury  poUcies,  I 
feel  that  I,  or  the  bank  at  least,  was  thdr  agent  and  servant  in  those 
matters,  and  that  those  are  matters  that  should  be  discussed  by  our 
prindpals. 

Senator  Lenroot.  Yes;  I  was  not  asking  the  question  in  any 
spirit  of  criticism  of  the  Treasurv;  I  was  simply  asking  for  your 
judgment  as  to  what  would  have  happened  if  a  different  course  had 
been  followed. 

Gov.  Strong.  Yes.  WeU^  I  do  not  want  to  indicate  to  you, 
Senator,  or  to  the  commission,  a  criticism.  They  were  confronted 
with  difficulties  of  the  first  magnitude,  and  the  pohcies  arrived  at,  as 
they  affect  the  reserve  bank,  were  those  that  were  arrived  at  by 
mutufid  understanding  at  the  time. 

The  Chairman.  Well,  is  there  not  still  at  this  time  the  ques- 
tion of  the  effect  of  the  flotation  of  the  Victory  loan  at  a  higher 
interest  rate,  upon  the  value  of  not  only  existing  industrial  securi- 
ties, but  upon  the  value  of  the  Government  bonds  already  issued? 
Was  there  not  a  question  of  the  necessity,  perhaps,  of  refunding 
of  the  prior  issues  of  bonds  upon  the  higher  rate  ii  the  higher  rate 
was  upneld  ? 

Gov.  Strong.  Well,  of  course,  Mr.  Chairman,  I  think  the  mem- 
bers of  this  commission  must  be  aware,  as  I  was  made  aware  of  the 
fact,  that  at  this  period  when  the  important  decision  was  before 
the  Treasury  as  to  the  terms  of  the  Victory  loan,  there  was  a  very 
strong  outcry  in  Congress  for  the  protection  of  the  interests  of 
holders  of  the  previous  loans.  Liberty  loans,  which  had  suffered  a 
decUne  in  the  market;  and  without  discussing  the  wisdom  or  im- 
wisdom  of  any  such  policy,  I  think  there  was  possibly  a  sentiment 
which  might  be  regarded  as  crystallizing,  that  might  have  forced 
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a  refunding  of  the  entire  war  debt,  which  would  have  been  a  very 
difficult,  an  almost  impossible  task,  and  possibly  one  of  great 
danger  to  the  country. 

That  is  so  far  afield  from  my  own  responsibilities  in  the  matter 
that  I  hestitate  to  discuss  it  in  much  detaO. 

Representative  Ten  Etck.  Well,  would  not  the  public  prac- 
tically have  demanded  that,  if  the  rate  of  interest  had  been  in- 
creased ? 

Gov.  Strong.  Well,  I  think  that  is  a  question  of  judgment. 
My  own  belief  is  that  there  would  have  been  a  very  strong  outcry. 
There  was  a  very  strong  outcry.  But  I  have  a  feeling — ^possibly 
because  I  do  not  live  in  the  atmosphere  of  Washin^n — that  it 
could  have  been  resisted.  I  hestitate  even  to  express  it  so  strongly 
as  that. 

Let  me  inject  one  remark,  however,  about  rates  and  prices  of 
securities.  It  is  not  the  rate  fixed  by  act  of  Congress  that  deter- 
mines the  rate  the  security  bears  in  the  market.  That  is  fixed  by 
supply  and  demand.  And  I  want  to  confess  to  my  own  misapi»^ 
hension  in  the  early  period  of  Government  borrowings  on  that 
score.    The  fact  is  that  the  rate  of  interest  rettim  whicn  any  obli- 

f;ation  produces  that  is  traded  in  in  the  market  is  fixed  by  natural 
aws  of  supply  and  demand,  of  credit,  of  investment  securities,  of  the 
amount  oi  tree  capital,  and  so  on,  and  the  competition  between  the 
issues  of  the  United  States  Government  and  otner  securities  in  the 
market  arises  just  the  same,  no  matter  at  what  rate  originally  issued. 

If  the  interest  rate  allowed  on  a  Government  bond  is  too  low  from 
a  market  point  of  view,  why  the  value  depreciates,  and  the  interest 
return  adjusts  itself  by  change  in  market  value.  So  that  whatever 
may  be  said  for  or  against  a  policy  of  issuing  low  rate  securities, 
it  must  be  said  that  those  matters  are  taken  care  of  by  natural  laws, 
and  neither  by  Congress  nor  bySecretaries  of  the  Treasury. 

Representative  Ien  Eyck.  Well,  from  what  you  have  previously 
stated  here,  Governor,  about  the  rates  of  interest  that  were  charged, 
I  deducted  that  early  in  the  war  it  assisted  the  Government  in  jHac- 
ing  bonds  at  a  low  rate  of  interest. 

Gov.  Strong.  Y^,  sir;  ttiey  did. 

Senator  Lenboot.  I  understand  your  conclusion,  then.  Governor, 
is  that  in  view  of  the  needs  of  the  Treasury  and  the  policy  of  the 
Treasury  the  discount  rate  could  not  have  been  raised  oefore  it  was 
raised,  even  though  it  had  resulted,  if  it  could  have  done  so,  in  a 
checking  of  expansion  earlier  ? 

Gov.  Stbong.  I  did  not  catch  that  Senator. 

Senator  Lenroot.  Then  perhaps  I  coidd  repeat  it.  In  view  of 
the  needs  of  the  Treasury  and  the  policy  of  the  Treasury  it  is  your 
judgment  that  the  discount  rate  could  not  have  been  raised  earlier 
than  it  was  raised  ? 

Gov.  Strong.  Not  without  a  modification  of  the  policies  of  the 
Treasury. 

Senator  Lenroot.  That  is  what  I  say,  in  view  of  the  policies  of 
the  Treasury. 

Gov.  Strong.  Yes,  sir.  I  believe  not.  Boiled  down  to  the  simplest 
lan^age,  and  rather  roughly  stated,  in  the  matter  of  interest  rate 
policy  it  really  would  come  to  a  determination,  in  the  last  analysis, 
as  to  whether  the  Treasury's  policy  was  determined  by  the  Secretary 
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of  the  TreasniT  or  by  the  Federal  reserve  system,  because  they  were 
80  mterdependent. 

Representative  Mills.  I  do  not  want  to  get  into  this  discussion 
too  much,  because  I  know  how  much  time  we  can  waste  on  it,  but 
yon  have  not  touched  on  the  question  of  the  short-time  certificates 
at  all  during  this  period  and  their  effect  on  expansion. 

Gov.  Stbono.  Ino;  I  have  not  yet,  but  I  am  going  to. 

I  am  just  now  outlining,  as  I  stated,  the  characteristics  of  the 
yarious  periods  and  our  policies,  and  later  on  I  hope  to  take  up  the 
various  transactions  and  methods  and  influences,  and  matters  that 
had  to  be  dealt  with  in  the  light  of  these  periods  that  I  am  describing. 

During  this  fourth  period,  of  decline,  as  I  sav,  it  was  oiu:  policy 
to  encourage  extensions  of  credit  where  required,  and  necessary,  but 
also  to  insure  at  the  same  time,  by  judicious  increases  in  our  rates, 
that  the  orderly  liquidation  of  those  stocks  of  backed-up  goods  shoula 
continue  unabated.  Absolute  failure  to  liauidate  inventories  under 
such  conditions,  in  my  opinion,  would  have  Drought  about  disastrous 
results.  All  of  this,  I  believe,  will  be  disclosed  in  the  statements  that 
I  will  submit  from  the  records  of  the  bank. 

Representative  Miixs.  May  I  ask  a  question  here  ?  Concerning 
tiiis  period  that  you  have  just  described,  did  your  rediscounts  increase, 
let  us  sav,  from  August  to  December? 

Gov.  Strong.  We  have  a  chart  showing  that.  Congressman.  I 
will  show  that  to  vou.     (See  p.  606.) 

Representative  "Mills.  Do  you  want  to  show  that  now,  or  do  you 
want  to  show  that  later  ? 

Gov.  Strong.  I  think  we  had  better  show  that  now,  Mr.  Mills; 
wlnle  you  have  that  in  mind.  I  think  the  peak  of  our  loan  account 
in  the  Federal  reserve  bank  of  New  York  was  reached  some  time  in 
February,  1920.  It  got  up  to  a  very  high  level  in  the  fall  of  1920, 
but  the  pinnacle,  so  to  speak,  as  I  recall,  was  ixi  February,  1920,  so  * 
far  as  weekly  figures  are  concerned.  On  one  day  in  the  fall,  however, 
the  figures  actually  exceeded  the  February  weekly  maximum. 

Now,  the  fifth  and  last  period  can  be  described  as  the  debt-paying 
period,  and  the  period  when  the  readjustment  of  prices  is  taking  place 
to  a  new  stabilized  level.  It  is  in  this  period  that  inventories  have 
been  and  are  beinff  reduced,  the  inventories  of  high-priced  goods  that 
I  referred  to.  Deots  are  being  paid.  New  goods  are  being  produced 
at  lower  cost  by  reason  of  the  reduced  cost  of  raw  material  and  of 
labor.  These  cheaper  goods  are  taking  the  place  of  the  old  high- 
priced  stocks  in  the  hands  of  distributors  that  have  been  sold  or 
reduced,  and  they  are  competing  with  the  remains  of  the  old  stocks 
of  high-priced  goods  that  are  still  on  hand.  That  is  what  establishes 
a  new  price  level.  And  as  a  result  of  this  competition  between  the 
new  and  cheap  priced  goods  coming  into  the  market  we  will  have  in 
time,  and  we  are  now  establishing,  a  new  level  of  prices  in  this  coimtry 
and  of  world  prices,  that  is  more  in  accordance  with  new  world 
conditions  of  consumption  and  production  and  credit.  That  is  the 
process  that  I  referrea  to  of  readjustment  of  prices  and  of  recovery. 

So  also  it  is  with  credit.  And  1  want  especially  to  draw  the  com- 
niission's  attention  to  the  marked  similarity  in  tne  readjustment  of 
the  price  level  to  the  readjustment  in  the  cost  of  credit. 

Using  the  New  York  reserve  bank  to  illustrate  my  point;  dur- 
ing the  period  of  greatest  pressure  for  credit  we  foimcl  it  necessary, 
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as  you  knowy  to  advance  our  discount  rates  ultimately  to  the  high 
level  of  7  per  cent;  that  is,  7  per  cent  for  commercialpaper.  At  tiuit 
time  nearly  all  of  the  member  banks  in  New  York  Qty,  and  a  very 
large  number  of  banks  in  our  district  outside  of  New  York  City,  were 
borrowing  from  us  continuously  in  very  large  amoimts — a  very  small 
number  of  them  occasionally.  When  a  bemk  is  borrowing  from  the 
reserve  bank,  say,  at  7  per  cent,  if  as  the  result  of  a  dav's  transactions 
it  has  a  surplus  of  reserve  on  deposit  at  the  reserve  bank,  naturally 
it  applies  that  reserve  to  paying  off  what  it  owes.  It  is  the  same  as 
maldng  a  7  per  cent  investment  of  its  siu*plus  funds.    On  the  oth^ 


niLLfONS 
OF  DOLLARS 

\too 


1000 


600 


eoo 


♦00 


200 


/ 

-v 

"A 

^^ 

1 
CARMINO 

^ 

SX    ASSETS 

I 

/ 

V 

A 

/ 

NO- 

ES 

r* 

w 

1 
n 

M 

V 

1 
1 

1 

^ 

¥ 

P 

^ 
K^ 

7  % 
/    » 

f     \ 

v 

^- 

\ 

V 

AG 

se« 

VE 

i 

^ 

OE 

POS 

ITS 

/ 

/ 

f 

u 

1 

"^       J 

JJ 

1 
1 

\l 

-f 

1 

V 

■"ir 

I    1 

i 

J 

i 

f 

J 

i 

1 

^V 

._-i 

J 

\ 

1 

\l 

— 1 

1917 


1918 


1919 


1920 


1921 


Eakninq  Assets,  Note  Cibculation,  and  Membeb  Bank  Resebve  Deposits,  Federal  Bsssiri 

Bank  of  New  York. 

Figures  plotted  on  last  report  date  of  each  month. 

Source  of  Information:  Annual  reports  and  weekly  press  statements  of  the  Federal  reserre  bank  of  Kcv 
York. 

hand,  if  it  has  a  deficient  reserve  as  the  result  of  its  day's  busine^  it 
borrows  more  from  us  to  make  its  reserve  good. 

But  in  this  period,  by  gradual  stages,  with  inventories  being  liqui- 
dated and  debts  being  paid,  gradually  one  after  another  of  our 
member  banks  have  paid  oflF  all  that  they  owe  us.  They  would,  in 
fact,  pay  off  a  7  per  cent  discoimt  at  the  reserve  bank,  and  especially 
those  that  were  Dorrowing  heavily,  in  preference  to  going  into  the 
market  to  make  some  other  investment  even  at  a  more  attractive 
return.    That  is  partly  due  to  the  fact  that  banks  do  not  like  to  owe 
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large  sums  of  money,  and  it  is  partly  due  to  the  fact  that  they  have 
been  educated  in  New  York  to  tne  real  purposes  of  the  Federal  reserve 
bank.  I  think  that  they  understand  it  pretty  well.  And  when  a 
surplus  reserve  arises  they  know  that  we  expect  ^em  to  repay  us 
and  not  emplov  the  money  in  some  attractive  loan. 

When,  there^ForC;  a  member  bank  gets  out  of  debt  to  the  reserve 
bank  and  it  has  a  surplus  reserve  balance,  it  has  to  seek  employment 
for  it,  so  it  goes  into  the  market  to  lend  money,  and  if  a  niunber  of 
them  eet  out  of  debt  at  the  reserve  bank  then  we  have  a  competition 
to  lend  money.  They  can  not  get  a  7  per  cent  investment  any  more 
by  paying  us  oflF.  That  is  what  introduced  the  new  and  cheaper 
creoit  into  the  market  that  reduced  the  interest  level  below  the  level 
of  our  discount  rate. 

Now  I  have  enlarged  upon  this  a  little  bit,  gentlemen,  because 
after  all  it  is  the  crux  of  this  whole  Question  that  we  are  searching — 
the  relation  between  market  rates  ana  the  discount  rates  of  the  reserve 
bank,  and  it  is  a  very  important  matter. 

Representative  Ten  Etck.  That  has  an  influence  on  the  reserve 
bank  to  lower  its  rates  then  f 

Gov.  Stbong.  It  has. 

Representative  Ten  Etck.  Is  it  not  a  fact,  Gov.  Strong,  that  a 
great  many  of  the  member  banks  did  not  increase  their  interest  to 
uieir  borrowers  over  the  6  per  cent,  even  though  the  reserve  bank 
in  New  York  did  increase  to  7  per  cent  ? 

Gov.  Strong.  Well,  it  was  a  very  spotty  development  with  us. 
The  7  per  cent  rate  was  effective  rather  soon  in  reducing  the  number 
of  borrowers  at  the  reserve  bank,  but  the  reduction  in  the  niunber 
that  went  out  of  debt,  was  largely  occasioned  by  the  repayment  of 
borrowings  by  the  smaller  banks  m  other  parte  of  the  district  than 
New  York  City. 

Representative  Ten  Etck.  Yes;  but  I  mean  the  member  banks  in 
loaning  to  their  customers,  all  of  them  did  not  necessarily  increase 
their  rate  to  their  borrowers  on  commercial  paper  to  7  per  cent  ? 

Gov.  Strong.  Oh,  no;  oh,  no;  now  that  is  where  tne  element  of 
origmal  competition  between  the  member  banks  enters  in.  Even  when 
the  member  banks  are  borrowing  from  us  they  are  still  going  to  take 
care  of  their  customers  and  see  that  they  do  not  go  to  some  other 
bank.  And  to  iUustrate  the  point,  CouCTessman,  vmich  you  have  in 
niind;  the  president  of  one  of  the  big  oanks  came  in  to  our  oflBce 
one  day  when  our  rate  was  7  per  cent,  and  told  me  that  they  would 
have  to  increase  their  borrowings,  I  think,  about  $15,000,000,  paying 
7  per  cent.  The  reason  for  the  increase  was  that  on  that  day  thev 
had  loaned  $18,000,000  to  some  of  their  railroad  customers,  whicn 
in  conunon  with  other  railroads  during  that  period  were  having  some 
dfficulty  in  getting  funds.  As  the  railroads  were  old  customers 
of  the  bank,  tney  had  loaned  the  money  at  6  per  cent. 

I  think  it  is  a  mistake  to  sav,  except  for  a. very  short  period . 
possibly,  when  the  rate  was  ad.vanced,  that  it  had  the  enect  of 
generally  raising  interest  rates  in  the  district.  I  should  say  that  the 
interest  level  in  the  district  was  pretty  well  raised  in  all  directions 
before  we  came  up  to  7  per  cent. 

Representative  Mills.  What  was  the  date  of  the  going  into  effect 
of  the  7  per  cent  rate  ? 

Gov.  OTRONG.  It  was  June  1,  1920. 
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In  r68um6  permit  me  to  say  that  in  credits  the  same  process  was 
taking  place  that  took  place  m  goods.  Cheaper  credit  was  coming 
into  competition  with  tne  more  expensive  credit  obtainable  at  the 
Federal  reserve  bank,  and  as  soon  as  those  conditions  developed 
then  we  were  justified  in  rate  reductions,  and  I  don't  think  we  were 
justified  in  rate  reductions  until  then.  No  different  principle  of 
economics  applies  to  the  price  of  credit  than  applies  to  the  price  of 
goods  in  this  readjustment  that  I  have  just  described. 

Now,  during  tins  period,  as  to  the  policy  of  the  reserve  bank. 
Commencing  possibly  some  time  before  December,  or  around  that 
time,  it  was  the  pohcy  of  the  Federal  reserve  bank  of  New  York 
to  encourage  the  member  banks  to  take  care  of  their  customers. 
It  was  om*  policy  to  give  a  most  liberal  construction  to  the  rules^ 
to  the  principles,  which  apply  to  the  determination  of  whether  paper 
is  good  or  not. 

As  you  know,  eligibility  is  one  thing  and  goodness  is  another, 
under  the  terms  of  the  reserve  act,  but  when  considering  eligibility 
we  have  got  to  take  into  account  goodness.  We  have  felt  that 
with  the  mdorsement  of  the  member  bank  upon  the  paper  which 
we  discoimt,  a  member  bank  which  makes  the  paper  good  in  any 
event  by  its  indorsement,  it  would  be  a  mistake  to  apply  severe 
and  technical  rules  in  determining  what  paper  w^  eli^ble  upoD 
the  basis  of  goodness,  at  this  period  of  dimculty  in  takmg  care  of 
those  who  were  struggling  with  big  inventories.  In  other  words, 
the  rules  which  we  womd  apply  and  the  tests  which  we  would  apply 
in  determininj^  the  goodness  of  commercial  paper  which  were  justified 
in  a  period  ol  high  prices  would  no  longer  oe  justified  in  a  period  of 
low  prices. 

Representative  Sumnbrs.  Was  this  policy  which  you  speak  of 
made  manifest  through  any  general  statement  which  you  gave  out, 
through  what  you  had  to  say  to  the  patrons  of  your  bank,  and  what 
you  did  ? 

Gov.  Strong.  The  poUcy  in  r^ard  to  goodness  and  eligibility  t 

Representative  Sumnebs.  Yes;  the  general  pohcy  that  you  nave 
been  speaking  of.     You  have  spoken  now  several  times  with  r^ard 
to  the  policy  of  the  bank  during  different  periods.     I  am  inquiring  j 
as  to  whether  or  not  that  policy  was  set  forth  in  a  ^neral  statement  j 
or  made  manifest  through  the  method  of  doing  business  ?  | 

Gov.  Strong.  It  has  oeen  set  forth  in  a  great  variety  of  general  I 
statements  and  in  reply  to  specific  inquiries  of  member  banks  and  I 
at  meetings  of  bankers  hela  at  the  Federal  reserve  bank  of  New  i 
York,  and  I  think  has  been  generally  understood  by  the  banks  in  ; 
our  district  since  this  period  developed  and  this  dimculty  arose,  as  j 
the  policy  of  the  bank. 

Representative  Sumners.  Have  you  any  statement  which  more 
or  less  embodies  the  general  policy  of  the  (fifferent  periods? 

Gov.  Strong.  I  have  quite  a  number  of  them  nere  which  were 
concurrent  with  this  period,  and  which  I  intend  later  to  introduce 
into  the  record.  Congressman. 

We  endeavored  to  make  clear  to  member  banks  individually,  and 
to  the  public  by  general  statements,  that  it  was  now  safe  to  go  on 
and  do  business,  wat  there  was  ample  credit  available  for  all  legiti- 
mate business,  and  that  the  need  for  restraints  such  as  had  been 
exercised  when  prices  were  rising,  had  now  disappeared.    Of  course, 
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you  will  expect  me,  and  I  intend  to  introduce  into  the  record  a  long 
series  of  quotations  from  the  publications  and  correspondence  m 
the  bank  which  will  make  clear  by  the  concurrent  evidence  of  the 
period  just  how  these  policies  developed.  ' 

Now,  we  believe  that  it  is  dangerous  and  no  part  of  our  function 
to  indulge  in  prophecies,  and  yet  I  feel  that  a  description  of  this 
period  imich  I  have  characterized  as  readjustment  and  debt  paying 
and  recovery,  will  be  incomplete  without  referring  to  the  symptoms 
of  recovery,  because  our  policies  are  developed,  to  some  extent,  in 
anticipation  of  developments  and  occurrences,  and  I  want  to  give 
you  a  little  bit  of  the  view,  at  the  present  time,  of  the  management 
of  the  reserve  bank,  as  to  what  is  occurring. 

These  periods  of  economic  disturbance  and  recovery,  as  you  know, 
go  through  re^ar  cycles  which  have  been  studied  and  are  fairly 
well  recognized  and  described  by  economists  and  writers  on  these 
subjects.  In  the  cycle  to  which  I  am  referring  I  have  described 
the  last  period  as  that  of  recovery. 

I  womd  like  to  outline  some  of  these  symptoms  of  recovery 
that  are  beginning  to  be  apparent  to  us.  I  am  doing  it  deliberately, 
in  the  hope  that  some  of  those  people  who  are  just  now  too  much 
influenced  by  an  atmosphere  of  gloom  may  be  helped,  that  it  mav 
help  to  dissipate  this  gloom,  because  I  do  not  beUeve  it  is  now  justified. 

One  of  the  first  symptoms  of  recovery  is  a  tendency  toward  easier 
rates  for  money.  Now,  you  will  observe  the  long  aayance  that  has 
been  made  in  that  respect.  I  have  tables  of  rates  to  introduce  here, 
and  they  will  show  graphically  what  has  taken  place.  (See  pp.  564, 
565.) 

Another  symptom  of  recovery  is  the  inunediate  influ^ice  upon 
security  values.  The  first  to  move  are  high-grade  bonds.  If  you 
vill  look  over  the  quotations  of  the  bonds  of  the  Government  you 
will  find  that  they  have  all  recently  advanced.  If  you  examine 
the  tables  that  I  will  submit  showing  the  costs  or  market  values  of 
the  certificates  of  indebtedness  which  are  now  in  the  market,  you 
will  find  that  every  issue  that  the  United  States  Government  has  got 
outstanding  is  sellmg  at  a  premium  in  the  market.  We  find  by  the 
reports  that  we  get  at  the  oank  that  issues  of  high^ade,  first-class 
bonds  are  immediately  taken  by  investors  when  they  are  offered,  and 
the  subscription  books  are  closed  as  soon  as  they  are  opened,  with 
the  issues  oversubscribed  in  many  cases. 

We  find  in  such  a  period  as  tJais  that  spotty  activity  develops  in 
various  lines  of  industry,  and  that  it-  is  most  likely  to  develop  first 
in  those  industries  that  were  first  affected  by  the  decline.  Let  us 
see  what  is  happening  in  industry.  According  to  figures  prepared 
by  the  New  York  reserve  bank,  which  allow  for  changes  from  one 
season  to  another,  wool  consumption,  including  the  activity  of 
woolen  mills,  in  Jime,  was  106  per  cent  of  normal. 

The  Chair&ian.  What  is  the  normal  on  those  figures.  Governor, 
1913? 

Gov.  Stbong.  The  normal  has  been  arrived  at  by  a  statistical 
process  which  takes  into  account  experience  through  many  years, 
allowing  for  growth  and  changes  from  one  season  to  another.  The 
curve  m  activity  in  the  wool  industry  shows  that  the  industry  has 
been  above  normal  since  last  April. 
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Now,  as  to  cotton.  Cotton  consumption,  including  activity  of 
cotton  mills,  has  increased  steadily  from  55  per  cent  of  nonml  in 
January  to  73  per  cent  in  June.  Cfotton  and  woolen  goods  producers 
report  an  excellent  volume  of  (n*ders  for  next  spring  at  prices  about 
on  a  par  with  those  prevailing  for  the  fall  season^ 

I  would  like  to  have  you  understand  a  little  bit  about  the  sources 
of  these  statements  that  I  am  making — ^you  may  think  rashly.  We 
get  these  figures  from  original  sources  whoever  possible.  I  think 
we  have  68  or  59  retail  establishments  that  report  directly  to  the 
bank  on  the  activity  of  their  business,  and  wholesale  establish- 
m^ts,  and  industries  of  various  kinds.  We  get  figures  also  from 
various  records  of  the  departm^its  of  the  Government.  I  regard 
our  figures  as  reliable  as  they  can  be. 

Representative  Sumnebs.  These  retail  establishments,  Gbvamor^ 
are  they  distributed  over  the  United  States,  or  chiefly  in  your  district? 

Gov.  Strong.  As  to  retail  establishments,  they  are  in  me  New  York 
reserve  district,  but  otherwise  the  figures  are  for  the  United  States^ 
unless  specifically  indicated  to  the  contrary. 

Now,  as  to  the  milling  of  wheat  flour.  In  June  it  was  116  per  cent 
of  normal,  and  has  been  above  normal  ever  since  February. 

Building  in  and  around  New  York  City  appears  from  the  index 
figures  maintained  by  the  New  York  reserve  bank,  which  allow  for 
price  changes  and  seasonal  variation,  as  27  per  cent  higher  than  in 
June,  1920. 

Representative  Sumnebs.  Is  that  in  cost  of  construction  or  volume 
of  construction  ?     , 

Gov.  Strong.  That  allows  for  the  changes  of  price  or  cost.  This 
increase  in  construction  largely  results  from  the  increase  in  resi- 
dential construction,  including  hotels  and  apartment  houses. 

In  June,  also,  9  out  of  14  groups  of  industries  upon  which  the 
Department  of  Labor  reports,  showed  an  increase  of  employment 
over  May,  and  2  of  the  remaining  5  showed  no  change.  Tliese 
increases  are  lai^elv  in  those  industries  which  were  the  first  to  feel 
the  reverse  15  months  ago,  and  are  now  the  first  to  improve. 

I  referred  earlier  in  the  hearing  to  the  conditions  that  I  have 
observed  in  the  East  as  having  some  bearing  upon  this  statement  as 
to  the  industries  which  are  first  to  recover.  I  received  a  call  recently 
from  an  English  friend  who  had  seen,  just  before  he  sailed,  a  fri^(i 
of  mine  who  lives  in  London  and  is  at  the  head  of  one  of  the  larg^t 
English  banks  doing  business  in  the  Far  East.  When  I  was  in 
London  I  -had  brought  some  account  of  the  conditions  of  depresaioQ 
which  I  had  observM  in  the  East,  starting  there  before  it  reached  this 
country.  My  friend,  the  London  banker,  sent  word  to  me  that  he 
was  jglad  to  say  that  the  symptoms  of  recovery  seemed  to  be  startii^ 
in  the  region  where  the  symptoms  of  depression  first  appeared, 
referring  to  the  trade  of  India  and  China  especially. 

Qiiite  characteristic  of  this  stage  in  the  economic  cycle  is  the 
relatively  low  production  in  the  steel  and  allied  industries,  which 
were  among  the  last  to  dechne  last  year.  The  index  of  steel  pro- 
duction maintained  by  the  bank  was  26  per  cent  of  normal  during 
June.     Whether  the  lower  prices  that  have  since  been  quoted  have 

Jet  stinaulated  orders  to  the  point  of  causing  a  rise  in  the  index  for 
uly,  it  is  still  too  earljr  to  state — our  index  has  not  been  made  up— 
but  general  increases  in  mill  operations  have  been  reported  very 
recently. 
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Also,  as  to  price  of  basic  commodities.  These  are  indicative  of 
an  advanced  stage  in  the  process  of  readjustment.  An  index  ot  prices 
of  12  basic  commodities,  maintained  at  the  bank,  in  the  week  ending 
July  20  was  less  than  4  per  cent  above  the  1913  average  of  the  prices 
of  those  basic  commodities.  It  represents  a  decline  of  over  57  per 
cent,  more  than  half,  since  May  17,  1920,  when  it  reached  its  highest 
point.  The  index  is  computed  from  the  wholesale  prices  of  such 
raw  conmiodities  as  petroleum,  pig  iron,  copper,  rubber,  cotton, 
wheat,  com  and  hoes,  and  others. 

Since  last  Decemoer  this  index  has  declined  each  week  at  a  much 
dower  rate  on  the  whole  than  in  the  autumn  months  of  1920.  And 
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w.^*?*JL9'  Standard  specifications  each  month  and  the  index  computed  from  them  by  the  Federal  reserre 
nok  ofNev  York.   Average  prices  in  1913-100  per  cent, 
coora  ofinfonnation:  Vaiious  trade  journals,  trade  assodatlons,  and  dealers. 

fflnce  the  1st  of  May  it  has  moved  both  up  and  down,  showing  a 
tendency  towards  stabilization. 

In  the  eastern  part  of  the  United  States  the  retail  trade  continues 
gttierally  at  a  high  level.  Allowing  for  the  lower  prices  now  pre- 
vailing, the  volume  of  goods  now  being  sold  by  department  stores 
^  the  New  York  district,  according  to  figures  received  by  the  New 
York  reserve  bank,  is  slightly  higher  than  at  this  time  in  1920,  and 
about  20  per  cent  higher  uian  at  mis  time  in  1919. 

ThiM,  in  the  two  extremes  of  domestic  business — the  production 
of  basic  commodities  and  in  retail  trade — conditions  appear  to  have 

Essed  well  into  the  later  stages  of  readjustment.    The  retail  prices 
ve  come  down  and  the  volume  of  sales  is  increasing. 
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Wholesale  ocmsumption  and  production  are  greatly  increasing^  and 
that  is  an  evidence  of  this  process  of  readjustment  to  some  new 
price,  level. 

And  yet  I  would  call  your  attention  to  the  fact  that  throu^out 
this  process,  and  despite  rash  assertions  to  the  contrary,  budness 
failures  have  at  no  time  been  proportionately  as  numerous  as  they 
were  in  1915  and  1916.. 

I  have  h^e  a  chart  published  in  the  Monthly  Review,  which  is 
published  by  the  reserve  bank,  giving  the  curve  representing  busi- 
ness failures.    It  is  the  curve  of  the  percentage  of  lailiuree  to  those 


1915       1916        1917        1916       1919       1920 

Percentage  op  Firms  Faiunq  to  Firms  in  Business— Annual  Rate. 


I92.f 


Allowance  is  made  for  seasonal  variation . 

iss  has  failed  each  year. 

Source  of  information:  Dun's  Review. 


Since  1866  an  average  of  about  1  per  cent  of  the  flims  in  bos*! 


reporting;  that  is  in  numbers.  The  normal  line,  1  per  cent,  is  estab-j 
lisned  as  the  result  of  reports  which,  I  believe,  go  back  to  some  time! 
in  the  sixties.  You  will  observe  that  the  curve  of  failiu^s  in  the 
middle  of  1915,  in  the  early  days  of  the  war,  had  been  abnormally 
high.  Commencing  a  little  before  midsummer  of  1916,  it  has  hem 
below  normal  contmuously  until  the  early  days  of  1921,  since  when  it 
has  fluctuated  slightly  above  and  below  the  normal  line  of  1  per 
cent.  Now  this  is  a  conclusion,  but  I  think  it  is  a  sound  one,  tnat 
that  curve  of  business  failures,  which  is  to  my  mind  a  satisfactory 
showing,  can  be  attributed  to  the  fact  that  the  influence  of  the 
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existence  of  the  reserve  system  jgave  courage  to  bankers  to  take 
care  of  their  customers  who  were  m  difficulty  with  these  high  priced 
swoUen  inventories,  and  not  only  gave  them  courage  to  do  so,  but 

Save  them  the  means  to  do  so  by  Dorrowing  at  the  Federal  reserve 
ank. 

The  Chairman.  Suppose  the  reserves  of  the  Federal  reserve  bank 
at  this  period,  which  are  represented  by  the  top  of  this  curve  in  1920 
had  come  to  the  low  point  instead  of  at  the  high  point  that  they 
now  are,  what  would  have  been  the  result  ? 

Gov.  Strong.  Suppose  our  reserves  had  been  down  to  the 
minimum? 

The  Chairman.  Yes;  instead  of  pretty  well  up  as  they  now  are 
at  this  period  when  the  sUght  fluctuation  along  the  line  of  normal 
occurs? 

Grov.  Strong.  I  imderstand  your  inquiry  to  mean,  what  would 
we  have  done  had  the  curve  of  failures  been  a  disastrous  one,  and 
our  reserves  been  down  to  the  legal  minimum  ? 

The  Chairman.  No;  what  I  am  getting  at  rather  is — ^well,  all 
right,  go  ahead  and  answer  it  in  that  way. 

Grov.  Strong.  Well,  I  think  the  management  of  the  Federal 
reserve  system  would  ha^e  had  sense  enough — ^fortunatelv  we  did 
not  encoimter  that  sit^icttion — but  I  think  we  would  have  nad  sense 
enough  to  do  the  thine  which  is  axiomatic  and  necessary  to  the  last 
degree  in  such  a  conmtion,  and  that  is  to  lend  freely  regardless  of 
reserve. 

The  Chairman.  Well,  certainlv,  if  the  reserve  were  down  to  a 
TniniiTiiiTTi  at  this  time  instead  of  pretty  well  up  as  there,  it  would 
have  been  very  much  more  difficult  to  have  dealt  with  the  situation. 

Gov.  Strong.  It  would  have  been  much  more  difficult.  You  may 
recall,  Mr.  Chairman,  that  back  in  1873  these  same  matters  were 
the  subject  of  inquiry  in  England.  Thev  had  been  through  some 
difficultly,  and  ii  you  are  lamihar  with  Walter  Bagehot's  book 
'* Lombard  Street"  you  will  observe  the  principles  which  he  enun- 
ciated then,  and  wmch  have  characterized  the  policy  of  the  Bank 
of  England,  I  believe,  ever  since,  that  at  a  time  of  strain  the  policy 
of  theT^ank  should  be  to  lend  freely,  but  at  a  high  rate,  if  you  please. 
That  is  a  principle  of  banking  wmch  is  not  always  imderstood,  and 
possibly  those  who  are  responsible  for  banking  policies  imder  such 
conditions  are  charged  with  profiteering  and  all  sorts  of  things. 
But  the  principle  of  a  high  rate  is  to  insure  that  the  one  that  needs 
credit  gets  it,  and  not  the  speculator,  who  is,  by  cheap  credit, 
enabled  to  take  advantage  of  the  necessities  of  those  who  must  sell 
^oods  and  stock  and  reid  estate  and  homes  in  order  to  get  credit 
if  they  can  not  get  it  at  the  bank. 

The  Chairman.  Well,  now,  I  am  a  little  skeptical  about  that,  and 
would  like  to  have  you  go  into  that  a  little  furtner  and  illustrate  why 
it  is  that  the  industry  that  needs  money  gets  it  instead  of  the  specu- 
latoTy  on  the  basis  of  lending  freely  at  a  high  rate. 

Gov.  Strong*  Well,  sir,  I  think  it  can  be  described  best  by 
illustration  of  what  takes  place  on  the  New  York  Stock  Exchange. 
On  more  than  one  occasion  in  the  past  we  have  had  situations  anse 
on  the  exchange  of  great  peril.  1  think  the  most  notable  one  in 
recent  times  was  on  May  9,  1901,  when  a  tremendous  perpendicular 
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drop  took  place  in  prices  on  account  of  the  Northern  Pacific  comer. 
A  money  pool  was  organized  on  that  day  to  furnish  the  stock  exchange 
with  money  that  it  absolutely  had  to  have,  and  the  principle  tiiat 
applied  to  the  lending  of  that  money  was  to  lend  it  at  so  high  rates 
to  those  who  needed  it  that  those  who  did  not  need  it  would  not  be 
tempted  to  borrow  cheap  money  and  buy  the  stocks  from  those  who 
were  otherwise  under  the  necessity  of  selling  at  panic  prices. 

Representative  Sumners.  Now,  if  a  man  is  confronted  with  a  great 
necessity,  Governor,  on  the  one  hand,  and  a  ruinous  interest  rate  on 
the  other,  a  very  high  interest  rate  on  the  other,  would  not  that 
increase  the  pressure  of  the  necessity  for  him  to  turn  loose  and 
sacrifice  ? 

Gov.  Strong.  Well,  the  kind  of  pressure.  Congressman,  to  which 
I  am  referring  does  not  last  very  long  as  a  rule — ^what  you  might  call 
panic  conditions.  Fortunately  we  were  able,  at  least  the  machinoy 
that  Congress  has  established  was  able,  to  meet  the  situation  without 
the  development  of  anything  like  panic  conditions,  which  we  really 
have  not  witnessed  at  any  time  since  the  Federal  reserve  system  was 
organized. 

Kepresentative  Sumners.  Governor,  I  notice  here  on  this  chart 
that,  Degirming  about  the  first  of  1920,  the  percentage  of  failures 
shoot  up  diagonally  across  the  chart  of  that  year  very  rapidly.  And 
the  criticism,  I  understand,  of  the  system  and  of  its  administration, 
is  that  along  about  that  time  an  imusual  pressure  began  to  be  exerted 
upon  creditors,  and  that  pressure  not  only  resulted  in  very  great 
depression  of  prices,  but  was  the  cause  of  that  movement  upward  in 
the  percentage  of  failures.  I  presume  you  are  going  to  discuss  that 
in  detail  f urtner  ? 

Gov.  Strong.  I  will. 

These  comments  in  regard  to  certain  symptoms  that  are  apparent 
to  us  in  New  York  I  think  are  justified  in  completing  an  account  of 
this  period.  It  is  hardly  necessary  to  go  further  than  to  suggest  that 
there  is  a  further  development  always  possible  in  this  process  of 
recovery,  where,  with  rising  prices  in  investment  securities,  we  should 
witness  the  development  of  a  speculation  in  stocks,  with  rising  prices, 
and  then  again  a  speculation  in  commodities,  with  rising  prices, 
followed  in  due  course  by  speculation  in  real  estate,  with  rising  prices, 
culminating,  as  a  rule,  with  the  advent  of  the  comer  lot  development 
and  the  delusive  oflferings  of  speculative  stocks  of  oil  and  mining 
concerns,  and  so  on.  AU  of  that,  if  they  come,  are  still  ahead  of  i& 
to  be  dealt  with. 

The  Chairman.  Let  me  ask  you  one  question:  The  rediscount 
rate  in  New  York  has  been  reduced.  The  discount  rate  has  not  been 
reduced  in  the  western  reserve  bank  districts.  Now,  what  difference 
is  there  in  the  situation  between  the  various  Federal  reserve  districts 
which  warrants  a  reduction  in  discoimt  rates  in  New  York  and  does 
not,  I  am  assuming,  justify  reduction  in  discoimt  rates,  for  instance, 
in  Kansas  City  or  Minneapolis  ? 

Gov.  Strong.  Well,  I  should  say,  Mr.  Chairman,  that  there  are 
two  or  three  considerations.  Of  course  I  am  not  in  anv  wajr  respon- 
sible for  the  policies  of  these  other  reserve  banks,  ana  I  think  the? 
know  their  business  much  better  than  I  could  know  it,  but  I  think  it 
is  a  fact  that  of  the  great  liquidation  that  has  taken  place  in  the  loan 
accounts  of  the  reserve  banks.  New  York  represents  about  one-half 
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of  all  of  the  liquidation  that  has  taken  place  in  the  Federal  reserve 
system. 

I  also  believe  that  the  expansion  that  took  place  in  the  western  and 
the  southern  sections  is  still  a  marked  characteristic  of  banking  con- 
ditions in  some  of  those  sections,  and  ta  what  extent  an  expanded 
condition  continues  is  a  very  important  consideration  in  tne  rate 
policy  of  a  Federal  reserve  bank. 

And  still  another  consideration  which  will  be  referred  to  later  in 
more  detail,  is  that  relating  to  the  relation  between  the  rate  of  dis- 
count of  a  reserve  bank  and  the  market  rate  for  credit.  I  have 
endeavored  to  describe  how  the  introduction  of  competition  in  the 
New  York  market  (where  it  appears  earlier  than  in  the  West  and  South) . 
because  banks  are  out  of  debt  and  now  seeking  to  lend  money,  has  haa 
tile  effect  of  pulling  down  interest  rates  in  that  market.  Tlie  same  thing 
has  taken  place,  as  you  know,  in  those  districts  which  are  more 
distinctly  industrial  and  commercial  then  in  the  districts  that  are 
agricultural,  where  original  production  takes  place. 

Representative  Sumners.  Governor,  in  what  sense  under  the  plan 
of  the  Federal  reserve  system  ought  the  banks  of  the  several  districts 
to  become  competitors  as  against  the  member  banks  and  local  banks> 
for  rediscount  Dusiness  ? 

Gov.  Strong.  Well,  I  don't  conceive  that  they  are  competitors 
with  their  members.  You  refer  to  the  12  reserve  banks,  Congress- 
man? 

Representative  Sumners.  Yes,  sir. 

Gov.  Strong.  They  are  not  competitors. 

Representative  Sumners.  My  question  was  sumested  by  the 
statement  that  the  rates  which  the  member  banks  memselves  were 
able  to  make  in  a  conmiunity  influenced  the  discoimt  rate  which  the 
Federal  reserve  bank  has  in  effect. 

Gov.  Strong.  You  used  the  word  '* competition,"  which  at  once 
struck  me.,  because  in  point  of  fact  the  Federal  reserve  bank  is  pe- 
culiar and  different  from  any  other  bank  in  that  it  does  not  compete 
at  all  in  any  direction. 

Representative  Sumners.  Then  why  should  it  be  influenced  by  the 
fact  tnat  the  banks  in  the  territory  are  willing  to  rediscount  paper  or 
make  loans  at  a  low  rate  ?    Why  not  just  let  mem  take  the  busmess  ? 

Gov.  Strong.  I  think  I  must  explain  a  little  about  the  fimctions 
of  the  reserve  banks  to  answer  that  question.  The  Federal  reserve 
banks  do  not  go  into  the  market  and  do  business  direct  in  lending 
money,  except  to  the  extent  that  they  are  permitted  to  buy  bills  or 
acceptances  m  the  open  market,  and  to  tne  extent  that  they  are 
permitted  to  deal  in  all  security  issues  of  the  United  States  Gov- 
ernment. Therefore  there  is  no  possibility  of  competition  except  in 
those  two  very  limited  fields  between  the  member  banks  and  the 
reserve  bank.  In  fact,  it  is  a  verv  well  established  principle  in  the 
Federal  Reserve  Bank  of  New  York,  and  I  think  in  all  of  the  reserve 
banks,  that  we  shoidd  avoid  competition  with  oiu*  member  banks. 
In  that  respect  the  reserve  bank  sjstem  is  distinmiished  from  the 
business  of  any  other  banks  of  issue  m  the  world.  I  Know  of  no  other 
which  is  distinctly  unable  to  compete  with  the  member  banks.  As 
you  know,  the  Bank  of  England,  to  a  limited  extent,  the  Bank  of 
rrance,  the  Reichsbank,  the  Bank  of  Japan,  to  some  extent,  and 
generally  the  banks  of  issue  of  Europe,  do  a  regular  commercial 
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banking  business  to  a  greater  or  less  extent  with  public  and  with 
private  accounts.     We  are  not  permitted  to  do  that. 

Representative  Sumners.  I  understood  the  situation  asyou  now 
explain  it  to  be.  The  other  part  of  my  question,  then,  is:  Why  does 
the  rate  being  made  by  the  other  banks  in  the  district  affect  your 
rediscount  rate? 

Gov.  Strong.  Why,  the  rates  made  by  the  member  banks — that  is, 
the  rates  made  by  the  market,  by  the  laws  of  supply  and  demand  for 
credit — have  a  distinct  bearing  upon  the  policies  of  the  reserve  banks 
in  fixing  their  rate. 

Expressing  it  in  the  extreme,  if  we  establish  a  rate  very  much 
below  the  rate  which  supply  and  demand  fixes  in  the  market  for 
credit,  it  would  be  an  invitation  to  the  member  banks  to  use  the 
credit  resources  of  the  reserve  system  for  the  purpose  of  making  a 
profit,  and  that  is  an  invitation  to  an  enlai^ement  of  the  credit  and 
the  currency  of  the  country,  and  to  speculation. 

On  the  other  hand,  if  we  maintain  our  rate  at  a  level  where  it  is 
not  necessarily  profitable  for  member  banks  to  borrow  from  us,  say 
at  the  market,  or  slightly  above  the  market,  then  the  real  purpose 
of  the  Federal  reserve  system  is  disclosed,  because  the  Federal  reserre 
banks  hold  the  reserves  of  the  member  banks,  and  when  the  member 
banks  need  assistance  in  order  to  meet  imusual  demands  due  to,  for 
instancie,  the  planting  or  harvesting  or  moving  of  a  crop,  or  unusual 
demands  upon  the  part  of  the  industrial  concerns  of  the  country, 
they  then  are  able,  without  loss,  in  order  to  meet  the  emergency  or 
seasonal  situation,  to  come  to  us  and  borrow  money. 

Our  rates  must  be  so  adjusted.  Congressman,  that  we  do  not  invite 
expansion  and  speculation  and  all  me  disorders  that  come  in  the 
train  of  speculation,  but  on  the  other  hand  they  should  not  be  such 
penalty  rates  that  the  member  banks  can  not  get  relief  in  meeting 
their  necessary  normal  or  seasonal  requirements. 

Representative  Sumners.  And  then  a  bank  which  needs  service 
can  get  the  service  without  putting  itself  at  too  great  a  disadvantage 
with  its  competitors  ? 

Gov.  Strong.  Yes,  sir. 

Representative  Sumners.  My  question  was  not  prompted  by  any 
spirit  of  criticism,  but  I  thought  you  should  put  m  the  recom  the 
explanation. 

Gov.  Strong.  Well,  I  believe  the  explanation  will  be  a  Uttle 
clearer  if  I  go  a  little  further  and  explain  the  difference  between  the 
money  market  in  the  United  States  and  the  money  market  abroad 
and  the  fimctions  of  the  reserve  banks.  As  you  know,  bankin£ 
abroad  is  not  conducted  as  we  do  in  this  country,  by  the  commercial 
banks  receiving  promissory  notes  from  their  customers  for  advances 
made  to  them.  Generalizing  in  a  very  broad  way,  the  banks  of 
Europe,  and  especially  of  England,  make  advances  to  their  cus- 
tomers on  overdraft  accounts,  as  you  will  notice  in  the  statements  of 
the  big  joint-stock  banks  of  London;  those  are  advances  made  to 
customers  who  have  a  regular  line  of  overdraft,  and  just  draw  on 
their  banker  for  a  regular  amount.  It  is  a  red-ink  balance  on  the 
bank  ledger. 

Such  a  transaction  does  not  result  in  the  production  of  paper 
which  can  be  discounted,  say,  at  the  Bank  of  England.  The  paper 
which  finds  its  way  into  the  Bank  of  England  is  not  in  point  of  fact 
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commercial  paper,  such  as  we  have  in  this  coimtryl  It  is  the  bill  of 
exchange.  It  is  the  document  which  originally  is  attached  to  ship- 
ping papers,  in  general  covBring  a  movement  of  goods  from  the  point 
of  production  to  the  markets. 

Lord  Rothschild  once  was  asked  how  he  told  a  good  bill  when  he 
had  it  presented  for  discount — in  the  early  days  the  Rothschilds  were 
the  largest  buyers  of  bills  in  Europe — and  he  said  he  always  put  his 
tongue  to  it  to  see  whether  it  had  a  little  flavor  of  salt.  The  idea  was 
that  he  did  not  want  to  buy  a  bill  that  had  not  moved  across  the  ocean 
m  a  vessel  carrying  a  shipment  of  goods.  It  is  that  type  of  bill  which 
in  normal  times  brings  the  Bank  of  England,  say,  in  relation  to  the 
discount  market  of  London. 

The  joint-stock  banks  of  London  do  not  borrow  from  the  Bank  of 
England  as  a  rule.  The  flow  of  credit  in  and  out  of  the  Bank  of 
England,  the  volume  of  its  discounts  in  normal  times,  is  brought 
about  by  the  discounting  of  bills  by  the  big  discoimting  houses  and 
bill  firms  in  London,  ^d  in  this  coimtry  the  borrowings  from  the 
Federal  reserve  banks  are  the  borrowings  of  those  commercial  banks 
which  occupy  the  same  relation  to  the  business  of  the  coxmtry  that 
the  ioint-stock  banks  of  London  do  who  are  not  borrowers  at  the 
Bant  of  England  as  a  rule.  When  they  want  to  reaUze  fimds  and 
boild  up  their  reserve  at  the  Bank  of  England,  they  are  much  more 
hkelv  to  take  bills  out  of  their  portfoho  and  go  to  a  discount  firm  or 
bill  house  and  just  sell  their  buls,  and  then  uie  bills  are,  if  occasion 
reouires,  **  melted,"  as  they  say,  by  that  discount  firm,  at  the  Bank 
of  England. 

Now,  that  is  important,  Congressman,  in  considering  this  matter 
of  rates,  because  in  dealing  with  these  bills  of  exchange  in  the  London 
market  you  have  a  very  stable  rate  to  consider  in  connection  with  the 
bank  rate.  It  is  the  pabulum  of  the  market  in  London,  this  bill 
that  I  refer  to,  and  it  is  quoted  on  a  very  narrow  range  of  fluctuations, 
and  the  bank  rate  in  normal  times  can  have  a  relation  to  but  one  rate 
in  the  market.  On  the  other  hand,  we  are  dealing  with  member 
banks  which  are  lending  upon  conmiercial  paper  in  all  parts  of  the 
United  States  at  a  great  variety  of  rates. 

The  contract  rate  in  Texas,  for  instance,  is  very  high.  I  think  it  is 
12  per  cent,  is  it  not  ? 

Kepresentative  Sumners.  Ten. 

Gov.  Strong.  Ten  per  cent.  Well,  you  will  find  in  Texas  the  small 
3oimtry  bank  making  a  great  number  of  loans  to  its  customers  and 
>aking  the  customers  notes  at  10  per  cent  per  annum  discoimt. 
Hiere  a  very  diflScult  situation  arises,  because  the  reserve  bank  rate 
nay  be  only  6  per  cent^  and  there  is  a  very  large  margin  of  profit 
>etween  the  rate  at  which  the  member  bank  makes  its  loan  to  ita 
nistomer  and  the  rate  at  which  it  can  discount  that  paper.  It  ap- 
)ears  almost  to  be  an  invitation  to  borrow  from  the  reserve  bank  m 
)rder  unduly  to  extend  the  business  of  the  member  bank. 

Representative  Ten  Eyck.  Right  there  may  I  ask  a  question  re- 
ating  to  the  answer  which  you  gave  as  regards  the  reason  that  some 
>{  the  reserve  banks  other  than  the  New  York  reserve  bank  have  not 
owered  their  discount  rate  as  low  as  the  New  York  reserve  bank  has 
owered  theirs*  that  it  was  due  to  the  fact  that  they  had  expanded 
heir  credit  relatively  more  than  the  New  York  reserve  bank  had 
xpanded  its  credit  ? 
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OoY.  Strong.  In  the  agricultural  secticms  that  is  unouestion&bly 
80,  and  I  have  charts  here  that  will  indicate  the  relation  oetween  the 
expansion  in  all  the  different  districts,  Congressman.     (See  p.  593.) 

The  Chairman.  Gov.  Strong,  it  is  12.30.  I  think  probably  we  had 
better  take  a  recess  now  until  2  o'clock. 

The  commission  will  stand  in  recess  until  2  o'clock  this  afternoon. 

(Thereupon,  at  12.30  o'clock  p.  m.,  a  recess  was  taken  until  2 
o'clock  p.  m.,  of  the  same  day,  Monday,  August  8, 1921.) 

AFTER  RECESS. 

The  commission  resumed  its  session  at  2  o'clock  p.  m.,  pursuant  to 
the  taking  of  recess. 

The  (J^RMAN.  Gov.  Strong,  you  may  proceed. 

Gov.  Strong.  Mr.  Chairman,  the  mormng  session  concluded  with 

^  an  attempt  to  make  a  review  of  the  period  since  the  organization  of 

the  Federal  reserve  bank  down  to  tne  present  time.     What  I  said 

was  simply  preliminary  to  the  introduction  of  the  material  that  I  wish 

to  submit  to  the  commission. 

I  was  asked  after  the  morning  hearing  by  Congressman  Ten  Eyck 
to  explain  just  what  the  relation  was  between  the  customer  of  a 
member  bank  borrowing  from  the  member  bank  and,  in  turn,  the 
relation  of  the  member  bank  to  the  Federal  reserve  bank.  I  under- 
stood that  question  to  apply  especially  to  the  influence  which  the 
reserve  bank  has  in  relievmg  the  need  for  credit.  An  answer  to  that 
question  possibly  will  be  a  satisfactory  preliminary  to  what  I  am 
about  to  say. 

It  is  the  practice  of  banks  generally  to  make  loans  to  the  extent 
that  their  reserves  permit,  or  to  the  extent  that  their  required  reserves, 
plus  any  additional  amount  of  reserve  which  the  ^perience  of  the 
Dank  shows  to  be  necessary  for  it  to  keep,  permit.  The  reason  for  that 
is,  obviously,  that  a  bank  is  organized  to  make  money,  and  must  make 
all  the  loans  it  can  in  order  to  Duild  up  its  earnings.  So  you  may  say, 
generally  speaking,  that  when  a  demand  for  credit  arises,  whei^ 
customers  come  in  to  a  bank  to  borrow  more  than  the  reserve  of  th^ 
member  bank  permits  it  to  lend  without  impairment  of  reserve,  i^ 
must  of  necessity  go  to  the  reserve  bank  in  order  to  get  more  credit 

The  process  is  this:  Take  a  coimtry  bank  during  a  crop-moving 
period.  It  has  on  its  books  hundreds  of  farmers  who  have  been  bor^ 
rowing  as  the  preparation  of  the  soil  and  the  maldng  of  the  crop 
proceeded;  ana  there  comes  a  time  toward  the  end  of  the  perio^ 
when,  possibly  because  they  have  not  been  able  to  liquidate  the  crop 
of  the  previous  year  wholly,  or  possibly  because  the  prices  of  all  thd 
elements  that  go  into  crop  making  have  advanced — that  is,  the  cost] 
of  labor  and  ^rtilizer  and  farm  supplies  and  food — there  comes  ^ 
time  when  these  farmer  customers  oi  the  coimtry  bank  find  the  needl 
for  credit  in  excess  of  what  the  reserves  of  the  member  bank  enabl^ 
the  bank  to  give  them. 

The  reserve  of  the  member  bank,  or  the  proportion  of  its  reserve 
to  the  amount  that  it  can  lend,  depends,  of  course,  upon  the  flow 
into  the  bank  and  out  of  the  bank  of  deposits  being  made  and  with- 
drawn and  of  loans  being  made  and  repaid.  Under  the  condition^ 
that  I  have  described  we  will  assume  tnat  the  farmers  of  that  sec^ 
tion  are  not  only  borrowing  all  that  the  bank  is  willing  to  lend  them, 
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but  they  are  also  withdrawii^  their  deposits,  which  is  a  very  likely 
occurrence  under  such  conditions.  The  bank  goes  ahead  and  makes 
the  loans  to  meet  the  demand.  It  is  a  well-managed  bank,  and  it 
grants  to  see  its  farmer  customers  make  a  crop.  When  it  reaches 
the  point  where  the  reserve  besins  to  go  down  below  the  point  which 
bhe  law  requires — in  other  words,  when  the  inflow  of  deposits  and  the 
repayment  of  loans  is  not  sufficient  to  take  care  of  these  increasing 
lemands — then  it  makes  up  a  bimdle  of  these  farmers'  notes  ana 
sends  them  to  the  reserve  bank  and  gets  a  discount. 

Now,  you  will  observe  that  this  is  ex  post  facto,  so  to  speak*  the 
loans  have  been  made  before  the  discounts  at  the  reserve  bank  nave 
been  made.  That  is  especially  true  in  the  city  banks,  and  in  the 
smaller  coimtry  banks  it  may  be  that  their  borrowings  at  the  reserve 
bank  will  anticipate  a  demand  of  that  sort;  but  as  a  rule  I  should 
jay  that  a  member  bank  will  not  borrow  to  build  up  its  reserve  until 
it  sees  the  actual  impairment  of  the  reserve  taking  place  or  about  to 
take  place.  Obviously  the  member  bank  must  borrow  under  those 
conditions,  because  if  it  does  not  the  impairment  of  its  reserve  required 
bv  the  statute  will  result  in  the  imposition  of  a  penalty,  which  pen- 
uty  will  be  a  greater  rate  than  the  discoimt  rate  of  the  reserve  bank. 

So  in  the  distribution  of  credit  by  the  Federal  reserve  system  to 
meet  these  demands— ^^easonal  demands,  war  demands,  or  any  other 
kind — ^what  happens  is  that  the  reserve  bank  simply  responds  to  a 
Qeed.  It  can  not  anticipate  it.  It  can  not  be  set  m  motion  in  mak- 
ing credit  for  the  relief  of  the  situation  except  in  response  to  this 
demand  which  originates  with  the  member  bank  and  results  from  a 
loaning  condition  which  requires  the  employment  of  the  reserve 
bank's  credit  in  order  to  meet  that  demand. 

I  tlunk  that  point  is  not  very  clear  in  the  minds  of  the  public.  It 
sometimes  seems  as  if  people  felt  that  when  credit  was  urgently 
aeeded  in,  say,  the  agricultural  section  of  the  coxmtry,  the  reserve 
bank  coula  go  out  there  and  dispense  it.  It  is  helpless  to  do  so.  Its 
anly  control  is  that  which  it  exercises  by  its  general  influence  upon  its 
members  in  urging  them,  as  it  frequently  does,  to  adopt  a  policy, 
and  the  influence  which  it  exerts  by  its  rate. 

Representative  Sumners.  Governor,  may  I  ask  you  a  question 
before  you  proceed  further?  Practically  speaking,  what  relation- 
ship is  there  between  the  state  of  the  reserve  of  tne  member  bank 
&na  its  borrowing  status  with  the  Federal  reserve  bimk,  or  its  redis- 
counting  status  ? 

Gov.  Strong.  Do  you  mean  to  what  extent  is  credit  extended,  or 
do  you  mean  in  accordance  with  the  amoimt  of  reserve  ? 

Kepresentative  Sumners.  What  effect  does  the  fact  that  the 
bank's  reserve  is  getting  low  have  upon  the  Federal  reserve  bank 
when  it  comes  to  consider  the  matter  of  rediscounting  paper  of  the 
member  bank  which  sends  paper  for  rediscoimt  ? 

Gov.  Strong.  That,  Congressman,  is  pretty  well  covered  by  the 
terms  of  the  act  itself.  We  start  from  the  premise  that  member 
banks  must  maintain  their  reserves,  or  if  they  impair  them  they  pay 
a  penalty  for  impairing  them,  which  is  a  rate  or  percentage  of,  I  think, 
2  per  cent  above  the  discoimt  rate  for  commercial  paper  of  the 
reserve  bank. 

Now,  starting  from  that  premise,  the  only  consideration  that  a 
reserve  bank,  tne  New  York  reserve  bank,  gives  to  the  application 
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of  a  member  bank  for  credit,  where  the  amount  of  reserve  enters  into 
consideration,  is  simply  making  this  calculation  as  to  the  so-called 
basic  line.    I  am  coming  to  that  in  detail  later,  Congressman. 

Representative  Sumners.  Then  are  you  going  to  discuss  in  detaD 
later  the  effect  upon  the  availabiUtv  of  the  rediscoimt  privilege  which 
the  expanded  condition  of  the  bank  has  ? 

Gov.  Strong.  Yes,  sir. 

I  hope  very  much,  Mr.  Chairman,  that  what  I  am  saying,  and 
especially  what  I  said  this  morning,  to  which  it  seemed  to  me  you 
listened  with  a  ^eat  deal  of  patience,  does  not  appear  to  be  pedantic. 
but  the  fact  is  mat  I  very  earnestly  desire  that  tnese  matters  shoula 
be  imderstood  by  the  commission  and  that  we  shall  make  a  record 
that  will  be  of  value  to  the  commission.  So  if  I  am  long-winded  or 
pedantic,  please  call  me  to  order. 

It  seems  to  me  obvious  that  in  all  of  the  discussion  of  the  policies 
of  the  reserve  system  they  can  not  be  understood,  and  the  basis  of 
the  discussion  can  not  be  understood,  without  considering  a  htUe  hit 
what  elements  of  expansion  of  our  banking  system  have  arisen,  not 
only  because  of  the  establishment  of  the  Federal  reserve  system,  but 
because  of  the  conditions  which  arose  out  of  the  war.  We  have  not 
pursued  that  subject  to  the  point  where  I  can  give  you  more  than 
some  siiggestions  of  what  those  elements  are  and  present  them  for 
further  investigation,  if  you  care  to  have  further  investigation  made, 
as  we  would  be  very  glad  to  do. 

It  seems  to  me  that  the  main  elements  of  possible  expansion,  or 
coimteracting  contraction,  are  seven  in  number. 

One  is  the  increase  in  the  stock  of  monetary  gold  in  the  United 
States,  which  is  attributable  to  the  war,  and  the  transfer  of  such  a 
large  portion  of  that  gold  into  the  vaults  of  the  reserve  system. 

The  second  consists  in  the  modification  of  the  reserve  require- 
ments resulting  from  the  passage  of  the  Federal  reserve  act  and  the 
subsequent  modification  of  those  reserve  provisions  by  the  amend- 
ment which,  I  believe,  was  passed  in  June,  1917. 

The  third  is  the  inherent  power  of  expansion  in  the  Federal  reserve 
system';  that  is,  in  the  12  Federal  reserve  banks. 

The  fourth  is  the  tendency  which  we  have  discovered,  and  are 
watching,  to  transfer  demand  deposits  in  member  banks  into  the 
class  of  time  deposits,  imder  whicn  reduced  requirements  of  reserve 
are  permitted. 

Tne  fifth  is  the  element  of  efl&ciency  in  the  use  of  credit;  that  is  to 
say,  the  perfection  of  the  machine  that  enables  a  given  amount  of 
credit  to  perform  a  larger  amount  of  work. 

The  sixth  is  the  effect  which  the  passage  of  the  Federal  reserve 
act  has  upon  the  reserve  position  of  State  banks  which  are  not  mem- 
bers of  the  Federal  reserve  system. 

And  to  some  extent,  as  offsetting  these  elements  of  expansion,  the 
seventh  and  last  is  the  extent  to  which  Federal  reserve  notes  are 
exported  from  the  United  States  to  other  countries. 

I  would  like,  for  the  purpose  of  the  record,  if  you  please,  to  in- 
troduce this  document  [indicating]  and  to  comment  upon  it,  if  yea 
wiUpermit  me,  for  a  minute  by  way  of  explanation. 

(The  document  referred  to  is  here  printed  in  full,  as  follows:) 
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Elements  in  Expansion. 

i.  the  element  of  gold. 

A.  The  country's  stock  of  gold  has  increased  $1,408,000,000  since  January,  1915 
(about  77  per  cent),  but  the  amount  of  gold  in  the  Federal  reserve  banks  has  increased 
nine  times: 


Date. 


Stock  of  gold 
in  country. 


Gold  In  Fed- 
eral reserve 
banks. 


Per  cent  of 
country's 
stock  in 
Federal 
reserve 
banks. 


Jan.  1, 1915. 
July  1, 1915 
Jan.  1,1916. 
Jan.  1,1917. 
Jan.l,  19LS. 
Jan.  1,1919. 
Jan. 1, 1920. 
Jan.  1, 1921 . 
July  1,1921. 


$1,815,970,319 
1,965,539,015 
2,312,444,489 
2,864,941,650 
3,040,439,343 
3,080,510,011 
2,787,714,306 
2,784,834,427 
3,223,851,644 


$241,321,000 

324,183,000 

542,413,000 

736,236,000 

1,674,40^000 

2,092,062,000 

2,062,845,000 

2,062,786,000 

2,461,931,000 


13.3 
16.8 
23.5 
25.7 
55.1 
67.9 
74.0 
74.1 
76.4 


B.  The  reason  for  the  gold  passing  into  the  Federal  reserve  system  is: 

1.  During  the  war  gold  coin  and  gold  certificates,  which  came  into  the  reserve 
banks  in  the  regular  receipts  of  currency  were  retained,  and  the  banks  were  encouraged 
to  turn  in  gold  and  gold  certificates  so  as  to  provide  gold  reserves  for  the  necessary  war 
expansion. 

2.  At  present  importations  of  gold  deposited  with  member  banks  largely  find  their 
way  to  the  reserve  bank  because  of  their  utility  there.  To  member  banks  gold  is 
useless  as  reserve.  In  the  Federal  reserve  bank  it  is  immediately  available  for  all 
finanH^l  uses — IB  reserve,  for  instant  transfer,  for  exchange  into  convenient  forms  of 
currency,  for  withdrawal  by  check,  etc. 

C.  Gold  has  a  power  of  expansion  proportionate  to  its  utility  as  reserve  money. 
The  first  step  in  such  expansion  is,  ana  was,  in  banks  which  had  the  power  of  acting 
as  reserve  banks. 

1.  Before  the  Federal  reserve  system,  under  the  national  bank  act,  the  first  step  in 
expansion  was  in  banks  in  central  reserve  cities  which  were  required  to  hold  as  reserves 
against  their  net  demand  and  time  deposits  25  per  cent  cash  (gold  and  lawful  monev). 
Thus  gold  could  expand  four  times,  and  $100,000  of  reserves  would  support  $i0O,66O 
of  deposits,  of  which  $300,000  might  be  created  by  loans.  These  banks  were  permitted 
to  hold  a  portion  of  the  reserves  of  banks  in  reserve  cities  which  in  turn  were  per- 
mitted to  nold  as  deposits  a  portion  of  the  reserves  of  country  banks.  Or,  coimtry 
banks,  if  they  chose,  could  keep  a  part  or  all  of  their  deposited  reserves  with  central 
reaerve  city  banks.  Thus  a  pyramiding  of  reserves  was  permitted,  which  will  be 
referred  to 'below. 

2.  Under  the  Federal  reserve  system,  a  reserve  of  40  per  cent  of  gold  must  be  main- 
tained against  Federal  reserve  notes  in  circulation,  and  35  per  cent  of  gold  and  lawful 
money  must  be  maintained  against  deposits.  Thus  $100,000  of  gold  deposited  in  a 
reserve  bank  can  be  utilized  as  reserve  for  only  $350,000  deposited  by  member  banks, 
whereas  under  the  national  bank  act  it  would  be  reserve  against  $400,000  deposited 
by  reserve  city  or  country  banks.  The  expansion  under  the  reserve  system  enters 
because  of  the  smaller  reserves  which  the  banks  have  to  maintain,  and  the  fact  that 
on  their  reserves  held  in  the  Federal  reserve  banks  they  may  base  a  large  increase 
of  loans. 

n.  THE  ELEMENT  OF  MODIFIED  RESERVE   REQUIREMENTS. 

A.  Under  the  nationiU  bank  act  banks  were  required  to  keep  reserves  against  net 
demand  and  time  deposits  as  follows:  « 

Percent. 

Central  reserve  cities,  in  vault 25 

Reserve  cities,  12^  per  cent  in  vault,  12^  per  cent  on  deposit  in  central  reserve 

cities 25 

Country  banks,  6  per  cent  in  vault,  9  per  cent  on  deposit  in  reserve  or  central 

reserve  cities 15 
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A.  State  banks  had  varying  reserve  requirements,  in  most  States  less  than  iat 
national  banks. 

B.  Under  the  Federal  reserve  act,  effective  November  16,  1914,  member  banks 
were  required  to  keep  reserves  against  deposits  as  follows: 


Central  reserve  dtiee. 


Beeerre  cities. 


Coantry  iMnks. 


1.  Net  demand  deposits. 


18  per  cent;  six-eight- 
eenths invaiilt,  seven- 
eighteenths  with  Fed- 
eral reserve  bank,  bal- 
ance in  vault  or  with 
Federal  reserve  bank. 


2.  Time  deposits,  to  be 
held  tn  the  same  way 
as  reserves  against 
demand  deposits. 


5  per  cent. 


15  per  cent;  first  86 
months,  six-fifteenths 
in  vault,  thereafter 
five-fifteenths;  first  12 
months,  three  -  fif- 
teenths with  Federal 
reserve  bank,  and  for 
each  succeeding  6 
months  one-fifteenth 
additional  until  six- 
fifteenths  have  been 
deposited;  for  36 
montlis,  balance  in 
vaults  or  on  deposit 
with  Federal  reserve 
banks  or  national 
banks  in  reserve  or 
central  reserve  dtiesj 

5percent 


12  per  cent;  first  36 
months,  flve-twiiltfas 
in  vault,  thereafter 
four-twelfths;  first  U 
months.  two-tweUths 
with  Federal  reserve 
banks,  and  for  succeed- 
ing 6  months  one- 
twelfth  additional  nn- 
tU  five-twelfths  have 
been  deposited;  for  31 
months  balance  in 
vaults  or  on  deposit 
with  Federal  reserrs 
baq^  or  national  banks 
in  reserve  or  central 
reserve  cities. 

5  per  cent. 


C.  Under  the  amendment  to  the  Federal  re^ierve  act  of  June  21, 1917,  these  reserve 
requirements  were  further  modified  as  follows: 


Central  reserve  dties. 


Reserve  cities. 


Country  banks. 


1.  Net  demand  deposits, 

to  be  held  entirely  on 
deposit  with  Federal 
reserve  bank. 

2.  Time  deposits,  to  be 

held  entirely  on  de- 
posit with  Federal 
reserve  bank. 


13  per  cent. 
3  per  cent.. 


lOpercent ,  7percent. 

I 

3percent 3percent. 

! 
I 


III.  THE  ELSMENT  OF  EXPANSION  IN  MEMBER  BANKS  OF  THE  FEDERAL  RESERVE 

SYSTEM. 

A.  The  change  in  reserve  requirements  when  the  Federal  reser^'e  sj'stem  was 
established  is  estimated  to  have  released  $450,000,000  of  funds  formerly  held  as 
reserves.    (Authority,  First  Annual  Rejwrt,  Federal  Reserve  Bank  of  New  York.) 

B.  The  change  of  requirements  in  June,  1917,  is  harder  to  estimate  because  of  war 
conditions  then  prevailing;  also  because  of  the  element  of  vault  cash,  which  was  no 
longer  to  be  counted  as  reserve.  Many  banks  now  keep  only  3  per  cent  of  their  deposits 
or  less  as  vault  cash. 

C.  Comparison  between  the  present  requirements  ux)on  members  of  the  Federal 
reserve  svstem  and  those  upon  national  banks  under  the  national  bank  act,  however, 
are  as  follows: 

1.  Because  of  pyramided  reserves— coim try  banks  to  reserve  city  banks  to  central 
reserve  city  bants— the  increase  of  $100,000  of  gold  or  lawful  money  would  be  the 
basis  for  an  average  increase  of  about  $800,000  in  loans  and  deposits.  (Authorit)-, 
W.  M.  Persons,  Harvard  Review  of  Economic  Statistics,  January,  ir20.) 

2.  A  deposit  of  $100,000  of  sold  or  lawful  money  in  a  member  bank,  and  bv  it 
deposited  m  a  Federal  reserve  bank,  will  permit  an  increase  on  the  average  of  a  little 
more  than  a  million  dollars  in  loans  of  a  member  bank.  This  figure  assumes  that 
$3  of  notes  are  required  for  every  $2  of* reserve  deposits,  which  nas  been  about  the 
normal  or  average  relation  thus  far.  (Authority,  W.  M.  Persons,  Harvard  Review 
of  Economic  Statistics.)  The  potential  expansion  in  country  banks  is  laiger  than  in 
city  banks  because  of  the  smaller  reserve  requirements,  and  f  guree  out  as  foUows 
for  each  $100,000: 

Central  reserve  cities,  about $1,  CCO.CCO 

Reserve  city  banks,  about '. 1, 300, 000 

Country  banks,  about 1, 800,  OCO 
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The  figure  for  country  banks  was  arrived  at  as  follows:  For  every  $5  of  gold  depoaited 
'by  a  member  bank  with  a  Federal  reserv^e  bank,  |3  is  likely  to  be  withdrawn  in 
Jederal  reserve  notes  and  $2  is  likel>r  to  be  used  as  reserve  aeunst  the  deposits  of 
the  member  bank.  The  |3  of  gold  will  act  as  reserve  against  Federal  reserve  notes 
amounting  to  $7.50,  because  its  40  per  cent  reserve  requirement  pemats  it  to  expand 
two  and  one-half  times;  the  $2  of  gold  will  act  as  reserve  against  the  reserve  deposits 
•of  member  banks,  amounting  to  about  $5.70,  because  its  35  per  cent  reserve  require- 
ment permits  it  to  expand  nearly  three  times;  and  thaiii  $5.70  wiU  act  as  reserve 
against  deposits  in  member  banks  amounting  to  $80,  because  their  7  per  cent  reserve 
requirement  permits  them  to  expand  about  fourteen  times;  making  a  total  of 
about  $90,  which  multiplied  by  20,000  (the  number  of  times  $5  is  contained  in 
$100,000)  «ves  $1,800,000. 

Note  .--For  purposes  of  illustration  the  variable  element  of  vault  cash  has  been 
ignored. 

D.  Owing  to  the  flexibility  of  the  reserve  system  a  loan  by  a  reserve  bank  to  a 
member  bank  adds  to  its  reserve  deposit  in  exactly  the  same  way  as  though  gold 
had  been  imported  and  deposited  by  that  member  bank,  and  it  may  expand  upon 
it  in  just  the  same  way.  The  determining  factor  as  to  how  long  such  loans  may  go 
on  is  the  stock  of  gold  which  ^e  reserve  bank  has,  and  which  it  may  itself  use  as  the 
basis  for  its  own  expansion. 

IV.  THB   ELEMENT  OP  TIME   DEPOSITS. 

A.  Under  the  national  bank  act  reserve  requirements  against  time  deposits  were 
the  same  as  against  demand  deposits — 25  and  15  per  cent.  Under  the  Federal  reserve 
act  as  amend^  the  reserves  required  against  time  deposits  are  only  3  per  cent.  Natu- 
rally this  resulted  in  as  much  shift  as  possible  to  the  time  classification,  and  also  en- 
couraged the  building  up  of  savings  departments  .in  National  and  State  member 
banks.  This  increase  has  been  laiger  outside  of  New  York  City  than  in  it.  For 
New  York  Clearing  House  banks  the  proportion  of  time  to  demand  deposits  increased 
from  4.7  to  6.2  per  cent  since  1914.  The  following  table  shows  the  cnange  through- 
out the  country  from  1914  to  1920;  the  percentages  are  the  relation  that  time  deposits 
bear  to  individual  demand  deposits: 


District. 

1914 

1915 

1916 

1917 

1918 

1919 

1920 

1.  Boston 

18.2 
5.4 
23.6 
31.5 
35.8 
29.2 
29.9 
33.3 
09.5 
26.6 
12.6 
24.3 

13.7 
&4 
26.7 
32.3 
37.5 
29.9 
31.5 
32.6 
63.1 
24.7 
13.5 
26.9 

17.1 
11.0 
3a5 
33.7 
43.1 
32.3 
32.8 
33.1 
7a9 
,    24.7 
11.9 
29.0 

20.6 
12.6 
3&4 
36.3 
43.1 
31.6 
38.7 
28.3 
70.5 
26.2 
11.4 

18.5 
11.8 
35.2 
35.8 
39.2 
33.1 
36.1 
26.1 
67.1 
26.6 
13.3 
29.1 

22.9 
17.5 
37.8 
39.6 
48.0 
34.9 
39.1 
29.1 
76w2 
26.4 
11.6 

aa8 

31.2 

2.  New  York 

22.0 

a.  PhiiHAiphi^          

4&0 

A.  ClfHrelftn<1 

43.9 

5.  RlrhmofMl      

50.9 

«.  AtlanU 

5a9 

7-  HiiMfo. 

48L6 

8.  8t.  Lobls 

39.5 

•.  Minneapolis 

94.9 

10.  Kansas^ty 

83.1 

11.  n^jiM 

18w8 

12.  San  Francisco 

38.6 

All 

22.6 

22.8 

25.9 

27.2 

26.1 

3a4 

38.2 

V.  THB  ELEMENT  OF  INCREASED  EFFICIENCY  OF  CREDFr. 

A.  Federal  reserve  bauic  clearing  facilities  have  cut  down  the  time  of  collecting 
checki  about  one-half.  The  increase  in  the  use  of  these  fetcilities  ia  shown  in  the  fol- 
lowing table  for  the  New  York  reserve  bank: 


Date. 


Average 

number  of 

items  handled 

pet  month. 


W5 

191tt 

1917 '  *  *"   . 

1918-.. 

1919 '.'.'.'"."'.' 

1920 ;.; 

1921  (January  to*  May) 


180,316 
570,114 
1,617^348 
2,945,800 
6,205,326 
7,253,035 
7,993,226 


Average 

amount  per 

month. 


$191,000,000 
430,000,000 
1,675,000,000 
3,518,000,000 
4,712,000,000 
4,610,000,000 
3,424,000,000 
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B.  Federal  reserve  system  wire  transfer  facilities  have  permitted  immediate  move- 
ment of  funds  without  cost  to  the  transferring  bank  throughout  the  countty  by  tde- 
graph.  The  growth  in  the  use  of  these  facilities  is  shown  in  the  following  table,  giving^ 
figures  for  the  New  York  reserve  bank: 


Number. 

Amount. 

IfIB 

2,971 

10,302 

39,099 

82,321 

147,302 

S4S5u000,QD& 

1917 

6,'76&6qCLQ0O 

1918 

19,3S4,OQ6lOD» 

1919 

18,345kOO0^(n» 

1920 

17,a22,OQ0,0(» 

C.  Physical  shipment  of  currency  has  been  almost  eliminated  between  Fedenl 
reserve  districts  and  much  reduced  within  them. 

VI.  THE   ELEMENT  OF  STATE  BANK  DEPOSITS  WITH  MEMBER  BANKS,  AND  THEIR  USB 
OF  FEDERAL  RESERVE  NOTES  AS   RESERVES. 

A.  Nonmember  State  banks  may  still,  as  prior  to  the  Federal  reserve  act,  deposit 
a  portion  of  their  reserves  in  other  banks,  which  frequently  are  members  of  the  Federal 
reserve  system.  This  constitutes  a  further  element  in  expansion,  because  the  resore 
deposits  so  maintained  are  not  in  cash  but  in  turn  have  only  a  relatively  small  reserve 
kept  against  them  at  the  reserve  bank. 

B.  No  member  bank,  of  course,  can  use  Federal  reserve  notes  as  reeerv^es,  but 
nonmember  State  banks  may  so  use  them.  This  is  an  element  of  considerable  addi- 
tional expansion,  because  mey  are  using  an  instrument  created  largely  by  credit 
to  provide  security  for  deposits  which  may  represent  a  further  extension  of  credit 
It  causes  also  an  artificial  expansion  of  the  Federal  reserve  note  circulation. 

C.  A  partial  offset  to  the  expansion  of  credit  caused  by  the  use  of  Federal  reeenre 
notes  as  reserves  for  nonmember  State  banks  lies  in  the  very  large  exports  of  reserve 
notes  during  1920.  The  following  table  shows  the  amount  of  currency,  largely  Federal 
reserve  notes,  which  returned  from  abroad  to  New  York  City  banlcs  in  the' first  four 
months  of  this  year,  and  suggests  the  volume  which  went  out  in  1920: 


Country. 

Imi>orts. 

Exports. 

Europe....                      .      .                                .                . 

135,121,251 
1,773,082 
12,257,779 

687,239 

0,766 

3.090 

3,405,193 

S10S,lfi» 
l,355,O0i> 

Mexico  and  South  Amiuiea 

Cuba  and  West  Indies 

Canada 

Asia .            .       .             ... 

Africa 

Australia 

Country  not  reported 

12.0Qf> 

Total 

55,653,641  1            11.  ITILffK 

It  is  to  be  noted  that  the  shipments  to  Cuba  in  1921  were  nearly  as  large  as  the 
imports;  in  addition,  however,  $22,500,000  was  shipped  to  Cuba  by  the  Federal  re- 
serve bank  of  Atlanta  for  the  account  of  New  York  City  banks.  In  the  first  quarts 
of  1920  at  least  $40,000,000  of  cmrency  went  from  New  York  to  the  West  Indies. 

Vn.   SUMMARY. 

A.  The  general  mechanics  of  expansion  have  been  discussed  from  the  theoretical 
standpoint.  The  following  takes  into  consideration  the  figures  for  June  30,  1914,  and 
compares  them  with  the  latest  available  figures  for  all  banks  in  the  country,  member 
and  nonmember: 

[Amounts  in  millions  of  dollars .) 


Loans  and  discounts 
of  aU  banks. 

Deposits  of  all 
banks. 

Stock  of  monetary 
gold  in  country. 

Ratio 
stork  of 

Amount. 

Percent, 
increase 
from  1914. 

Amount. 

Percent, 
increase 
from  1914. 

Amount. 

Percent, 
increase. 
(torn  1914. 

June  30— 

1914 

15,340 
25,396 
31,365 

18^588 
33^212 
37,830 

1,891 
3,112 
?708 

lao 

1919 

65 
104 

79 
103 

05 
43 

10.7 

1920 

14.0 
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Gov.  Strong.  Since  Januaty,  1915,  the  country's  stock  of  mone- 
tary gold  has  increased  $1,408,000,000,  or  77  per  cent.  The  fig- 
ures which  I  have,  taken  from  the  Treasury  Department  reporte, 
show  that  the  stock  of  monetary  gold  on  January  1,  1915,  was  $1,- 
816,000,000.  Of  that  amount  on  that  date  $241,000,000,  or  13.3 
per  cent,  was  held  by  the  Federal  reserve  banks. 

Coming  down  to  January  1,  1919,  this  stock  of  gold  had  increased 
to  $3,080,000,000.  Of  that  amount  $2,092,000,000  was  held  by 
the  reserve  banks,  being  67.9  per  cent  of  the  whole. 

On  July  1,  1921,  the  stock  of  monetary  gold  was  $3,223,000,000, 
of  which  $2,462,000,000  was  held  by  the  Federal  reserve  banks, 
being  76.4  per  cent  of  the  whole. 

PER  CENT 
250 


200 


150 


10O 


1915   1914   1915   1916  1917  1916   1919  1920  192/ 

Stock  op  Gold  in  thx  United  States,  Bank  Deposits,  and  Paper  Monet. 

Bstimftted  total  stock  of  gold,  total  deposits  of  all  banks,  and  amount  of  paper  money  in  circulation  on 
July  I  of  each  3rear.    Figures  for  1913»100  per  cent. 

Source  of  information:  Annual  reports  of  the  Treasury  Department,  United  Statee  CircolatioiD  State- 
ments, Comptrcdler's  Reports  on  Condition  of  National  Banks. 

There  is  no  ground  for  criticizing  this  development.  The  reason 
why  the  gold  passed  into  the  reserve  system  is  simple.  During 
the  war  the  member  banks  were  encouraged  to  turn  it  in  because 
we  needed  it,  or  we  felt  we  would  need  it— — 

Representative  Sumners.  How  did  you  encourage  them  to  do 
that? 

Gov.  Strong.  We  went  right  to  them  and  asked  them  to  do  it, 
to  turn  it  in.  To  explain  in  a  little  more  detail,  we  paid  the  cost 
of  shipping  it,  which  was  a  considerable  consideration  to  them. 


Digitized  by 


Google 


526  AGEICULTURAL  INQUIRY, 

Representative  Sumners.  I  am  ^lad  you  are  making  those  ex- 
planations, because  I  do  not  thinE  the  average  American  knows 
what  is  meant  by  buying  gold,  and  does  not  understand  why  it  is 
that  gold  is  at  one  place  at  one  time  and  gets  to  be  at  another  place 
at  another  time. 

Gov.  Strong.  It  does  not  move  around  much  now,  sir;  it  stays 
pretty  much  at  one  place. 

Representative  Sumners.  Are  there  any  influences  now  in  opera- 
tion tending  to  pull  it  out  of  your  vaults  ? 

Gov.  Strong.  Well,  to  some  extent.  During  the  war  there  was 
a  very  considerable  sentiment,  created  I  think  dv  the  management 
of  the  reserve  banks,  that  economy  in  gold  could  best  be  effected 
by  depositing  it  in  the  reserve  banks.  We  fostered  that  feeling, 
and  we  in  a  measure  anticipated  the  possible  need  of  that  very 
thing  by  watching  the  experience  of  other  countries.  I  was  in 
France,  as  it  happened,  when  the  Bank  of  France  made  the  appeal 
to  the  peasants  oi  France,  and  saw  their  gold  flowing  into  the  bank. 
It  was  the  best  preparation  for  possible  participation  in  the  war 
to  have  that  gola  handy  where  it  would  serve  to  support  an  ex- 
pansion if  it  had  to  come. 

Representative  Sumners.  This  eold  that  has  come  to  America 
from  Europe — ^has  any  consideraole  amount  of  your  .own  notes 
gone  to  Europe  in  return  for  the  gold  which  has  come  here  ? 

Gov.  Strong.  It  has  not  gone  m  exchange  for  gold.  The  notes 
which  have  gone  to  Europe — speaking  of  continental  Europe — are 
lai^ely  notes  that  have  been  taken  out  by  travelers  going  abroad, 
those  who  were  returning  to  their  old  homes,  and  who  had  confi- 
dence in  the  American  currency.  A  very  considerable  part  of  it 
has  been  shipped  to  countries  like  Cuba  and  Chile  and  Mexico  and 
other  South  American  coimtries,  for  various  reasons.  As  you  know, 
American  currency  is  legal  tender  in  Cuba. 

Representative  Mills.  Is  it  the  fact  that  the  entire  gold  supply 
is  held  in  the  vaults  of  the  Federal  reserve  system  ? 

Gov.  Strong.  Of  the  United  States?  No;  the  figures  show  that 
at  the  present  time  76  per  cent  of  the  monetary  gold  is. 

Representative  Mills.  Has  that  percentage  varied  very  mate- 
rially in  the  last  two  years  ? 

Gov.  Strong.  Giving  the  percentages,  on  January  1,  1919,  it  was 
67.9;  January  1,  1920,  it  was  74  per  cent;  Januarv  1,  1921,  it  was 
74,1  per  cent;  July  1,  1921,  it  was  76.4  per  cent.  The  period  of  great 
increase  was  from  January  1,  1915,  to  January  1,  1919,  and  that 
included  the  period  when  we  were  gathering  in  the  gold  that  was 
in  bank  reserves  and  in  circulation  tnroughout  the  coimtrv. 

Representative  Sumners.  What  proportion  of  the  world  s  gold  do 
we  now  hold,  in  your  estimation  ? 

Gov.  Strong.  About  40  per  cent.  Congressman;  possibly  a  shade 
more.  The  estimate  that  1  have  seen  recently — and  I  am  quoting 
very  roughly  from  memory — is  that  the  stock  of  monetary  gold  oi 
the  world  is  in  the  neighborhood  of  $9,000,000,000. 

Representative  Sumners.  How  much  more  of  the  world's  gold  do 
we  have  now  than  we  ordinarily  have  ? 

Gov.  Strong.  That  is  a  hard  question  to  answer,  also.  The 
increase  in  our  gold  holdings  has  been  a  natural  and  an  inevitable 
one.     It  is  the  result  of  the  pressure  to  find  American  exchange  to 
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buy  things  here  and  to  pay  debts  here.  A  very  significant  thing  has 
taken  place  the  world  round.  Gold  has  drifted,  or  been  drawn 
from  general  circulation  as  a  result  of  Ooyemment  mandate,  or  as 
a  result  of  policy  as  in  the  case  of  this  country,  into  the  central 
banks.  Speaking  again  roughly  from  memory,  I  think  the  Bank  of 
England  to-day  nolds  about  three  times  as  much  gold  as  it  custo- 
marily held  before  the  war.  Even  in  Germany,  with  the  enormous 
amounts  of  gold  which  Germany  has  shipped  out  of  the  country,  I 
think  the  figures  for  the  Reichsbank  to-day  show  that  they  still 
hold  nearly  as  much  gold  as  they  customarily  did  before  the  war. 

Now,  when  we  speak  of  how  much  we  hold  in  excess  of  what  we 
should  hold,  I  think  to  answer  that  question  we  have  got  to  examine 
into  the  i)ossibilities  and  policies  looking  toward  a  return  to  specie 
payment  in  Europe,  and  that  is  again  a  question  that  can  only  be 
answered  by  the  unfolding  of  the  future.  We  should  not  hold  this 
excessive  gold  in  this  country  to  any  such  extent  as  will  delay  the 
restoration  of  specie  payment  abroad,  but  they  can  not  get  gold  from 
us  so  long  as  the  excnanges  are  adverse  to  them,  because  taking  out 
sold  under  the  present  conditions  represents  an  absolute  monetary 
loss  to  the  bank  or  the  Government  which  comes  here  and  buys  it 
and  takes  it  away. 

Representative  Sumners.  Are  they  going  to  continue  to  yield  to 
the  temptation  to  take  the  monetary  profit  by  letting  their  gold  come 
here  ?    Or  would  you  like  to  venture  an  opinion  on  mat  ? 

Grov.  Strong.  I  think,  sir,  it  depends  altogether  upon  the  urgency 
with  which  demands  are  made  upon  them  to  pay  debts  in  this  country. 
In  general,  I  think  it  is  fair  to  say  that  the  dnf t  of  gold  to  this  coimtry 
is  latterly  made  up  largely  of  the  new  production  of  gold  from  the  mines 
of  South  Africa,  Australia,  and  other  parts  of  the  world,  and  it  can 
not  help  coining  here  so  long  as  exchange  is  in  its  present  condition. 
It  goes  where  it  realizes  the  greatest  value. 

Representative  Sumners.  I  realize  that  is  a  little  aside  from  the 
matter  of  inquiry. 

Representative  Ten  Eyck.  One  question  along  that  line.  Under 
those  conditions  in  what  way  would  the  European  nations  pay  off 
their  debte? 

Gov.  Strong.  I  hope  you  will  permit  me  to  deal  with  that  later, 
Congressman  Ten  Eyck.  I  am  going  to  venture  upon  making  some 
su^estions  upon  some  of  those  matters — however,  with  some  diffidence. 

Representative  Sumners.  I  hope  I  have  not  led  you  too  far  afield  in 
my  questions. 

Gov.  Strong.  The  present  importations  of  gold  which  originally 
come  to  this  coimtry  consigned  to  the  banks — in  some  part  to  us. 
but  principally  to  the  banks — are  immediately  turned  over  to  us  ii 
they  do  not  go  into  the  Treasury  (in  which  event  we  also  get  them), 
because  gold  does  not  count  as  reserve  in  the  vaults  of  a  member 
bank  any  more;  all  of  their  reserve  must  be  deposited  with  us,  and 
consequently  it  naturally  comes  to  us. 

Representative  Mills.  That  was  one  of  the  means  you  used  to 
force  the  gold  from  the  member  bank  into  the  reserve  bank,  was 
it  not? 

Gov.  Strong.  Yes,  sir;  bv  the  amendment  of  Jime,  1917.  And 
of  course  when  that  gold  is  deposited  in  the  reserve  bank  it  becomes 
useful  or  remains  useful  for  all  purposes  as  monetary  gold — as  reserve, 
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as  currency,  as  a  means  of  settling  interdistrict  debts,  and  exchanges 
of  the  12  reserve  banks.  We  are  also  the  piincipal  source  of  supply 
of  gold  now  for  the  arts  and  manufactures  m  this  country.  The 
bain£9  that  have  the  accounts  of  jewelers  or  other  users  of  gold  can 
get  gold  certificates  from  us  and  then  take  them  over  to  the  assay 
office  and  get  gold  bars. 

Gold  win  support  expansion  in  proportion  to  its  utility  as  reserve 
monejr.  I  shaU  not  go  into  an  elaborate  explanation  of  that  fact, 
but  will  be  glad  to  introduce  a  table  into  the  record,  if  you  desire 
me  to  do  so,  to  show  that  under  the  old  system  before  the  Federal 
reserve  act  was  passed,  $100,000  of  gold  imported  into  the  United 
States  and  deposited  in  a  bank  in  a  central  reserve  city  like  New 
York,  where  tne  25  per  cent  reserve  requirements  applied,  in  a  short 
time  would  be  multiplied  into  $300,000  of  bank  loans  and  $400,000 
of  bank  deposit  habiUties.  By  a  very  simple  little  table  I  could 
explain  that,  I  think.  That  is  the  explanation  of  expansion  and  the 
power  of  gold  under  the  old  national  banking  system.     (See  p.  628.) 

Now,  under  the  Federal  reserve  act  the  same  thing  takes  place, 
but  possibly  to  a  greater  extent.  Under  the  national  bank  act 
national  banks  were  required  to  maintain  reserves  against  net  demand 
and  time  deposits  in  central  reserve  cities  of  25  per  cent,  all  in  thar 
vaults;  in  reserve  cities,  25  per  cent,  one-half  in  their  vaults  and  one- 
half  on  deposit  in  banks  in  central  reserve  cities;  countrv  banks,  15 
per  cent,  6  per  cent  in  their  vaults  and  9  per  cent  in  their  reserve 
Dank  account.     The  State  bank  requirements  for  reserve  varied 


greatly. 
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Under  the  Federal  reserve  act  these  requirements  were  reduced, 
first,  to  18,  15,  and  12  per  cent,  only  a  portion  deposited  witJi  the 
reserve  bank,  and  the  balance  they  were  permitted  to  keep  in  vault 
or  with  their  old  correspondents.  Time  deposits  required  5  per 
cent  reserve,  divided  between  the  reserve  bank,  the  bank's  own 
correspondent,   and  its   own   vault. 

Then  a  further  change  was  made  Jime  21,  1917,  when  the  re- 
serve requirement  of  the  Federal  reserve  act  reduced  this  to  13 
per  cent  m  central  reserve  cities,  10  per  cent  in  reserve  cities,  and 
7  per  cent  in  the  coimtry  banks,  with  this  reserve  against  time  de- 
posits 3  per  cent  in  all  classes. 

Now,  without  attempting  to  produce  an  analysis  of  the  effect 
of  these  changes,  let  me  say  that  the  change  in  the  reserve  re- 
quirements when  the  Federal  reserve  act  was  first  established  is 
estimated  to  have  released  $450,000,000  of  reserves.  You  will 
find  such  an  estimate  in  the  first  annual  report  of  the  Federal  re- 
serve bank  of  New  York.  The  change  in  the  requirements  in  Jime, 
1917,  is  most  difficult  to  estimate  and  we  have  not  calculated  it. 
The  theory  of  that  amendment  was,  as  I  recall,  that  it  was  assumed 
that  all  member  banks  would  be  under  the  necessity  of  carrying  a 
certain  proportion  of  vault  cash  to  make  up  pay  rolls,  etc.,  which 
would  be  about  3  per  cent.  Adding  that  3  per  cent  to  the  new 
reserve  requirement,  it  did  not  involve  a  great  reduction  in  the 
reserve.  Figures  could  be  made  to  show  what  it  did  involve.  I 
think  probably  it  resulted  in  some  reduction  in  the  required  reserve. 

Representative  Sumners.  Will  you  later  discuss  the  effect  of 
that  upon  values  and  commerce  ? 

Gov.  Strong.  As  a  whole,  yes,  sir;  not  those  specific  changes. 
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Now,  the  comparison  between  the  present  requirements  upon 
the  ni^mbers  of  the  Federal  reserve  system  and  the  naticmal  banks 
before  the  reserve  syst^n  was  established  can  be  explained  in  this 
whj.  Because  of  pyramided  reserves — that  is,  a  given  bank 
depositing  reserves  m  reserve  city  banks  and  central  reserve  city 
banks,  and  the  reserve  city  banks  m  the  central  reserve  citv  banks — 
the  theoretical  increase  which  $100,000  of  gold  or  lawful  money 
permitted,  taking  all  types  of  banks,  would  be  an  increase  in  loans 
md  deposits  roughly  of  about  $800,000.  The  authority  for  this 
statement  you  wifl  mid  in  a  study  made  by  Prof.  W.  M.  rersons,  in 
the  Harvard  Review  of  Economic  Statistics  of  January,  1920. 

Representative  Mills.  That  is,  under  the  Federal  reserve  sys- 
tem! 

Gov.  Strong.  Under  the  old  system,  the  national  bank  act. 
Under  the  present  system  the  deposit  of  $100,000  of  gold  or  lawful 
tnoney  in  a  member  Dank  and  in  turn  deposited,  as  now  takes  place, 
in  a  reserve  bank,  will  permit  an  increase  on  the  average  of  about 
H,000,OOO  of  loans  or  deposits  of  member  banks.  This  figure  is 
based  upon  the  assumption,  which  has  held  fairly  well  so  far, 
diat  creait  is  expressed  m  the  proportion  of  about  $3  in  notes  to  $2 
in  reserve  bank  deposits.  This  is  also  the  result  of  Prof.  Persons's 
study. 

Now,  the  potential  expansion  in  country  banks  is,  of  course, 
correspondingly  larger  than  in  city  banks  where  the  reserve  require- 
ments are  higher 

Representative  Mills.  Are  you  speaking  in  Prof.  Persons's  figures 
of  the  member  banks  only? 

Gov.  Stbong.  I  am  speaking  only  of  the  member  banks. 

Representative  Miu^.  You  are  not  taking  into  consideration  what 
it  permits  once  you  have  deposited  these  reserves  with  the  Federal 
reserve  bank? 

Gov.  Stbong.  This  is  the  theoretical  calculation  of  what  would  be 
permitted  under  the  reserve  requirements  of  the  Federal  reserve  act, 
N^hich  do  not  apply  to  State  banks  that  are  not  members  of  the 
Federal  reserve  system  and  which  vary  very  greatly,  according  to 
Instates. 

Representative  Mills.  I  am  asking  the  question  becaui^e  I  was 
under  the  impression  that  the  expansion  was  much  n'eater. 

Gov.  Stbong.  I  think,  in  fact,  it  would  be  found  to  be  so  if  we 
could  make  a  calculation  which  would  include  all  of  the  banks.  This 
being  confined  to  the  10,000  banks  in  the  reserve  system,  it  is  based 
of  course  upon  the  reserve  requirements  which  apply  to  all  of  those 
banks. 

To  illustrate  the  expansion  in  its  most  extreme  form — that  is,  the 
influence  of  $100,000  expandin£^  entirely  upon  the  basis  of  coimtry 
bank  reserve  percentages — ^we  find  that  it  works  out,  according  to 
figures  which  we  have  made  ourselves  and  which  have  been  caremlly 
cnecked  and  which  we  believe  to  be  accurate,  to  be  about  $1,800,000. 
I  shall  not  go  over  the  calculation  here;  it  was  made  by  some  of  our 
own  men  who  make  up  these  figures,  and,  I  think,  carefully  and 
accurately  made,  and  then  checked  by  the  statistician  of  the  federal 
Reserve  Board.    It  allows  that  $5  in  gold  will  multiply  to  a  total  of 
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about  $90.    Multiplying  that  by  20,000,  to  raise  it  to  $100,000,  pro- 
duces $1,800,000. 

Representative  Mills.  Those  are  the  figures  I  had  in  mmd. 

Gov.  Strong.  It  works  out  roughly  this  way:  Central  reserve 
cities,  about  $1,000,000.  Reserve  city  banks,  about  $1,300,000. 
Country  banks,  about  $1,800,000. 

Representative  Mills.  But  the  average  waB  very  nearly  fourteen 
times,  was  it  not?    About  14  to  15? 

Gov.  Strong.  Prof.  Persons's  figures  say  about  eleven  times, 
confining  it  to  banks  whose  reserve  requirements  are  those  of  the  re- 
serve act.  With  country  banks  I  have  no  doubt  it  would  be  much 
more  than  that. 

The  Chairman.  That  expansion  represents  loans,  discoimts,  and 
deposits  ? 

Gov.  Strong.  Yes,  sir;  both  sides  of  the  account,  but  this  figure 
here  which  I  have  quoted  is  the  figure  of  deposits.  If  put  on  a  cnart 
the  two  would  correspond  pretty  closely. 

It  is  a  fact  that  imder  the  theory  of  the  Federal  reserve  system 
the  same  effect  is  felt  upon  the  expansion  of  credit  if  the  Federal 
reserve  bank  makes  a  loan  of  $100,000  as  would  be  the  case  if  $100,000 
of  gold  were  imported  from  Europe;  that  is  to  sav,  if  a  member 
bank  puts  $100,000  of  new  reserve  money  in  the  shape  of  gold  in 
the  reserve  bank,  no  different  train  of  development  is  start^  than 
when  the  Federal  reserve  bank  makes  a  loan,  which  is  the  equivalent 
of  a  reserve  deposit  for  that  member  bank.  The  effect  is  just  the 
same  so  far  as  expansion  is  concerned. 

Representative  MILLS.  I  know  you  do  not  want  to  go  into  too 
much  detail,  Governor,  but  it  seems  to  me  that  in  view  of  Mr. 
Williams's  statement  as  to  the  imused  credit  that  was  available  and 
is  avaQable  to-day,  it  would  be  a  good  thing  if  you  would  sketch 
very  briefly  how  you  reach  those  figures. 

drov.  Strong.  1  am  coming  back  to  Mr.  Williams's  statement. 

Representative  Mills.  I  mean  on  this  particular  point,  how  yoi 
reach,  for  instance,  an  average  of  12  times  the  $100,000  in  gold. 
It  is  rather  a  simple  calculation,  is  it  not  ? 

Gov.  Strong.  The  figures  are  all  set  out  here  in  this  document, 
They  are  all  set  out  here  on  the  basis  of  $5. 

Representative  Mills.  Are  you  putting  that  in  the  record  ? 

Gov.  Strong.  I  am  putting  that  in  the  record;  yes,  sir. 

Representative  Mills.  Then  I  will  withdraw  the  question. 

Gov.  Strong.  I  did  not  complete  my  statement  about  the  com- 
parison between  the  $100,000  of  gold  and  the  $100,000  loan,  and 
some  of  my  economist  friends  will  get  after  me  if  I  do  not  finish  itj 
The  only  difference  is  this,  that  where  gold  is  imported  and  added 
to  the  reservesystem  you  increase  the  base  upon  which  this  expansioi^ 
is  erected.  Where  you  make  a  loan  you  are  expanding  your  loans 
and  deposits  upon  the  same  base,  and  consequently  you  reduce 
your  reserve  percentage  in  the  reserve  system.  Assuming  .that  the 
amoimt  of  gold  in  the  reserve  banks  is  constant,  the  expansion  w 
course  reduces  our  reserve  percentage,  but  during  this  period  wh^ 
gold  has  been  flowing  into  the  reserve  banks  we  have  maintained 
our  reserve  percentage  at  a  much  higher  figure  than  it  would  have 
been  had  we  not  had  this  accession  of  gold. 
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Representative  Suhkers.  Let  jne  see  if  I  can  put  this  myself  in 
plain  language  that  I  can  understand.  When  the  $100,000  is  brought 
nere  and  put  into  the  vaults  of  the  Federal  reserve  bank,  you  create 
a  basis  then  for  credit  ? 

Gov.  Strong.  Yes,  sir. 

Representative  Sumners.  Now  then,  when  you  loan  that  $100,000 
YOU  put  into  operation  the  credit  for  which  the  gold  constituted  a 
basis? 

Gov.  Strong.  Yes,  sir.  We  do  not  touch  the  gold;  the  gold  goes 
into  the  vault  and  is  locked  up. 

Representative  Sumners.  You  leave  the  gold  there,  and  send  out 
^our  notes  to  do  the  same  work  that  the  gold  would  nave  done  had 
it  gone  out  ? 

Gov.  Strong.  If  you  will  permit  me  to  give  you  an  illustration,  I 
will  tell  you  exactly  what  happens.  A  manufacturer  goes  to  a  bank 
which  is  a  member  of  the  Federal  reserve  system  to  borrow  $100,000. 
That  member  bank,  because  of  that  and  other  transactions  which 
result  in  an  impairment  of  its  reserves,  goes  to  the  reserve  bank  and 
borrows  $100,000  from  us.  The  reserve  bank  gives  the  member 
bank  a  credit  of  $100,000,  and  in  turn  the  manufacturer  receives  a 
credit  of  $100,000.  Now,  a  little  later  the  manufacturer  wants  to 
use  that  money,  one-half  of  it  to  pay  a  bill  and  one-hatf  of  it  for  a 
pay  roll.  He  goes  to  the  member  bank  and  gets  $50,000  in  currency. 
The  member  bank  comes  to  us  and  gets  $50,000  in  Federal  reserve 
notes.  By  that  step  $50,000  of  bank  deposit  currency  has  been 
converted  into  $50,000  of  bank  note  currency.  That  is  m  brief  the 
way  in  which  the  credit  of  the  Federal  reserve  system  is  distributed 
in  the  two  forms  of  bank  deposits  and  bank  notes.  The  expansion 
which  takes  place  in  the  creait  of  $100,000  which  we  have  extended 
has  in  a  sense  already  taken  place  when  we  grant  the  credit. 

But,  expressing  the  loan  tnat  I  referred  to  in  a  little  different 
form,  suppose  the  manufacturer  borrowed  $100,000  from  the  member 
bank,  ana  that  is  the  only  transaction  which  the  member  bank  has 
that  affects  its  reserve.  It  had  no  other  business  that  day.  Conse- 
quently when  it  gave  the  manufactiurer  a  $100,000  loan  it  added 
$100,000  to  its  loans  among  its  assets  and  $100,000  to  its  liabilities — 
a  deposit  liability.  Against  that  deposit  liability  it  had  to  make 
a  reserve,  in  the  case  of  a  New  York  City  bank,  of  $13,000.  So 
instead  oi  discounting  the  entire  amoimt  of  $100,000  with  us,  theoret- 
ically the  member  bank  would  come  to  us  and  borrow  $13,000,  just 
enough  to  make  good  its  reserve.  And  that  is  exactly  what  happens. 
The  expansion  which  is  afforded  by  the  Federal  reserve  system 
follows  the  expansion  which  originates  in  the  member  banks. 

Now,  a  last  word  on  the  power  of  expansion  of  the  Federal  reserve 
system.  Of  course  the  determining  factor  under  the  statute,  aside 
from  questions  of  policy  as  to  how  long  the  Federal  reserve  bank 
may  go  on  making  loans,  the  limiting  and  determining  factor  imder 
the  statute,  is  the  amount  of  its  reserve  in  proportion  to  the  amount 
of  its  liabilities;  that  is,  whether  its  reserve  becomes  impaired.  If 
you  will  permit  me  to  leave  the  discussion  of  gold  for  just  a  minute 
at  this  point,  that  is  where  the  rate  comes  in.  What  control  can 
be  exercised  over  this  volume  of  credit  imder  such  a  system  as  we 
have,  where  we  can  manufacture  credit  just  as  fast  as  the  demand 
arises — ^what  control  can  we  exercise  except  the  control  of  the  rate  ? 
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I  mean  in  normal  times,  leaving  out  the  influence  of  a  great  war 
where  military  necessity  is  an  innuence. 

Representative  Mills.  Now  you  have  made  a  statement  there 
that  we  can  manufacture  credit  as  fast  as  necessary.  That  is,  assum- 
ing gold  is  available  ? 

Gov.  Strong.  We  can  manufacture  credit,  assuming  that  the 
demand  for  the  manufacture  of  credit  exists. 

Representative  Mills.  And  that  the  gold  is  available  ? 

Gov.  Strong.  And  that  the  gold  is  available  as  a  base  for  the 
credit. 

The  point  that  I  wish  to  bring  out  is  what  distinguishes  the  Fed- 
eral reserve  system  in  some  respects  from  the  English  banking 
system,  which  I  take  simply  as  typifying  almost  the  other  extreme 
of  a  banking  system  which  permits  of  the  issue  of  bank  notes.  What 
I  am  going  to  say  is  not  any  criticism  of  the  Federal  reserve  act.  I 
think  that  in  many  ways  it  is  much  better  adapted  to  the  needs  of 
this  country  than  the  system  of  the  Bank  of  England  miffht  be. 
But  I  am  not  sure  about  it.  We,  imfortimately,  have  only  had  ex- 
perience in  the  operation  of  the  reserve  system  in  abnormal  times 
when  the  influence  of  the  war  and  the  postwar  period  overshadowed 
evervthing  else.  We  have  no  means  of  judging  how  this  great 
machine  will  work  in  normal  times,  and  I  personally  would  depre- 
cate experimenting  very  much  until  we  have  more  knowledge  of 
how  it  will  work  in  normal  times.  But  I  do  want  at  this  point  to 
bring  out  in  sharp  contrast  the  two  principles  that  apply  to  the 
makmg  of  rates  by  a  comparison  of  the  Federal  reserve  system  and 
the  Bank  of  England. 

In  the  Bank  of  England,  as  you  know — and  I  am  speaking  of  its 
normal  operations  in  time  of  peace — ^when  an  expanded  condition 
arises,  when  business  becomes  active,  emplovment  is  pretty  general, 
and  there  is  a  large  production  of  goods  ana  a  large  volume  of  trade 
and  possibly  some  speculation,  increasing  demands  for  credit  arise, 
and  that  credit  to  some  extent  must  be  expressed-  in  the  currency 
of  the  country,  which  is  bank  notes.  The  proportion  will  vary 
somewhat,  but  assume  it  is  $3  of  notes  to  $2  of  reserve  deposits,  as 
I  have  stated  here. 

Now,  when  demands  are  made  upon  the  Bank  of  England  for  note 
currency  those  notes  are  issued  by  the  banking  department  of  the 
bank,  and  as  they  are  paid  out  they  directlvreduce  the  gold,  so  to  speak, 
because  the  notes  are  only  issued  by  the  issue  department  against 
gold.  They  directly  reduce  the  reserve  of  the  banking  department. 
The  Bank  of  England  can  not,  under  their  old  system,  meet  a  de- 
mand for  credit  expressed  in  the  form  of  notes  by  simply  printing 
notes  and  putting  commercial  or  banker's  bills  or  some  other  kind  of 
loans  behind  the  notes  and  thereby  reducing  the  reserve.  Thej| 
actually  pay  out  their  reserve  money.  That  is  reflected  at  once  and 
directly  and  in  a  much  greater  j)roportion  upon  the  reserves  held  hy 
the  Bank  of  England  than  a  sunilar  development  is  reflected  in  the 
case  of  the  reserve  system.  As  demands  for  credit  arise  and  that 
credit  is  converted  into  bank  notes  we  pay  out  those  notes  which 
the  deposit  of  our  cohunercial  paper  and  loans  secures;  we  increase 
the  volmne  of  notes,  but  do  not  pay  out  our  reserve;  we  keep  the 
reserve. 
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In  discussing  this  with  students  of  these  matters  I  think  you  will 
find  that  in  the  last  analysis  it  comes  down  to  this,  that  in  the  case 
of  a  system  such  as  that  of  the  Bank  of  England  action  upon  the 
bank  rate  becomes  mandatory  and  imperative  to  a  greater  degree 
than  it  does  in  the  Federal  reserve  system.  With  them  it  is  a  matter 
of  necessity  to  protect  their  reserve.  With  us  it  is  more  a  matter 
of  himian  jud^ent  and  policy. 

Representative  Mills.  Is  not  their  system  much  less  flexible? 

Gov.  Strong.  Very  much  less  flexible. 

Representative  Mills,  And  did  they  not  have  to  suspend  the 
operation  of  their  system  right  at  the  start  of  the  war  ? 

Gov.  Strong.  As  a  matter  of  fact,  the  bank  act  was  not  suspended 
in  England  at  that  time,  Mr.  Mills. 

Representative  Mills.  But  they  got  around  it  though  ? 

Gov.  Strong.  What  they  did  was  to  create  a  new  currency  which 
met  the  demand. 

Representative  Mills.  It  was  nothic^  but  Government  paper. 

Gov.  Strong.  Government  paper.  Tae  currency  notes  of  England 
are  not  the  same  as  the  greenbacks  which  we  issued  during  the  Civil 
War.  In  the  first  place,  they  have  a  gold  reserve  behind  them  of 
28,500,000  pounds  sterling.  Further  than  that,  they  put  actual 
existing  issues  of  Government  bonds  behind'  those  notes  as  security. 

We  never  did  that  with  our  greenbacks  during  the  Civil  War,  and 
until,  I  think,  President  Cleveland's  administration,  we  never  had  a 
gold  reserve  behind  them.  But  they  did  put  a  gold  reserve  behind 
their  currency  notes,  and  they  put  a  security  behind  them  which 
consists  principally  of  interest-bearing  bonds  of  the  British  Govern- 
ment and  of  cash  balances  With  the  Bank  of  England,  including 
recently  Bank  of  England  notes. 

Representative  Ten  Eyck.  Does  the  English  system  automatically 
contract  the  same  as  our  reserve  system  ? 

Gov.  Strong.  It  contracts  automatically;  yes;  and  I  should  say 
more  directly  than  oiu«  does.  When  a  recession  in  demand  for  credit 
takes  place  by  reason  of  a  recession  in  trade  the  tendency  is  for  the 
notes  to  flow  back  into  the  bank  and  the  result  is  a  direct  increase  in 
the  r^erve  percentage. 

Representative  Ten  Eyck.  Could  the  other  banks  keep  those  notes 
out? 

Gov.  Strong.  They  could,  but  it  would  not  be  profitable  for  them 
to  do  so.    They  would  be  a  noninterest-bearing  asset  in  their  vaults. 

Representative  Ten  Eyck.  Under  our  system  they  could  not  keep 
them  out  when  they  paid  off  their  loans,  could  they? 

Gov.  Strong.  Under  our  system  the  contraction  which  takes  place 
in  such  a  period  as  this  is  shown  graphically  on  this  chart,  [indi- 
cating;.] (See  p.  534.)  You  will  see  tne  way  our  note  issue  is  com- 
ing down.  That  is  due  to  the  fact  that  the  notes  are  no  longer 
needed  in  circulation,  and  we  have  12  points  where  they  come  in 
automatically. 

Representative  Ten  Eyck.  I  imderstand,  but  imder  the  English 
system  the  notes  that  they  issue  could  be  kept  out,  could  they  not  ? 

Gov.  Strong.  Well,  ours  could  be,  but  those  matters  are  governed 
by  the  law  of  supply  and  demand  and  the  desire  to  make  a  profit. 
People  pay  their  deots;  they  do  not  want  to  keep  paying  interest 
when  they  have  bank  notes  m  the  till. 
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Representative  Subuners.  Grenerally,  for  each  one  of  your  notes 
that  IS  out  somebody  is  paving  interest  t 

Gov.  Strong.  Not  absolutely,  sir.  Those  which  were  issued  in 
response  to  a  demand  for  credit  are  of  that  category.  Those  that 
were  issued  against  gold  are  not,  and  of  course  many  of  our  notes  are 
issued  against  gold. 

Representative  Sumners.  I  am  speaking  with  regard  to  those  that 
Are  issued  in  response  to  a  demand  for  crrait. 

Gov.  Strong.  Somebody  is  paying  interest  on  them. 

Representative  Sumners.  And  do  they  not  want  to  get  them  back 
as  soon  as  they  Can  ? 
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(jov.  Strong.  Yes,  su-;  that  is  the  fact. 

Now,  there  is  another  element  of  expansion  which  has  not  entirely 
escaped  observation,  and  it  is  prettv  important.  Whatever  may  be 
the  mfluence  that  is  bringing  it  about — probably  the  influence  of 

Erofit,  again — there  is  a  very  marked  tendency  among  the  member 
anks  to  bring  about  a  change  in  the  classification  of  their  deposits 
so  that  what  might  ordinamy  be  considered  as  demand  deposits. 


Digitized  by 


Google 


AGMCULTUKAL  INQUIRY.  535 

requiring  reserves  of  13,  10,  or  7  per  cent,  according  to  the  classifica- 
tion of  wie  bank  (whether  central  reserve^  or  reserve  city  or  country- 
bank),  are  being  transferred  to  time  deposits,  probably  savings  depos- 
its, in  many  cases,  which  only  require  a  3  per  cent  reserve.  I  have 
babies  here  prepared  for  the  years  1914  to  1920,  divided  by  Federal 
reserve  districts,  expressed  in  percentages,  showing  the  relation  that 
time  deposits  bear  to  individual  demand  depK)sit6.  Let  me  point  out 
the  extent  to  which  these  have  been  increasme.     (See  p.  523.) 

In  1914,  in  all  Federal  reserve  districts,  the  proportion  of  time 
deposits  to  individual  demand  deposits  was  22.6  per  cent.  Bv  1920 
the  proportion  had  risen  to  38.2  per  cent.  That  is  a  considerable 
element  of  expansion.  It  means  that  an  increasing  proportion  of  the 
deposits  of  the  member  banks  now  reouire  only  a  3  per  cent  reserve 
instead  of  13,  10,  or  7,  according  to  tne  class  of  bank  in  which  the 
deposits  were  made. 

Representative  Sumners.  Governor,  from  the  standpoint  of  good 
bankmg,  is  there  any  considerable  difference  between  the  reserve 
requirement  for  time  deposits  and  those  that  are  required  for  bank 
deposits  ?    Do  I  make  myself  dear  1 

Gov.  Steong.  I  think  so. 

Representative  Sumners.  Is  3  per  cent  reserve  for  time  deposits  as 
safe  as  13  per  cent  for  demand  deposits  ? 

Gov.  Stbono.  It  is  difficult  to  answer  as  to  banks  in  the  West;  I 
have  not  had  enough  experience  there.  But,  as  you  know,  most 
banks  throughout  me  rural  sections  of  the  country  have  savings 
departments  of  some  sort  or  other.  They  issue  little  pass  books  con- 
taining a  contract  in  one  form  or  another  which  requires  a  30  days' 
notice  for  the  withdrawal  of  the  deposit.  That  is  one  large  class  of 
deposits  of  the  character  I  am  referring  to.  Another  class  are  the 
time  certificates  of  deposit  which  are  issued  for  fixed  periods  of  30, 
BO,  or  90  days,  .or  for  a  period  requiring  notice  of  30  dajrs  or  more, 
rhey  are  issued  principally  by  the  larger  banks  in  the  big  cities  to 
people  who  have  money  awaiting  investment. 

The  requirement  of  3  per  cent  reserve  in  some  cases,  I  think,  might 
be  adequate  and  in  otners  insufficient,  and  the  determination  of 
whether  it  was  adequate  or  not  would  depend  entirely  upon  the  kind 
3f  investment  that  is  made  of  that  deposit.  Let  us  suppose,  for 
instance,  that  there  are  two  banks  in  the  same  town  doing  exactly 
the  same  kind  of  business  and  of  the  same  volume.  Suppose  that  one 
^ank  has  the  entire  amoimt  of  these  savings  deposits  invested  in  bills 
)r  other  paper  el^ble  at  the  Federal  reserve  bank,  and  that  the  other 
bank  has  its  savings  deposits  entirely  invested  in  mortgages  on  real 
state.  The  first  bank  would  be  in  a  position  to  meet  any  demand 
3y  the  depositors  for  currencv  by  going  to  the  Federal  reserve  bank  and 
iiscounting  that  paper.  The  otner  oank  which  has  thoje  deposits 
nvested  in  mortgages  would,  of  course,  require  more  time  in  order  to 
ret  advances  or  to  convert  those  mortgages  in  order  to  meet  with- 
irawals  by  the  depositors. 

I  introduce  that  simply  by  way  of  illustration,  not  to  comment 
ipon  the  wisdom  or  unwisdom  oi  making  one  or  another  kind  of 
nvestment.  I  am  drawing  the  commission's  attention  to  that  de- 
relopment  because  I  understood  some  discussion  on  these  elements  of 
expansion  would  be  of  value. 

Now.  there  is  the  element  of  increased  efficiency  of  credit.  That 
is  a  rather  abstruse  matter,  but  I  can  point  out  at  least  two  functions 
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of  the  reserve  system  which  certainly  are  developing  greater  efficiency 
in  the  employment  of  credit. 

Take  our  check  collection  department.  The  Federal  reserve  bank 
of  New  York,  as  with  all  other  reserve  banks,  has  probably  reduced 
the  time  that  it  takes  to  collect  checks  and  set  them  settled  and  t^aDs- 
f  erred  to  the  reserve  balance  of  the  bank  which  owns  those  checks,  by 
pretty  nearly  one-half.  That  certainly  is  making  credit  operate  more 
efficiently. 

To  illustrate  the  growth  of  that,  in  1915  the  average  number  of 
checks  collected  per  month  by  the  Federal  reserve  bank  of  New  Ywk 
was  180,000,  and  the  monthly  average  amount  was  $191,000,000.    In 

50 


40 


30 


20 


to 


f. 

/' 

\^ 

NtlhDCH  OF  ITt 
HANDLED 

,- 

KSin 

.^.^NUMBKH  or  ftW 

-TV  '/ 

"(l*  THOW»A.<OS) 

.-...'V.-. 

'J^^ 

• 

■v'^ 

IN   OiLHONS 

Vjv 

^^ 

;:>^ 

^/^ 

OFDOLLAffS 

H^ 

^ 

An  J  J      0 
1917 

J        A       J       O    0 

1916 

J         A         J        0 

1919 

J        A        J        O 

I9£0 

J         A         J         O 

19£} 

Qbowth  of  the  Check  Collection  Ststem  or  the  Federal  Reskbvx  Banks. 

Number  of  items  handled  each  month  by  the  banks,  nimiber  of  banks  in  the  coDectJom  system,  and 
amount  handled  each  month. 
Source  of  infonnation:  Annual  reports  of  the  Federal  Beserre  Board  and  the  Federal  Beserve  BoHeiiiL. 

1918  the  average  number  of  checks  handled  per  month  was  2,945,000, 
and  the  average  amount  of  the  checks,  $3,548,000,000. 

In  the  year  1921  the  average  niunber  of  checks  handled  each  month 
has  been  7,993,000,  and  the  average  amount  of  checks  per  months 
$3,424,000,000. 

Now,  if  we  assmne  that  shortening  the  time  of  collection  makes  the 
employment  of  credit  more  eflBcient,  you  can  see  the  tremendous 
inflnence  in  the  growth  of  this  collection  system  which  reduces  tie 
time  to  collect  checks.  It  does  have  the  enect  of  taking  out  of  the 
reserve  of  our  banking  svstem  a  certain  amount  of  checks  which  arfr 
in  circulation  uncollected  and  which  formerly  counted  as  a  reserve. 
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Here  is  another  item.  As  you  know,  the  Federal  reserve  system 
has  its  own  leased  tele^aph  wires  connecting  all  the  reserve  banks 
and  th^  branches,  and  over  this  system  of  wires  we  make  transfers 
of  funds  for  member  banks.  That  is  an  instantaneous  payment 
instead  of  payment  by  check.  In  1916  the  number  of  wire  transfers 
of  that  character  that  we  made  was  2,971  for  the  year,  of  an  aggregate 
amount  of  $485,000,000.  In  the  year  1920 — I  am  speaking  simply 
of  the  reserve  bank  of  New  York — ^we  made  147,302  such  transfers, 
in  the  total  amount  involved  of  $17,022,000,000. 

Another  element — ^I  do  not  know  whether  it  is  an  important  one; 
I  think  it  is  probably  very  sUght — ^is  that  we  have  eliminated  to  a 
very  large  extent  smpments  of  currency  throughout  the  country. 
Currency  is  fmrnished  m  the  respective  districts  by  the  reserve  banks, 
and  shipped  directly  to  the  member  banks,  and  the  great  tide  of 
currency  that  used  to  flo^  back  and  forth  during  the  crop-moving 
period  has  been  almost  eliminated. 

A  sixth  element  of  expansion  is  that  relating  to  the  nonmember 
State  banks.  As  I  shidl  mtroduce  this  memorandum  into  the  record 
in  full  I  shall  only  point  out  this  fact,  that  whereas  Federal  reserve 
notes  can  not  be  used  as  vault  reserve  by  member  banks— thej 
never  were  allowed  to  use  them  as  vault  reserve,  and  there  is 
now  no  requirement  for  vault  reserve — the  only  point  where 
Federal  reserve  notes  can  serve  as  an  expanding  element  is  where 
they  are  used  by  nonmember  State  banks  as  reserve  in  their  own 
vaults.  Of  course,  that  does  create  a  new  element  of  expansion. 
When  you  consider  that  of  the  30,000  banks  in  the  United  States 
10,000  are  members  of  the  reserve  system,  roughly  speakinj^,  and 
20,000  are  not,  and  that  those  20,000  represent  something  hke  36 
or  38  p^r  cent  of  the  banking  resources  oi  the  country,  you  will  see 
there  is  a  considerable  poesibuity  of  expansion  there. 

Representative  Sumnebs.  Speaking  of  expansion,  may  I  ask  you 
a  question  on  that  point  ?  Suppose  that  10,000,000  men  in  the  Umted 
States  have  the  habit  of  carrying  aroimd  with  them  $10  apiece,  and 
they  all  change  that  habit  and  reduce  the  amount  to  $5.  What 
effect  would  that  have  ? 

Grov.  Strong.  It  would  very  much  reduce  the  amount  of  hand  to 
hand  currency  in  the  United  States. 

Representative  Sumnhrs.  I  understand,  but  would  it  release  any 
currency  for  the  general  credit  and  trade  purposes  of  the  country  ? 

Gov.  Stbong.  it  would  depend  again  upon  the  rate  policy  of 
the  reserve  banks.  It  would  have  the  efifect  of  increasing  our  reserve 
percentage,  as  would  be  quite  obvious.  If  that  change  of  habit  on 
the  part  of  10,000,000  people  resulted  in  $50,000,000  of  our  notes 
bein^  deposited  in  the  reserve  banks,  as  bein^  no  longer  needed  in 
circmation,  the  reduction  of  $50,000,000  in  Uabilities  bv  the  reserve 
banks  would  increase  our  reserve  percentage.  It  would  increase  our 
potential  lending  power.  Whether  it  would  be  a  reUef  or  not  in  case 
credit  was  needed  would  depend  upon  our  rate  poUcy  very  largely; 
that  is,  upon  whether  it  was  made  available. 

I  shall  only  call  attention,  in  concluding  this  description  of  the 
note  issue,  to  the  fact  that  tnere  has  been  considerable  exportation 
of  our  note  issue  to  other  countries.  I  can  not  tell  exactly  how  much. 
We  sent  a  questionnaire  on  this  subject  to  the  New  York  City  banks 
some  time  ago,  and  they  reported  that  their  records  for  four  months 
beginning  January  1,  1921,  showed  that  there  had  been  returned  to 
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them  from  abroad  a  total  of  $55,653,641,  and  that  they  had  shipped 
abroad  $11,176,668.  In  addition  to  that,  however,  there  wa^  one 
shipment  of  $22,500,000  that  was  sent  to  Cuba  for  the  account  of  the 
New  York  City  banks,  and  in  the  first  quarter  of  1920  at  least 
$40,000,000  of  currency  went  from  New  York  to  the  West  Indies. 

Now,  a  summary  of  the  expansion  of  credits  expressed  in  figures: 
In  1914,  the  amoimt  of  loans  and  discounts  of  all  banks  in  the  United 
States  was  $15*340,000,000;  the  amoimt  of  deposits  in  all  banks  of 
the  United  States  was  $18,588,000,000.  And  the  stock  of  monetary 
gold  in  the  United  States  was  $1,891,000,000.  I  should  state  that 
the  stock  of  monetary  gold  bore  the  relation  of  one  to  ten  of  bank 
deposits  in  1914. 

Coming  now  to  1920,  t}ie  amount  of  all  loans  and  discounts  of  all 
banks  on  June  30 — these  figiures  here  are  $31,365,000,000,  an  increase 
of  104  per  cent  over  1914.  The  amount  6f  deposits  of  all  banks  on 
that  date  was  $37,830,000,000,  an  increase  ol  103  per  cent.  The 
stock  of  monetary  gold  was  $2,708,000,000,  an  increase  of  43  per 
cent;  and  the  stock  of  monetary  gold  compared  with  bank  deposits 
was  in  proportion  of  1  to  14,  as  against  1  to  10  six  years  earlier. 

These  figures  have  not  been  worked  out  for  1921,  because  the 
combined  report  of  national  and  State  banks  is  not  yet  available. 

The  Chairman.  Do  your  figures  show  what  the  rate  of  increitse  of 
the  banks  was  during  that  period?  My  recollection  is  that  it  was 
about  8  per  cent. 

Grov.  Strong.  My  recollection  is  that  the  rate  of  increase  was,  in 
normal  times,  about  6  per  cent,  Mr.  Chairman.  Of  coiurse,  it  has 
been  tremendously  more  than  that  since  the  war  started. 

That  statement  has  been  made,  in  regard  to  the  possibility  of 
expansion,  in  order  to  get  a  better  imderstanding,  as  I  think  is 
necessary,  of  the  relation  of  expansion  to  the  statement  that  I  am 
about  to  make. 

I  would  like  to  explain,  if  you  please,  what  the  New  York  money 
market  is  and  its  relation  to  our  rates. 

There  are  four  or  five  important  rates,  so  to  speak,  in  New  York 
which  have  a  bearing  upon  the  rates  adopted  by  the  Federal  reserve 
bank  of  New  York.  I  may  review  them  briefly.  The  first  of  these 
is  the  rate  at  which  commercial  paper  is  sold  in  the  market.  A  ^eat 
manv  large  borrowing  concerns  m  the  United  States  which  nave 
regular  banking  accoimts  where  they  can  borrow  money,  find  it 
desirable  and  possibly  economical  to  sell  their  notes  through  brokers 
who  make  a  specialty  of  dealing  in  such  paper,  and  distributing 
them  to  banks  that  have  surplus  funds  for  investment.  This  paper 
is  distributed  throughout  the  United  States  generally,  and  is,  to  some 
extent,  purchased  by  the  larger  New  York  City  bcmks. 

That  IS  a  rate  for  a  commodity  in  the  market  which  has  an  influ- 
ence upon  our  rate,  or  should  have  an  influence  upon  our  rate,  because 
it  is  one  of  those  securities  in  which  banks  can  invest  their  fimds  at  a 
profit  in  case  they  are  willing  to  borrow  from  us  at  a  lower  rate;  they 
can  do  so  if  they  are  willing  to  do  it.  And  it  has  a  further  effect  on 
our  rate-.-this  commercial-paper  market,  so  to  speak,  has  an  influence 
upon  the  New  York  market  m  this  respect,  that  mosl  of  these  large 
borrowers  who  sell  their  paper  through  brokers  have  bank  accounts 
or  connections  in  New  York  where  they  can  borrow  money  direct 
at  times  when  they  can  not  sell  their  papef.  And  it  has  been 
the  case  recently  tnat  coimtry  banks  and  banks  generally  have 

Digitized  by  v^^  , ^  ^  ^  ^ 


AGBIGULTUBAL  INQUIRY.  689 

discontinued  buying  this  paper  because  the  demands  of  their  cus- 
tomers have  been  so  great  that  it  left  them  no  siirplus  money  to 
invest  in  that  way.  Tlien  these  concerns  which  ordinarily  borrowed 
on  commercial  paper  had  to  go  to  their  own  banks  and  borrow  money, 
and  when  they  do  go  to  then*  banks  to  borrow  monejr,  tJiat  indicates 
that  the  commercial-paper  market  is  ''shut  up/'  as  it  sometimes  is; 
rates  then  tighten  up  at  once.  And  that  has  been  one  of  the  charac- 
teristics of  this  recent  period. 

Representative  Ten  JEyck.  That  paper  is  not  discountable  with 
the  Federal  reserve  bank  ? 

Gov.  Strong.  Oh,  yes;  the  great  bulk  of  it  is  discoim table  with 
the  Federal  reserve  Dank.  This  paper  is  paper  that  conforms  to  the 
definitions  of  eligible  paper  in  most  cases. 

And  in  this  connection  I  want  again  to  emphasize,  as  it  comes  into 
this  line  of  discussion,  the  fact  that  there  is  practically  no  such  paper 
in  existence  in  the  London  money  market.  For  instance,  borrowings 
of  that  kind  are  made  in  England  on  overdraft  accoimt,  and  the 
habit  of  issuing  commercial  paper  and  selling  it  through  brokers  has 
not  developed.  • 

Now,  another  element  in  the  New  York  money  market  is  the 
bankers'  bill  or  acceptance.  That  market  has  grown  in  importance. 
These  bills  represent,  in  greater  part,  the  import  and  export  of  mate- 
rials to  and  from  this  coimtry  and  are  such  bills  as  I  have  referred 
to  as  being  common  in  the  London  money  market.  Some  of  them 
are  issued  for  the  purpose  of  carrying  commodities  in  storage.  They 
are  a  commodity  m  the  New  York  money  market,  and  the  rates  for 
them  are  quoted. 

Representative  Sumners.  Will  you  explain  briefly  for  the  record 
what  a  bill  of  acceptance  is  ? 

Gov.  Strong.  One  type  is  a  bill  that  is  drawn  by  an  exporter  of 

Kite  from  India  on  a  New  York  bank  under  a  credit  granted  by  the 
ew  York  bank  to  an  American  importer,  and  it  originally  comes 
from  India  to  New  York  with  the  documents  attached — that  is,  the 
bill  of  lading,  and  the  insiu*ance  papers,  and  so  on.  It  is  presented 
at  the  New  York  bank  and  the  New  York  bank  accepts  it.  It  may 
be  paid  in  30  days,  or  60  days,  or  90  days. 

Kepresentative  Sumners.  It  is  akin  to  what  we  call  in  the  interior 
abill  of  lading? 

Gov.  Strong.  They  are  similar.  It  represents  a  movement  of 
commodities.  The  rate  applying  to  these  bills  is  of  course  a  rate 
which  we  have  to  regard  in  fixing  our  rate  in  New  York. 

Third,  and  for  the  moment  a  very  important  rate,  is  the  rate  at 
which  the  Government  is  borrowing  on  short  certificates  of  indebt- 
edness. But  since  about  April  or  May  of  1920,  it  has  been  more  the 
market  rate  for  the  Treasury  certificates  of  indebtedness,  as  dis- 
tinguished from  the  bearing  rate,  because  they  are  now  actively 
traded  in  in  the  market,  and  sell  on  an  interest  basis,  and  as  these 
may  be  used  as  collateral  by  the  member  banks  at  the  Federal  re- 
serve bank,  that  rate  also  has  an  influence  upon  our  rate. 

A  fourth  rate  which  has  much  less  influence  than  formerly,  is  the 
rate  borne  by  the  stock  exchange  loans.  And  there  has  been  so 
much  misconception  of  this  stock  exchange  call  rate  that  later  in  my 
statement,  or  perhaps  now,  I  would  Uke  to  read  into  the  record,  if 
you  will  penmt  me,  a  brief  portion  of  an  article  prepared  by  Mr. 
George  E.  Roberts,  I  believe,  formerly  Director  of  the  Mint,  and  now, 
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connected  with  the  National  City  Bank  of  New  York,  on  call  rates^ 
which  appeared  in  the  publication  of  that  bank  some  time  ago. 
Quoting  from  a  report  of  the  former  Comptroller  of  the  Cumaicy, 
whidi  says  [reading]: 

The  reports  of  all  i^tional  banks  of  the  United  States  as  of  June  30, 1920,  as  recently 
analyzea,  show  an  enormous  expansion  in  their  holdings  of  mercantile  paper  and  of 
discounts  made  on  the  strength  oione  or  more  indorsements,  and  in  loans  made  upoD 
warehouse  receipts,  etc.,  and  a  marked  reduction  in  money  loaned  on  bonds  and 
stocks. 

I  was  imder  the  impression  that  the  comptroller* thought  loans 
on  stocks  and  bonds  had  increased,  but  apparently  he  said  they  had 
decreased.    Conmienting  upon  this,  Mr.  Roberts  says  [reading]: 

This  describes  the  change  which  the  bankers  accomplished  during  the  year. 

The  date  of  this  article  is  November,  1920  [reading]: 

How  was  this  withdrawal  of  funds  from  stock  exchange  use  conducted?  There  are 
two  ways  of  reducing  the  volume  of  loans:  One  is  by  peremptory  action,  refusing 
to  renew,  re^uirinj?  debtors  to  repay  forthwith;  the  other  is  by  raising  the  interest  rate. 
The  former  is  a  violent  method  liable  to  cause  serious  disturbance.  The  latter  giva 
tha  borrower  time  to  adopt  a  policy  and  make  new  arrangements.  It  was  in  the  public 
interest  that  less  capital  should  be  employed  in  the  call  market  and  it  was  necessary 
ttiBt  borrowers  should  adapt  their  affairs  to  this  polic]^,  but  it  was  advantageous  to  them 
to  be  allowed  to  borrow  m>m  dav  to  da^  even  on  lugh  rates  until  they  had  adjusted 
themselves  to  the  change.  If  they  paid  25  per  cent,  they  paid  one  three  hundred 
and  sixty-fifth  of  25  per  cent  for  one  day,  and  were  under  no  Obligations  to  borrow  for  a 
day  longer  than  they  wanted  to. 

A  reduction  of  the  amount  of  money  available  inevitably  causes  a  rise  of  rates 
unless  the  demand  falls  off.  The  borrowers  themselves  advance  the  rates  by  bidding 
to  attract  funds  to  take  the  place  of  what  has  been  withdrawn. 

A  conference  of  farmers  in  session  at  Washington  is  reported  to  have  passed  a  reeo- 
lution  condemning  the  New  York  banks  for  lending  at  such  high  rates  because  the 
effect  was  to  attract  money  from  the  countrjr  where  it  was  needed  for  loans  to  farmers. 
They  did  not  understand  that  it  was  the  withdrawal  of  funds  for  that  purpose  which 
made  the  high  rates,  or  that  if  the  New  York  banks  had  refused  to  lend  at  the  rates 
named  the  rates  would  have  gone  still  higher  and  the  temptation  to  country  bankers 
have  been  thereby  increased. 

The  "renewal"  rate  upon  call  loans  is  the  rate  at  which  loans  stand  over  to  the  next 
day,  and  is  the  rate  which  most  of  the  call  loans  bear  at  any  time.  We  give  below  the 
average  renewal  rate  for  each  month  beginning  with  October,  1919,  and  for  comparison 
give  another  colunm  showing  average  rates  for  90-day  loans  on  mixed  collateral  over 
the  same  period.  There  is  no  fixed  rate  on  tiaie  loans  corresponding  to  the  renewal 
rate,  but  we  have  taken  averages  which  are  approximately  correct.  Attention  is  in- 
vitea  to  the  fact  that  from  October  to  February,  while  loans  were  being  reduced  in 
volume,  the  call  rate  ruled  above  the  time  rate,  and  that  since  February  the  call  rate 
has  been  below  the  time  rate. 

Now,  these  call  renewal  rates  during  these  months  are  significant, 
particularly  in  view  of  the  claim  that  these  high  rates  have  lured  the 
money  from  the  country  to  New  York.  The  table  is  as  follows  [read- 
ing]: 

Average  rates  oj  interest. 


CaU 
loans, 
renewal 

rate. 


Time 

loans. 

mixed 

collateral. 


CaU 

loans, 

renewal 

rate. 


Time 

loans. 

mixed 

ooQateraL 


October,  1919... 
November,  1919. 
December,  1919. 
January,  1920... 
February,  1920.. 

March,  1920 

April,  1920 


7.42 
10.43 
8.09 
8.61 
9.86 
8.13 
7.43 


5.98 
6.30 
6.30 
6.88 
7.98 
8.48 
8.33 


May,  1920 7.09 

June,  1920 7.50 

July,  1920 8.39 

August,1920 ;  7.26 

September.  1920 i  7.06 

Octob«:  (22  days) I  7.52 


8.00 
&00 
S.35 
SLTt 
8.47 
7.79 
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You  will  note  that  in  February,  1920,  the  call-loan  r^iewal  rate 
was  9.86,  and  in  March,  1920,  it  was  8.13,  and  from  then  until  July, 
1920,  it  never  got  as  hi^h  as  8  per  cent;  in  July,  1920,  it  was  8.39. 
For  the  22  days  in  Octooer  before  this  publication  was  made  it  was 
7.52.  Now,  tnose  are  the  average  rates,  and  during  that  entire  period 
the  average  rate  was  7.79. 

I  would  also  like  to  read  a  brief  extract  from  the  Wall  Stteet 
Journal  of  July  29,  1921.    [Reading:] 

LOOKING  BACK  A  FBW  TEARS. 

Wall  Street  should  be  thankful  for  the  elasticity  of  ^  Federal  reserve  banking 
system.  Much  complaint  was  heard  the  country  over  anent  the  seemingly  severe 
money  rates  following  the  end  of  the  war  or  when  speculation  was  rife  and  bank  loans 
at  their  i>eak.  Such  critics  should  look  back  upon  the  rates  charged  Wall  Street 
opeiators  in  the  old  days,  before  the  Fedoiil  reserve  system.  In  1890  money  loaned 
as  hi^  as  186  per  cent;  in  1892,  40  per  cent;  in  1893,  74  per  cent;  1895,  100  per  cent; 
1896, 127  per  cent;  1899,  186  per  cent;  1901.  75  per  cent;  1905,  126  per  cent;  1906,  60 
per  cent;  and  in  1907,  125  per  cent.  In  those  days  it  was  not  uncommon  for  oall- 
money  rates  to  stiffen  alarmmgly  toward  the  close  of  any  one  year,  due  to  preparation 
for  first-of-the-year  bank  requirements.  Statistics  show  that  most  of  tne  stiffness 
occurred  at  that  time.  However,  in  face  of  the  gigantic  World  War,  with  the  accom- 
panying speculation  and  tight  credit,  under  the  Federal  reserve  system  the  highest 
rate  for  call  money  was  30  per  cent,  and  that  rate  prevailed  on  one  day  only.  Never 
before  in  the  history  of  the  country  have  call-money  rates  been  kept  on  a  more  even 
keel,  the  disturbances  created  by  the  European  conflict  notwithstanding.  The  high 
Tates  in  the  old  da3rs  were  also  the  result  of  the  Northern  Pacific  panic  and  the  so- 
-called  tigfat-monev  panic.  The  country  ^* weathered''  those  periods.  How  easy  it 
should  be  under  the  new  system  to  restore  credit  normality. 

Those  are  not  average  rates,  but  high  rates. 

The  Chairman.  Those  rates  would  not  last  but  a  day  or  two  ? 

Gov.  Strong.  For  a  few  days.  There  were  periods,  in  1907,  when 
they  lasted  quite  a  few  days.  I  have  not  the  average  rates,  so  the 
-only  fair  comparison  is  the  comparison  of  the  high  rate  which  oc- 
curred in  Decanber,  1919,  which  was  30  per  cent  for  only  one  day. 

Representative  Sumners.  I  understand  the  difficulty  is  m  controlling 
these  rates  when  somebody  is  willing  to  pay  them,  and  somebody  else 
has  the  money  to  loan;  that,  however,  u  extended  for  some  time 
would  have  the  effect  of  drawing  money  from  other  uses  into  that  use  ? 

Gov.  Strong.  Well,  sir,  I  wish  I  might  give  the  commission  a  com- 
plete demonstration  of  what  motives  are  at  work.  We  can  show 
what  the  figures  are,  but  what  the  motives  are  that  actuate  those 
movements,  I  can  only  explain  generally  from  my  own  experience ; 
what  I  believe  is  a  fair  statement  of  the  influences  tnat  have  operated 
in  these  hi^h  call-money  market  rates  of  New  York  is  something 
like  this:  You  will  find  a  ^ood  many  studies  on  that  subject  in  the 
Aldrich  monetary  commission  report,  and  also  in  Prof.  Kemmerer's 
study  on  that  matter.  This  country  being  so  largely  agricultural, 
between  the  active  seasons  of  planting  and  harvestmg  almost  in- 
evitably there  develop  midseason  periods  when  the  banks  in  the 
West  have  considerable  smns  of  money  which  they  can  not  loan. 
Because  the  bankers  know  the  demand  will  come  for  the  employment 
of  these  funds  in  planting  and  harvesting,  that  money  seeks  employ- 
ment in  the  central  money  markets  to  earn  interest  during  those 
periods  of  idleness.  The  interest  allowed  on  New  York  Stock  Ex- 
change loans,  when  that  flow  of  money  is  considerable,  is  usually  very 
low.  I,  myself,  remember  when  you  could  not  loan  money  for  1  per 
cent.    Then,  wnen  the  money  was  withdrawn,  as  it  was  m  the  fall, 

Digitized  by  CjOOQ IC 


542  AGMCULTURAL  INQUIRY. 

and  we  came  into  the  period  of  low  reserves  of  the  New  York  banb^ 
a  different  influence  began  to  work.  The  money  that  went  to  the 
West,  went  anyway. 

Those  banks  had  good  demand  for  it  and  at  good  rates,  but  as 
money  moved  up  on  the  stock  exchange  in  response  to  that  with- 
drawal, a  good  many  banks  which  kept  money  in  New  York  fcff  one 
purpose  or  another,  and  alwajE  did  keep  some  money  there,  would 
write  to  their  correspondents  in  New  York  to  lend  more  of  that 
money  in  New  York,  and  I  have  always  doubted  whether  the  high 
rate  was  an  attraction  of  money  to  New  York,  or  whether  the  attrac- 
tion had  not  been,  on  the  other  hand,  to  withdraw  money  from  Nev 
York  for  use  in  the  interior. 

Now,  I  have  some  charts  here  which  I  think  will  show  how  this 
matter  of  the  withdrawal  of  money  will  work  out.  (See  pp.  545 
and  646.) 

Representative  Sumners.  Do  we  understand  from  vour  statement 
that  the  period  of  time  at  which  monej;^  may  probably  be  loaned  at 
these  hign  rates  of  interest  is  not  sufficiently  long,  and  the  demand 
is  not  sufficiently  certain  for  money  to  be  turned  away  from  the  more 
permanent  uses  at  lower  rates  to  which  it  may  be  applied  ? 

Gov.  Strong.  Well,  I  will  not  attempt  to  deny  that  the  New 
York  money  market — this  call-money  market — ^when  rates  are 
high,  majr  not  attract  some  money  to  New  York.  In  fact,  I  think  it 
does.  If  it  does,  it  does  no  more  than  the  natural  law  of  supply  and 
demand  prescribes.  This  commodity  goes  to  the  point  where  it  brings 
the  biggest  price. 

Representative  Sumners.  And  that  is  the  very  reason  why  it  is 
insisted  by  many  people  that  it  does  have  that  eflfect;  that  it  goes 
there  where  there  is  a  more  profitable  demand. 

Gov.  Strong.  Well,  there  are  other  influences  at  work  now  whici 
make  for  higher  rates  in  New  York,  which  are  the  result  of  the 
Federal  reserve  system.  And  while  it  is  a  little  out  of  place,  and 
while  I  may  be  called  upon  to  repeat,  which  I  do  not  want  to  do^ 
some  things  in  this  discussion,  it  seems  I  should  mention  them  here. 
The  influences  which  have  been  at  work  since  April  or  May,  1917, 
present  an  entirely  different  situation  in  the  call-money  market  in 
New  York.  The  banks  of  New  York  City  do  not  want  to  loan  money 
on  call  in  the  New  York  Stock  Exchange. 

Representative  Sumners.  At  these  high  rates  ? 

Gov.  Strong.  At  any  rate. 

Representative  Sumners.  I  wish  you  would  make  that  very  clear. 

Gov.  Strong.  I  will  attempt  to  do  so. 

Representative  Sumners.  1  think  you  will  need  to  do  it. 

Gov.  Strong.  I  have  got  the  records  here,  Congressman,  that  are 
very  convincing  on  that  score.  During  this  period  of  the  war,  when 
we  were  called  upon  by  the  Government  to  do  an  immense  amount 
of  financing  for  the  Government,  we  were  employing  all  our  f acihties 
to  that  end.  The  New  York  Stock  Exchange  loans  can  not  be  used 
to  employ  our  facilities  in  that  manner,  and  even  if  the  New  York 
Stock  Exchange  loans  did  offer  higher  rates  for  money,  it  would  be 
much  better  to  have  the  assets  of  a  banking  concern  in  the  form  in 
which  they  could  be  converted  instantly  at  the  Federal  reserve  bank. 
As  I  shall  show  you  later,  in  order  to  mamtain  a  stable  market  in  New 
York;  in  order  to  avoid  what  we  call  a  runaway  money  market, 
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required  us  at  times  literally  to  beg  the  New  York  banks  to  make 
loans  on  the  stock  exchange.  And  when  I  come  to  this  sorcaUed 
"money  committee,"  the  conunittee  of  which  I  was  chairman,  I  will 
undertake  to  describe  how  that  was  done. 

Representative  Sumners.  Did  you  undertake  to  use  any  greater 
coercaon  than  thepower  of  your  persuasion  ? 

Gov.  Strong.  Weil,  sir,  we  brought  about  those  arrangements  by 
organization,  rather  than  by  persuasion;  by  getting  the  banks  ^ 
together,  and  organizing  them  and  getting  them  to  take  care  of  the 
New  York  money  market.  It  was  a  matter  that  was  handled  by.  us, 
and  although  I  confess  there  is  nothing  in  the  Federal  reserve  act 
that  suggests  that  we  have  anything  to  do  with  the  call  money 
market,  yet,  as  fiscal  agents  of  the  Government,  we  were  called  upon 
to  take  care  of  those  loans.  When  there  were  these  calls  for  money 
from  the  New  York  Stock  Exchange  money  market,  then  the  rates 
for  such  loans  would  go  kiting  up,  and  seriously  interfere  with  the 
successful  issue  of  the  secinities  on  which  the  Treasury  was  trjring  to 
borrow  money. 

Representative  Sumners.  In  other  words,  a  person  would  not  buy 
a  Government  certificate  on  a  low  rate  of  interest  when  he  could  buy 
a  certificate  at  a  higher  rate  on  the  stock  exchange  ? 

Gov.  Strong.  Well,  even  if  he  was  willing  to  buy  them,  it  had  a  dis- 
concerting influence  to  have  a  tight  money  market  when  the  Grovem- 
ment  was  attempting  to  borrow  these  large  siuns. 

Representative  Sumners.  Would  it  not  have  the  effect  of  a 
deterrent  upon  a  man,  having  a  choice  of  investment  in  a  low  inter- 
est-bearing security,  or  having  a  high  rate  of  interest  by  using  his 
money  on  the  New  York  Stock  Exchange  ? 

Gov.  Strong.  It  would  if  the  security  was  the  same,  but  it  would 
not  if  the  value  of  the  security  was  considered.  It  would  not  have 
that  effect  if  the  banks  distinguished  in  the  value  of  the  obUgation; 
that  is,  the  value  of  the  Government  obUgation  and  the  value  of  the 
stock  exchange  obligation.  And  they  did.  These  high  rates  were 
the  result  of  mstingiushing  between  these  two  kinds  of  obUgations  or 
investments.  Thev  preferred  and  required  a  security  which  could 
be  discounted  at  tne  Federal  reserve  bank. 

Representative  Sumners.  I  was  speaking  generally;  not  of  any 
particular  class  of  financial  institution;  viewing  the  situation  broadly 
and  candidly,  it  would  seem  to  me  that  the  Government  security 
would  have  a  much  less  chance  of  selling  at  a  time  when  the  interest 
rate  was  extraordinarily  high  on  loans  on  the  New  York  Stock 
Exchange,  as  against 

Gov.  Strong  (interposing).  That  is  exactly  what  we  aU  felt;  that 
it  miUtated  against  the  sale  of  securities. 

Representative  Sumners.  Now,  if  it  would  miUtate  against  the 
sale  of  these  securities  by  drawing  money  away  from  the  securities, 
it  would  also  militate  against  the  country  by  drawing  money  from 
the  country  sections  for  the  same  reason. 

Gov.  Strong.  Well,  I  am  rather  inclined  to  the  view,  Con^essman, 
that  the  New  York  call-money  market  was  not  a  substantial  influence 
of  restraint  in  the  placing  of  the  Government  securities,  except  that 
it  is  imdoubtedly  a  fact,  I  beheve,  that  the  existence  of  very  high 
rates  of  interest  on  the  stock  exchange  creates  an  opinion  in  the  minds 
of  the  pubUc,  which  may  be  misleading,  that  money  is  tight.  I  think 
it  does  have  that  effect. 
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Representative  Sumnees.  And  interest  rates  will  be  hi^er. 

QoY.  Strong.  Please  remember  that  at  one  period  we  were 
placing  short-time  loans  for  the  Treasury  through  the  12  reserve 
oanks  in  a  volume  everv  month  that  exceeded  the  total  amount  of 
all  the  loans  on  the  New  York  Stock  Exchange  by  a  very  large  amount, 
and  the  influence  toward  diversion  of  funds  from  investment  in  the 
Government  obligations  to  investment  in  loans  on  the  stock  exchange 
must  have  been  very  slight  at  that  time,  because  the  volume  of  stodk- 
exchan^  loans  was  so  small  in  proportion  to  the  Grovemment's 
borrowings. 

Our  desire  was  not  only  to  control  the  New  York  Stock  Exchange 
loan  account  in  order  to  prevent  high  rates  per  se,  but  for  another  im- 
portant reason:  The  placing  of  these  numerous  loans  by  the  Grovem- 
ment  necessitated  a  great  shifting  of  investments,  securities,  stocks, 
and  bonds,  and  a  very  important  thing  in  the  Government  program 
was  not  only  to  preserve  tne  value  of  these  securities,  and  to  have  a 
place  or  market  maintained  where  securities  could  be  instantly  sold, 
out  in  o^-der  to  preserve  the  value  of  securities  as  collateral,  reople 
were  borrowing  money  on  all  sorts  of  thines  in  order  to  buy  Govern- 
ment securities.  I  think  we  all  r^arded  the  maintenance  of  the 
stability  of  the  security  market  as  a  very  important  element  in  the 
program  of  the  Government. 

Representative  Sumners.  Have  you  any  statistics  or  facts  show- 
ing tne  proportionate  amoimt  of  money  used  on  the  New  York 
Stock  Exchange 

Gov.  Strong  (interposing).  At  a  later  period,  Congressman,  in 
what  I  am  proposing  to  say,  I  want  to  go  more  fully,  u  I  may,  into 
the  methods  we  employed. 

Representative  Sumners.  Very  well. 

Gov.  Strong.  But  I  will  answer  your  Question,  and  say  that  since 
September,  1918,  imder  promise  of  confidence,  which,  oi  course,  we 
respect,  every  member  of  the  New  York  Stock  Exchange  has  reported 
every  day  the  exact  amount  of  his  loans  that  day.  It  is  reported  to 
a  conmiittee  of  the  stock  exchange,  and  is  reported  to  me  at  the  bank. 
And  we  have  tables  of  that  account  from  the  early  fall  of  1918  to 
date.  Those  figures  are  confidential,  and  I  am  sure  the  conmiission 
will  not  ask  me  to  produce  them  here.  On  the  other  hand,  we  have 
similar  reports  from  the  lenders.  I  will  explain  the  reason  for  that 
later.  AH  the  big  banks  in  New  York  make  reports  to  us  of  lendings 
on  the  New  York  Stock  Exchange,  and  tables  have  been  made  of 
those  that  have  been  reported,  which  I  feel  at  liberty  to  produce,  if 
the  commission  desires.  They  will  show  what  the  banks  hare 
reported,  but  they  will  not  be  exactly  accurate.  The  only  accurate 
report  would  be  the  one  from  the  borrowers.  We  can  not  get  all 
the  lenders  to  report;  there  are  private  bankers  that  make  loans 
that  do  not  report;  but  the  difference  will  not  be  material. 

Representative  Sumners.  Would  you  be  violating  a  confidence  if 
you  were  to  indicate  to  the  conmiission  what  relationship  the  figures 
show,  say,  between  the  rate  of  interest  and  the  volume  of  loans! 

Gov.  OTRONG.  I  have  a  chart  of  that  here.   (See  pp.  545  and  546.) 

Representative  Sumners.  Governor,  I  see  we  have  a  chart  pre- 
pared for  the  commission  on  that  subject,  and  I  will  not  take  your 
time  now.     I  will  withdraw  that  question. 
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Gov.  Strong.  It  may  be  that  you  have  the  very  chart  to  which  I 
referred. 

Hepresentative  Sumnbrs.  Let  the  record  show  that  I  withdraw 
my  question. 

Gov.  Strong.  Well,  the  important  thing  which  is  shown  on  the 
chart  which  I  will  come  to — the  papers  are  arrange^  in  the  order 
in  which  I  had  expected  to  make  these  remarks — the  important 
thing  that  is  disclosed  in  this  chart  is  this:  That  immediately  fol* 
lowing  a  period  of  declining  volume  in  the  total  of  loans  on  the  New 
York  Stock  Exchange,  the  call  rate  went  up;  that  development  is 
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SrBBvr  LoAira  o?  Niw  Yobk  Grrr  Banks  and  tbk  Cau.  Loan  Rati. 

Total  street  loans  of  52  New  York  City  dally  reporting  banks  outstanding  each  week  and  the  average  call 
kwi  leoewal  rate  each  wedc. 
Scmoe  ofinformatlmi;  Dally  reports  to  the  Federal  reMrve  bank  of  New  York. 

&Imo6t  constant  throughout  the  period  shown  on  this  chart,  and  shows 
the  relation  between  me  volume  of  loans  and  the  call-money  rate. 

The  Chairican.  Well,  as  a  matter  of  fact,  since  October,  1919; 
during  all  of  this  period  when  the  volume  of  loans  and  discounts  was 
going  up,  the  amount  of  call  mcmey  available  on  the  New  York 
manet  nad  been  going  down;  is  that  not  true  ? 

Gov.  Strong.  Well,  the  peak  of  the  loan  account  was  in  November. 

The  Chairman.  1919? 

Gov.  Strong.  1919;  and  it  has  gone  down  from  that  peak  con- 
stantly, with  sUght  variations,  so  that  now  it  is  substantially  one-half 
the  volume  that  it  was  in  November,  1919. 
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Representative  Ten  Eyck.  I  brought  to  the  attention  of  the  com- 
mission an  article  I  saw  in  the  Wall  Street  Journal  of  August  3,  which 
stated  that  brokers'  loans  were  $1,750,000,000  on  July  31,  1919,  and 
on  August  2,  1921,  were  $500,000,000. 

Gov.  Strong.  TTie  figures  which  I  quoted  from  the  report  of  the 
banks  show  that  the  peak  in  the  loan  account  on  the  stocK  exchange 
was  reached  in  November,  1919,  when  it,  reached  a  little  otct 
$1,500,000,000. 

Representative  Ten  Eyck.  And  now  it  is  about  $500,000,000? 

Gov.  Strong.  Now  it  is  about  $730,000,000.  But  continuing,  if 
I  may,  this  comment  about  the  call-money  market,  I  would  like  to 
have  you  consider  our  relation  with  the  market  more  from  the  stand- 


STBsrr  Loans  of  New  York  Crrr  Banks  fob  Theib  Own  Account,  and  fob  the  Account 

OF  COBBESPONDENTS  AND  THE  CALL  LOAN  RATE. 

Outstanding  street  loans  of  52  large  banks  for  their  own  account  and  for  the  account  of  correapoDdeDti 
each  week  compared  with  the  average  oaU  loan  renewal  rate. 

Source  of  information:  For  loans,  daily  reports  to  the  Federal  reserve  bank  of  New  York;  for  call  nttf. 
the  Ne"'  York  Times. 

point  of  our  view  of  what  was  to  be  accomplished.  It  was  desired 
to  accomplish  three  things:  To  maintain  stable  rates  and  low  rates, 
if  we  could;  second,  to  maintain  a  good  market  for  securities,  which 
was  dependent  upon  an  adequate  supply  of  funds;  and,  third,  to 
maintam  the  int^ity  of  those  securities  as  collateral  for  banking 
loans. 

Now,  I  have  not  had  charts  prepared  for  the  earlier  periods  before 
these  reports  were  coming  to  us.  But,  according  to  my  memory,  I 
think  it  will  be  found  that  during  the  entire  period  of  finandng  for 
the  Government,  until  about  August — I  am  not  sure  of  that  date- 
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bnt  until  about  August  or  September,  1918,  I  tbink  tbe  call  rate 
never  got  above  6  per  cent;  and  I  do  not  think  the  volume  of  loans 
increased  in  that  period.  On  the  other  hand,  we  did  not  have  sny 
very  sharp  declines  in  the  stock  market.  And  what  measures  were 
taken,  which  I  will  later  describe,  and  with  which  the  Treasurjr 
Department  was  thoroughly  famihar  and  approved  of,  were  taken 
to  accomplish  those  three  objects,  and  they  were  successful. 

Representative  Ten  Eyck.  Just  one  question  there:  What  would 
happen  if  this  particular  branch  of  loans  was  stopped  at  any  par- 
ticular time  in  the  call  money  market — I  would  Eke  to  hear  what 
you  believe  would  happen,  not  only  in  the  market  itself,  but  what 
eflfect  it  would  have  on  the  entire  country,  as  regards  discounts  and 
loans,  and  so  on  ? 

Gov.  Strong.  We  do  not  make  loans  on  the  stock  exchange. 

Representative  Ten  Eyck.  What  eflfect  would  that  have  on  the 
entire  country,  it  would  be  felt  by  the  reserve  bank  through  the 
member  banks  ? 

Grov.  Strong.  In  case  loans  on  the  stock  exchange  were  dis- 
continued ? 

Representative  Ten  Eyck.  Yes;  call  loans. 

Grov.  Strong.  Under  conditions  where  the  demand  existed  and 
could  not  be  satisfied  ? 

Representative  Ten  Eyck.  Yes. 

Grov.  Strong.  Well,  we  would  have  first,  I  suppose,  a  very  sharp 
declme  in  the  values  of  securities,  and  we  would  nave  a  sharp  ascent 
in  interest  rates;  I  could  not  prophesy  how  high  they  might  go.  I 
suppose  a  reflection  from  that— ^a  reaction  from  it — would  be  what 
alwa^  occurs  under  those  conditions;  people  would  see  bargains  in 
securities  and  come  to  buy  them.  That  would  aflFord  some  relief. 
It  would  also  result  in  institutions  loaning  money  on  the  stock 
exchange,  and  the 

Representative  Ten  Eyck  (interposing).  And  it  would  reach  the 
reserve  bank  through  their  member  banks  in  putting  up  more  col- 
lateral on  discounts! 

Gov.  Strong.  Oh,  no;  no. 

Representative  Ten  Eyck.  No;  I  see.  It  would  not  have  any 
effect  on  your  banks,  but  on  other  banks  who  took  that  class  of 
security? 

Gov.  Strong.  If  security  values  declined,  the  banks  would  call 
for  more  margin,  but  it  would  not  aflfect  us. 

Representative  Suhners.  Neither  you  nor  your  whole  system  has 
any  oirect  connection  with  the  call  system  at  all  ? 

Gov.  Strong.  Not  at  all.  I  have  covered  four  types  of  loans  with 
which  the  Federal  reserve  bank  is  concerned  more  or  less  in  adopting 
a  rate  policy. 

Fifth,  and  a  very  important  class,  are  the  loans  made  by  banks 
to  their  customers.  That  is  a  more  difficult  type  of  loan  for  us  to 
keep  track  of  in  determining  rate  policies.  But  for  a  long  time 
past  now  we  have  adopted  tne  policy  of  asking  the  member  banks 
to  report  to  us  at  what  rates  tney  are  making  such  loans;  and  I 
have  Drought  with  me,  and  submit  for  insertion  into  the  record,  if 

frou  care  to  have  it  there,  a  set  of  these  reports  for  various  weeks 
rom  August,  1918,  October,  1919,  October,  1920,  January,  1921, 
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and  June,  1921.  simply  as  exhibits.  We  get  them  every  week,  and 
we  take  typical  banKs — five  or  six  banks — and  rotate;  we  do  not 
require  all  the  banks  to  report  every  week.  This  is  more  for  the 
purpose  of  getting  a  good  picture  of  what  the  going  rate  is  to  the 
customers  of  the  ban&  in  New  York  than  it  is  to  inquire  into  their 
particular  afPairs  and  loans,  which  we  think  is  their  business.  If 
these  would  be  of  interest  to  the  commission,  I  will  submit  them 
for  the  record. 

The  Chairman.  Without  objection,  they  may  be  inserted  in  the 
record. 

(The  reports  referred  to  are  here  printed  in  full,  as  follows:) 

Report  of  diioouru  and  interat  rates  as  shovm  by  actual  transactions  of  Jive  banks  of  New 

York  Uity. 

THIRTY-DAY  PERIOD  ENDING  AUG.  15,  1918. 
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THIRTY-DAY  PERIOD  ENDING  OCT.  16,  1919. 


1.  Rates  of  disoount  charged  to  customers  for  prime  commercial  paper, 

such  as  is  now  eligiMe  under  the  Federal  reserve  act: 

(a)  Running  30, 80,  or  90  days 

(b)  Running  4  to  6  months 

2.  Rates  for  prime  commercial  paper  purchased  in  the  open  market: 

(a)  Runnlxig  80  to  90  daim 

(b)  Running 4 to Q^mopttiB 

8.  Rates  charged  on  loans  to  other  banks,  not  including  loans  secured 

by  Government  collateral 

4.  Rates  for  bankers'  acceptances  of  80  to  90  days  maturities: 

(a)  Indorsed. 

(b)  Unindorsed 

8.  Rates  for  demand  paper:  «        ,       .^ 

(a)  Secured  by  prime  stock  exchange  collateral  or  other  current 
collateral 

(b)  Secured  by  prime  bankers' acceptances 

6.  Rates  for  time  paper  secured  by  collateral  mentioned  in  5  (a): 

(a)  Running  3  months 

(b)  Running  3  to  6  months 

7.  Rates  for  ordinary  conmiercial  loans  running  30, 80,  or  90  days  secured 

by  Liberty  bonds  and  certificates  of  indebtedness  (not  Including 
loans  to  enable  purchase  of  bonds) 
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RqHxrt  of  discount  and  inUreit  rates  as  shown  by  actual  transactions  of  five  hanks  of  New 

York  City — Continued. 

THIRTY-DAY  PERIOD  ENDING  OCT.  15,  IWO. 


1.  Bates  of  diaooimt  chaned  to  customers  for  prime  commerda]  paper, 

such  as  is  now  eligible  under  the  federal  reserve  act: 

(a)  Running  30, 60,  or  00  days 8  6  7 

(b)  Running  4  to  6  months 8  6  7 

2.  Rates  for  nrime  commercial  paper  purchased  in  the  open  market: 

(a)  Running  30  to  90  days 8,8  8 

(b)  Running  4  to  6  months 8  6  8 

3.  Rates  charged  on  loans  to  other  banks,  not  including  loans  secured  by 

Government  collateral 

i  Rates  for  bankers'  acceptances  ol  60  to  00  days  maturities: 

(a)  Indorsed. 

(b)  Unindorsed 

5.  Rates  for  demand  pai>er:  ' 

(a)  Secured  by  prime  stock  exchange  collateral  or  other  current 

collateral 10  6  7 

(b)  Secured  by  prime  bankers' acceptances 7  6|  6 

6.  Rates  for  time  paper  secured  by  collateral  mentioned  in  6  (a): 

(a)  Running  3  months. 7  6  6 

(b)  Running  3  to  6  months 7  6  6 

7.  Rates  for  ordinary  oommercialloans  running  30. 60,  or  00  days,  secured 

by  Liberty  bonds  and  certificates  of  inctobtedness  (not  including 
loans  to  enable  purchase  of  bonds) 
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THIRTY-DAY  PERIOD  ENDING  JAN.  16, 1021. 


1.  Rates  of  discount  charged  to  customers  for  prime  commercial  pt^per, 
such  as  is  now  eligible  under  the  Federal  reserve  act: 


(a)  Running  30, 60,  or  00  days . 


^  _  J  Running  4  to  6  months 

2.  Rates  for  prime  commercial  paper  purchased  in  the  open  market: 


(a)  Running 30 to 00 days. 

(b)  Running  4  to  6  months 

3.  Rates  charged  on  loans  to  other  banks,  not  including  loans  secured 


by  Govern  men  t  collateral 

4.  Rates  for  bankers'  acceptances  of  60  to  00  days  maturities: 

(a)  Indorsed 

(b)  Unindorsed 

5-  Rates  for  demand  paper: 

(a)  Secured  by  prime  stock-exchange  collateral  or  other  current 

(b)  Secured  by  prime  bejikers' acceptances 

0-  Rates  for  time  paper  secured  by  collateral  mentioned  in  5  (a): 


(a)  Running  3  months.,. 

(b)  r 


.  - )  Running  3  to  6  months 

.  Rates  for  ordinary  commercial  loans  running  30,  60,  or  00  da3rs,  se- 
cured bv  Liberty  bonds  and  certificates  of  indebtedness  (not  in- 
cluding loans  to  enable  purchase  of  bonds) 
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THIRTY-DAY  PERIOD  ENDING  JUNE  16,  1021. 


!•  Rates  of  discount  charged  to  customers  for  prime  conmierdal  paper, 
sash  as  is  now  eligible  under  the  Federal  reserve  act: 


(a)  Running  30, 60,  or  00  days., 
(b) ' " 


^^,  Running  4  to  6  months 

2.  Rates  for  prime  commercial  pap^  purchased  in  the  open  market: 


(a)  Running  30  to  00  days. 
(b)Ru     •      '* 


(b)  Runnins  4  to 6 months 

3.  Rates  charged  on  loans  to  other  banks,  not  including  loans  secured  by 

Government  oollateral 

<•  Rates  for  bankers'  acceptances  of  60  to  00  days  maturities: 

(a)  Indorsed 

(b)  Unindorsed 

a-  Rates  for  demand  paper: 

(a)  Secured  by  prime  stock  exchange  collateral  or  other  current 

oollateral 

(b)  Secured  by  prime  bankers' acceptances 

«•  Rates  for  time  paper  secured  by  collateral  mentioned  in  5  (a): 


(a)  Running  3  months., 
(b)] • 


._)  Running  3  to  6  months 

'  Rates  for  ordinary  oommerdal  loans  running  30. 60,  or  00  days,  secured 
by  Liberty  bonds  and  certificates  of  indebtedness  (not  including 
loans  to  enable  purchase  of  bonds) 


6-7 
6-7 


8 

6-7 

5|-6i 
6 


6-7 
6 
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Gov.  Stbong.  Now,  in  connection  with  this  statement,  there  are 
various  documents  which  I  have  with  me  which  should  also  be  sub- 
mitted for  the  record,  Mr.  Chairman,  if  you  feel  it  should  be  bur- 
dened to  that  extent,  because  they  give  what  I  believe  are  accurate 
tables  of  rates  and  charts  expressing  rates. 

The  Chairman.  We  can  put  them  into  the  report,  and  would  be 
very  glad  to  have  them. 

Gov.  Strong.  Well,  I  will  submit  these  tables  and  charts  for  such 
disposition  as  you  care  to  make  of  them.     The  jGrst  is  a  chart  giving 
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igat 


Loans  and  Deposits  or  New  York  City  Reporting  Banks  and  Interest  Rates  in  New  York  Cmr . 

Prevailing  selling  rate  each  week  of  prime  4  to  6  months  commercial  paper,  prime  60  to  90  day  bankers' 
acceptances  and  United  States  certificates  of  Indebtedness  maturing  6  to  9  months,  prevailing  call  loan 
renewal  rate  and  prevailing  rate  on  time  loans  on  industrial  collateral. 

Source  of  information:  For  interest  rates,  reports  of  dealers  to  Federal  reserve  bank  of  New  York,  Coib- 
mercial  and  Financial  Chronicle,  and  New  York  Times;  for  bank  figures,  weekly  press  statements. 

the  bank  loans  and  deposits  of  the  New  York  City  reporting  banks, 
which  comprise  about  70  of  the  largest  banks  of  the  city  for  tne  years 
1920  and  1921,  which  compare  with  the  call-loan  rate,  the  rate  for 
commercial  paper,  the  rate  for  acceptances,  and  the  rate  for  ca*tifi- 
cates  of  indebtedness;  a  table  showing  the  rates  for  certificates  of 
indebtedness  from  the  first  issue  down  to  the  present  time;  a  state- 
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ment  describing  the  operations  of  the  Federal  reserve  bank  of  New 
York  in  placing  certificates  of  indebtedness  for  the  Treasury,  witJi  a 
table  showing  all  of  the  issues,  without  regard  to  market  values. 

Motrket  on  certificates  of  indebtedness,  Aprils  1917,  to  July  fP,  19tl. 


Dec    1,1919 
^    Do/...... 

Dec.  15,1919 


'Par 


Feb.  16,1920 
Mar.  15,1920 
June  15,1920  i 


I  August,  ivoo... 

4i    

4i  1 

4i  ,  December,  1919 
January,  1920. . 

'  February,  1920. 

,  March,  1920.... 

'  April,  1920 

1  May,  1920 


Digitized  by 


162,178,500 
260,322,000 
728,130,000 
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Mofhet  on  certificates  of  indebtedness^  Aprils  1917,  to  Jidy  29,  19^7— Continued. 


Issue. 


Dated. 


Jan.     2,1920 


Feb.    2,1920 
Mar.  15,1920 


Apr.    1,1920 

Apr.  15,1920 
Do 


May  17,1920 


June  15,1920 


Do., 


July  15,1920 


Do., 


Aug.  16, 1920 


»  Par. 


Due. 


Dec.  15,1920 


Mar.  15,1920 
Mar.  15,1921 


July     1,1920 

July  15,1920 
Oct.   15,1920 


Nov.  15,1920 


Jan.     3,1921 


June  15,1921 


Jan.   15,1921 


Mar.  15,1921 


Aug.  16, 1921 


Interest 
rate. 


Per  cent. 


H 


M 


H 


Market  price. 


Date. 


April,  1920 

May,  1920 

June,  1920 

July,  1920 

August.  1920 

September,  1920. 
October,  19«).... 
November,  1920.. 
December.  1920.. 
January,  1921 — 
February,  1921... 

April,  19». 

May,1920 

June,  1920 

May,  1920 

June,  1920 

May,1920 

June,  1920 

July,1920 

August.  1920 

September,  1920. 

May,  1920 

June,  1920 

July,  1920 

August.  1920 

September,  1920. 
October.  iraO.... 

July,  1920 

August.  1920 

S^tember.  1920. 
October,  1920 — 
November,  1920., 
December,  1920.. 

June,  1920 

July,  1920 

August.  1920 

September,  1920. 
October,  1020.... 
November,  1920., 
December.  1920.. 
January,  1921.... 
February,  1921.. 

Mait!li,  1921 

April,  1921 

May,1921 

July,  1920 

August.  1920 

September,  1920. 
October,  IWO.... 
November,  1920.. 
December,  1920.. 

July,  1920 

August.  1920 

September,  1920. 
October,  1920.... 
November,  1920.. 
December,  1920. . 
January,  1921 — 
Februaryjl921... 

August,  1920 

September^920. 
October,  1920 — 
November,  1920.. 
December.  1920.. 
January,  1921 — 
February,  1921... 


Basis. 


Percent. 
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Market  <m  certificates  of  indebtedness ^  April,  1917,  to  July  fp,  iPW— Contmued. 


Issue. 


Dated. 


A  Qg.  16,1920 

Sept.  15,1820 

Oct.    15,1820 
Sept.  15,1020 


Not.  15,1920 


D«c  15,1920 


Do. 


Jfta.    1^,192 
Do 


Feb.  15,192 


Mar.  15,1921 


Do. 


Apr.  15,1921 

16, 1921 

Jon«  15,1921 
Do 


Due. 


Aug.16,  1921 


Mar.  15,1921 


.do.. 


Sept.  15,1921 


May  16,1921 


June  15,1921 


Dec.  15,1921 


Apr.  15,1921 
Oct.   16,1921 


July  15,1921 

Sept.  15,1921 

Mar.  15,1922 

Oct.  15,1921 

Feb.  16,1922 

June  15,1922 

June  15,1924 


Tnt 
n 


Percent. 
6 


51 


51 


61 


51 


^ 


March,  1921 

AprU,  1921 

May,  1921 

June,  1921 

July,  1921 

October,  1920.... 
November,  1920.. 
December.  1920.. 

January,  1921 

February,  1921... 
November,  1920.. 
December,  1920.. 

January,  1921 

February,  1921... 
October,  1920.... 
November,  1920.. 
December.  1920.. 

January,  1921 

February,  1921... 

March,  1921 

AprU,  1921 

May,  1921 

June,  1921 

July  29, 1921 

December.  1920.. 

January,  1921 

February,  1921... 

March,  1921 

AprU,  1921 

January,  1921 

February,  1921... 

March,  1921 

April,  1921 

May,  1921 

January,  1921.... 
February.  1921... 

March,  1921 

April,  1921 

May,  1921 

June,  1921 

July  29, 1921 

February,  1921.. 

March,  19^1 

February,  1921.. 

March,  1921 

April,  1921 

May,  1921 

June,  1921 

July  29, 1921 

February,  1921.. 

March,  1921 

April,  1921 

May,  1921 

Jl^nA    1001 


21. 
1.. 


21. 


M 
A 
M 

Ji 
Ji 
M 
A 
M 
Jt 
Jt 
A 
M 
Ji 
Jt 
M 
Ji 
Jt 
Ji 
Jt 

July  29, 1921 


21. 


21. 


Percent. 
5.46 
5.15 
5.10 
4.80 
4.30 


4.60 


5.10 
5.10 
4.50 

5.50 

6.16 

4.65 

4.37 

5} 

6.45 

6.60 

6.35 

6.22 

6.05 

4.60 

6 

4.25 

&40 

6.46 

6.28 

6wl8 

4.93 

4.50 

5.30 

5.26 

6 

6 

5 

6.36 

5wl6 

6.10 

4.06 

4.16 

6.67 

&67 

6.36 

5.34 

4.94 

6.28 

&18 

4.98 

4.60 

5.38 

6.34 

4.90 

5.42 

5.06 

5.70 

6.46 


Total 
amount 
issued. 


1106,626,500 

124,252,600 
341,969,600 


232,124,000 


188,123,000 


401,557,600 


118,660,000 
192,026,500 


132,886,500 
193,302,000 
288,501,000 

'190,511,500 

256,170,000 

314,184,000 
311,191,600 


NOTC— Prior  to  May,  1920,  the  Treasury  did  not  sanction  trading  in  oertiflGatee  of  indebtedness  below 
par,  and  between  the  dates  of  May,  192a  and  February,  1921,  there  was  actiye  trading  in  all  Issues  of  oer- 
ttflostoi  of  indebtedness,  but  the  quotations  were  not  published  in  the  newspapers  prior  to  the  latter  data. 
Hm  prices  shown  from  February,  1921,  to  July  29, 1921,  are  the  quotations  taken  from  the  newspapers  as 
of  tha  oloee  of  business  of  February,  March,  April,  May,  June,  and  July,  1921,  respectively. 
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Comparison  of  interest  rales  on  issues  outstandmg,  interest  rates  on  offervnqt  of  vuv 
issues  of  certificates  and  yields  in  current  market  prices  of  iwaes  outstanding  month  by 
month  from  May,  IBiO,  when  the  Treasury  sanctioned  an  open  market  on  ceriifieala 
of  indebtedness,  to  July  29,  IStl, 


Month. 


M*y 

June 

July 

Aogust 

September. 
October.... 
November. . 
December.. 


1920. 


January.. 
February., 
Mar.  31... 
Apr.  30... 
May  31... 
June  80... 


July  20. 


1021. 


Interest  rates  onissues 
outstanding. 


4^  to  5}  per  cent. 
4{  to  6  per  cent... 

do 

do , 

4|  to  6  percent.., 

do 

do 

do 


.....do 

.....do 

5^  to  6  per  cent. , 

do , 

.....do 

do 


.do. 


Interest  rate  on  certifi- 
cates offered  for  sub- 
sorlptloin  during 
month. 


t  per  cent 
and  6  per  cent, 
percent , 

0  per  cent 

5}  and  6  per  cent. 

5}  percent 

do 

5|  and  6  per  cent. 


^andMpwcent. 
k  per  cent.... 


5}  and  5|  per  cent. 

5*  per  cent 

..:.\do 

5}  per  cent  (5|  per  cent 

No  issue  during  July. . . 


Yields  on  carrantBsr- 
ket  piioee  for  ksam 
outstanding. 


51  to  ^  per  cent. 
5}  to  6  per  cent. 
5i  to  6  per  cent. 

Do. 

Do. 
51  to  6  per  oent. 
5}  to  6  per  cent. 

Do. 


5i  to  5}  per  cent. 
5|  to  5|  per  cent. 
4.25  to  5.67  per  cant. 
4.50  to  5.57  per  cent. 
4.85  to  5.38  per  cent. 
4.80  to  5.70  per  cent. 

4.15  to  5.40  per  ont. 


AcnvrriBS  and  Operations  op  the  Federal  Reserve  Bank  op  New  York  in  its 
Capacity  as  Fiscal  Agent  por  the  United  States  in  Connection  With  Unitbp 
States  Treasury  Certipicates  op  Indebtedness. 

Since  the  inception  of  the  Government  policy  to  sell  short-dated  certificfttes  d 
indebtedness,  the  Federal  reserve  bank  of  New  York  has  at  all  times  exerted  every  I 
effort  to  give  effect  to  the  Treasury  policies,  and  the  policv  of  the  Federal  reser\'e 
bank  of  New  York  has  at  all  times  been  one  of  close  and  complete  cooperation  with  the 
Treasury  in  bringing  about  the  ends  desired. 

Prior  to  the  first  public  offering  of  certificates,  April  25, 1917,  an  issue  of  $50,000,000, 
2  per  cent  certificates,  dated  March  31,  1917,  and  due  June  30,  1917  were  taken  by  | 
Federal  reserve  banks,  the  New  York  bank  subscribing  to  $25,000,000  of  the  issue,  of 
which  they  were  allotted  $20,000,000,  or  40  per  cent  of  the  entire  issue. 

Beginning  in  April,  1917,  public  offerings  of  certificates  in  anticipation  of  and  in 
connection  with  the  first  Liberty  loan  occurred  at  frequent  intervals  until  the  autumn 
of  that  year,  when  also  important  offerings  of  so-cidled  tax  certificates  were  inaufrH 
urated,  and  from  that  time  until  the  completion  of  the  Victoiy  loan  flotation  in  the 
spring  of  1919,  there  were  two  classes  of  certificates  issuing  at  nrequent  intervab,  thtf 
one,  loan  certificates  issued  in  connection  with  the  flotation  of  tne  various  Liberty 
loans,  and  the  tax  certificates  above  referred  to. 

The  effect  upon  the  investment  and  loan  accounts  of  the  Federal  reserve  bank  of 
New  York  of  the  requirement  for  the  creation  of  an  immense  volume  of  bank  credit 
represented  by  short-term  certificates  of  indebtedness,  which  the  Government  issuea 
to  provide  itself  with  funds  in  anticipation  of  the  sale  of  bonds,  and  the  currents  ani 
countercurrents  of  the  flow  of  money  between  New  York  and  the  interior  as  a  result 
of  the  creation  of  these  bank  credits,  and  the  methods  by  which  they  were  accom- 
plished and  controlled,  are  described  in  the  third  annual  report  of  the  Federal  resene 
hank  of  New  York,  pages  11  to  13.  i 

A  word  should  be  said  also  of  the  material  benefits  resulting  from  the  adoption  4 
the  Treasury  policy  to  issue  tax  certificates,  strongly  recommended  by  the  FedenI 
reserve  bank  of  New  York.  The  triple  effect  was,  (l)  to  proN^de  the  GovemmeDt 
with  needed  funds  in  anticipation  of  the  payment  ot  taxes  to  accrue,  (2)  to  provids 
the  tax-payer  with  a  safe  and  economical  mcility  for  accumulating  the  moneys  ^hick 
he  would  have  to  pay  in  taxes  as  they  became  due,  and  (3)  the  avoidance  thtfebv  of 
serious  disturbance  in  the  money  markets  that  otherwise  would  have  been  inevitable^ 
coincident  with  the  huge  payments  on  tax  days. 

During  the  period  from  April,  1917,  to  June,  1918,  subscriptions  to  certificate  issual 
were  not  formally  oiganized,  but  the  banks  of  the  New  York  district,  and  particularil 
the  banks  in  New  York  City,  heartily  cooperated  with  the  officers  of  the  Fedcial 
reserve  bank  of  New  York  in  meeting  the  requirements  of  the  Government  finance*. 
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Daring  that  period,  the  total  subscription  to  certificates  of  aU  classes  for  the  coimtry 
ma  $7,875,187,000  of  which  the  subscriptions  in  the  second  district  amounted  to 
K,224,550,500,  and  allotments  on  subscriptions  to  the  second  district  were 
H,034,786,000. 

The  percentage  of  all  certificates  issued  allotted  to  the  second  district  during  this 
^od  ranged  up  to  79.3  |)er  cent  on  the  issue  of  October  24,  1917,  when  $543,683,000 
>f  certificates  were  taken  in  the  second  district,  out  of  the  total  issue  of  $685,296,000, 
ind  averaged  51.1  per  cent. 

Beginning  with  we  issue  of  June  25, 1918,  when,  in  anticipation  of  the  fourth  loan, 
the  Secretary  of  the  Treasury  had  appealed  to  the  banks  oi  the  country  to  provide 
r50,000,000  to  the  Government  every  two  weeks,  to  meet  its  expenditures  of 
11,500,000,000  each  month,  and  when  it  was  anticipated  that  by  November,  1918, 
Giovemment  expenditures  would  be  required  at  the  rate  of  $2,000,000,000  per  month, 
it  became  apparent  that  to  carry  the  Govemmisnt's  program  to  a  successful  conclusion, 
it  would  be  necessary  to  enlist  all  of  the  banks  rather  tlian  to  depend  upon  vcduntary 
Ribscriptions  from  comparatively  few  of  them,  and  particularly  to  enlist  the  country 
iMUiks,  to  cooperate  in  the  future  as  the  New  York  City  banks  had  in  the  past.  To 
this  end,  the  Federal  reserve  bank  of  New  York  organized  a  certificates  of  indebted- 
nesB  department,  under  the  general  direction  of  a  deputy  ^vemor  (Mr.  R.  H.  Treman), 
but  with  a  specially  qualified  staff  of  experienced  security  men,  under  the  direction 
»f  Mr.  Ray  Morris,  director  of  sales. 

The  Federal  reserve  bank  of  New  York,  acting  through  these  media,  organized 
the  banks  of  the  second  reserve  district  on  county  lines  and  appointed  a  county 
director  for  each  of  70  coimties  in  the  district;  no  county  directors,  however,  were 
appointed  for  the  counties  comprising  the  city  of  New  York  and  none  for  Hamilton 
County,  in  which  there  were  no  banks,  and  at  formal  meetings  with  the  county  di- 
rectors enlisted  their  enthusiastic  support  to  the  program  of  the  Treasury  and  of 
the  Federal  reserve  bank  of  New  Yorlc  in  procunng  an  equitable  distribution  of 
Treasury  obligations.  This  distribution  was  computed  on  the  basis  of  a  percentage 
of  the  total  resources  of  all  banks,  member  and  nonmember  alike. 

The  success  of  the  organization  and  the  intensive  work  done  by  it  in  achieving  a 
wider  distribution  of  the  fourth  loan  certificates  was  so  marked  that  it  was  continued 
throughout  the  Victory  loan.  After  that  loan  it  was  no  longer  necessary  to  assign 
quotas.  The  measure  of  this  success  is  indicated  by  the  fact  that  the  banks  of  the 
second  district  outside  of  New  York  City  subscribed  to  fourth  loan  certificates  108 
per  cent  of  their  total  quota,  as  against  53  per  cent  to  the  third  loan  certificates.  The 
New  York  City  banks  Subscribed  139  per  cent  of  their  quota  to  fourth  loan  certifi- 
cates, as  against  129  per  cent  to  third  loan  certificates,  despite  the  fact  that  the  quotas 
assigned  were  matenall^  increased,  and  that  whereas  the  average  number  of  sub- 
scribers in  the  second  district  to  certificate  issues  in  anticipation  of  the  first  loan  was 
181,  in  anticipation  of  the  second  loan,  185,  and  in  anticipation  of  the  third  loan, 
741,  in  the  fourth  loan,  out  of  1,234  banks  in  the  district,  all  but  45  subscribed  to  the 
issues,  and  the  total  of  suc^  subscribers  included  a  great  majority  of  the  savings  banks. 

During  the  period  covering  the  issue  of  June  25,  1918,  down  to  and  including  the 
issue  of  May  1,  1919,  the  subscriptions  for  the  whole  country  amounted  to  $12,569,- 
434,000,  the  quota  for  the  second  district  was  $3,301,400,000,  subscriptions  in  the 
second  district  were  $4,725,333,500,  and  allotments  of  subscriptions  in  the  second 
district  were  $4,725,333,500,  or  37.6  per  cent  of  the  subscriptions  and  allotments  for 
the  entire  country. 

While  it  was  the  policy  and  practice  of  the  Federal  reserve  bank  of  New  York  in 
laoilitating  the  Government's  program  to  make  advances  against  certificates  pur- 
chased by  both  member  and  nonmember  banks,  the  volume  which  the  Federal 
reserve  bank  was  called  upon  to  carry  during  1918  was  comparatively  moderate.  On 
October  23  of  that  year,  for  example,  when  the  certificates  preceding  the  fourth  loan, 
sold  in  tliis  district,  were  at  their  maximum  of  $1,681,000,000  the  amount  carried  by 
the  Federal  reserve  bank  of  New  York  was  $424,000,000,  or  about  26  per  cent  of  the 
total^  which  indicates  its  measurable  success  in  discharging  the  responaibility  of  so 
sdministering  the  financing  of  the  laons  that  the  expansion  of  credits  should  be  no 
greater  than  necessary  to  insure  successful  flotation,  and  that  the  money  markets  of 
the  country  should  not  suffer  dislocation. 

After  the  last  issue  in  antioipation  of  the  Victory  loan — ^i.  e.,  May  1,  1919,  only  tax 
certificates  were  issued  until  August  1, 1919.  Since  that  date  loan  and  tax  certificates 
have  continued  to  be  issued  in  substantial  but  gradually  reducing  volume,  merging 
into  the  more  recent  development  of  the  policy  of  gradual  retirement  of  all  short-dated 
issues  of  the  Government,  including  Victory  notes,  announced  by  the  Secretary  of  the 
Treasury,  through  the  issue  of  rather  longer  maturities,  including  one-year  certificates 
Mid  three-year  notes. 
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While  during  the  financing  incidental  to  the  Liberty  and  Victory  loans  the  certifi- 
cates were  lodged  principally  with  the  banks,  to  the  extent  of  causing  congestion  in 
many  of  them  which  would  gladly  have  disposed  of  the  certificates  at  a  conceoioQ 
from  their  issue  price  in  order  that  they  might  have  either  reduced  their  obligati(aiB 
to  the  Federal  reserve  bank  or  expanded  their  commercial  accommodations,  nev^- 
the  less,  through  the  instrumentality  of  the  Federal  reserve  bank  of  New  York  effect 
was  given  to  the  desire  of  the  Treasury  that  certificates  should  not  be  disposed  of  or 
traded  in  below  par,  but  with  the  pressure  of  war  financing  moderated,  it  quickly 
became  apparent  to  the  officers  of  the  Federal  reserve  bank  that  a  distaributioii  of 
certificates  in  a  free  market  would  be  desirable,  thus  making  available  to  the  Treasory 
a  wider  recourse  to  investment  money  and  relieving  the  baiucs  so  that  they  could  more 
effectively  function  in  serving  the  commercial  and  agricultural  requirements. 

This  was  thoroughlv  discussed  with  Treasury  officials,  with  the  result  that  duriog 
1920-21  certificates  nave  been  offered  to  the  public  by  the  Treasury  throu^  the 
Federal  reserve  buik  of  New  York  on  a  basis  attractive  to  investment  money,  and  u 
open  market  in  them  has  been  developed  in  New  York,  supported  and  accommodated 
by  the  Federal  reserve  bank  of  New  York,  throu^  which  issues  are  absorbed  by 
invest<»n  and  others  having  idle  funds  for  temporary  employment.  This  market 
has  functioned  so  well  in  its  demonstration  of  the  liquidity  thus  given  to  short  time 
Government  issues  that  during  the  past  )rear  their  value  as  snort-time  investments  in  a 
liquid  market  has  been  demonstrated  in  the  slight  premiums  at  which  they  were 
traded  on  in  the  market,  where  sales  are  made  on  an  interest  basis,  which  ordinarily 
improves  as  maturity  approaches. 

Durinff  the  period  from  June  3,  1919,  to  June  15,  1921,  inclusive,  the  subscriptioiis 
for  the  Tmole  country  amounted  to  $11,412,129,100,  subscriptions  in  the  second  dia^ct 
were  $5,608,262,500,  and  allotments  of  subscriptions  in  the  second  district  were 
$4,861,875,200,  or  42.6  per  cent  of  the  subscriptions  and  allotments  for  the  entire 
country. 

From  April  25, 1917,  to  June  15, 1921,  inclusive,  the  volume  of  c^tificates  of  indebt- 
edness and  short-term  notes  of  the  Treasury,  excluding  Pittman  Act  c^tificatee  and 
special  certificates,  taken  by  Federal  reserve  banks  for  temporary  advances  to  the 
Treasury,  issued  in  the  country,  compared  with  the  volume  of  subscriptionB  and 
allotments  of  subscriptions  in  the  second  reserve  district  are  shown  in  the  attached ' 
statement.    (See  pp.  557-558.) 

This  $13,621,995,700  was  sold  through  the  Federal  reserve  bank  of  New  York  as 
fiscal  agents  of  the  Government  at  an  expense  of  a  little  less  than  $700,000,  or  aboat 
one  two-hundredth  of  1  per  cent  of  the  entire  amount. 
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RATE 


7] 


1917 


RATE    or  ISSUE 


ou 


I       RATE 
i  FLDeRAL     R 


f- 

ADVANCCS 
SERVE  BANK 
tW  YORK 


1916 


M 


1919 


1920 


19Z1 


ISTtim  BaTK  of  CEBTHICATZS  of  INDEBTKDMB88  AT  ISSUAKCB  AND  RATE  OF  TBE  FEDEBAL  RESBRYB 

Ba]ik  or  Nbw  Yobk  on  Advances  Secubbd  bt  Cebtifkates  of  Indebtedness.   . 

Typical  Interest  rates  at  issuance  of  United  States  certificates  of  indebtedness  (omittiDf  longest  tenn 
Bsoes  in  1990  and  1921).  and  the  rate  charged  by  the  Federal  reserve  bank  of  New  York  on  advances 
Moind  by  certificates  of  indebtedness. 

Monroe  of  inftxmation:  Annual  reports  and  circulars,  Federal  reserve  bank  of  New  York. 


1914- 


1915 


1916 


1917  1918 

^'HiKnc  Ddcoitnt  Batb  of  the  Bank  of  England  and  ' 

London. 

^<woe  of  Informattoo:  London  Economist. 


1919  I9£0  1921 

IfABKET  Rate  on  90^Dat  Bills  in 
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A  chart  eiving  the  open-market  selling  rate  of  certificates  of  indebt- 
edness, with  certain  indications  to  explain  the  variation  in  the  rates, 
compared  with  the  rate  at  which  the  Federal  reserve  bank  makes 
advances  upon  certificates  of  indebtedness.  And  a  similar  chart  pre- 
pared upon  a  somewhat  different  basis,  which  will  be  illimiinataDg. 
(See  p.  559.) 

I  would  also  like  to  introduce  a  chart  covering  the  period  of  1914  to 
1921,  comparing  the  market  rate  for  from  four  to  six  months'  com- 


1920 


vrsT 


Ornr  Market  Rates  roE  CEExmcATEs  or  Indebtedness  and  Rate  or  Federal  Reserve  Bake  <^ 

New  York  on  Advances. 

0p8ii4nBrket3«lUiui  rates  of  United  "^tUeroertiflcates  of  indebtedness  with  different  nmnbers  of  mooft 
to  run  beft»re  matorltr,  oomnared  with  the  rate  charged  by  the  Federal  reserve  bank  of  New  York  a 
■advances  secured  by  oertl  cates  of  indel  tedness.  * 

Bource  of  Information:  Anmtal  reports  and  circulars  of  the  Federal  reserve  bank  of  New  York.  Tubs 
iation  of  selling  rates  prepared  by  oertiticates  of  Indebtedness  department,  Federal  reserve  bank  of  Nei 
York. 

mercial  paper  in  New  York  with  the  majcimum  discount  rate  of  ih 
Federal  reserve  bank  of  New  York  for  commercial  paper  (see  op 
posite  page) ;  accompanying  this  are  tables  giving  tne  rates  fron 
which  the  charts  are  prepared.  Likewise,  a  chart  covering  the  sanw 
period  (see  p.  559)  and  another  covering  the  period  since  1900  (se< 
opposite  page),  ^ving  the  market  rate  and  bank  rates  of  London,  anc 
the  minimum  discount  rate  of  the  Bank  of  England. 
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1914 


1915 


1916 


1917 


1916 


1919 


19£0 


1921 


)B00Y7NT  Bats  or  ths  Fxdsbal  Rbsbbyb  Bank  or  Nsir  York  amd  thb  Mabkst  Ratb  on  Oom- 

IfKRGUL  PATEB. 


Dixoant  rate  shown  is  the  maTlmnm  rate  on  oonuner 
unto  for  prime  ftnir  to  six  months  paper  at  New  York. 
,8oaroe  of  {nfonnation:  Annual  reports  and  droulars  of 
to  th<  ~ 


fvt  Ttanes,  and  reports  of  dealers  to  the  Federal  reserve  bank  of  New  York. 


the  Federal  reserve  bank  of  New  York;  the  New 


tonvuic  Discount  Rate  of  the  Bank  of  England  and  the  Market  Rate  on  90-Dat  Bills  m 

London. 

Sooroe  of  information:  Financial  Review  (1000-1913),  London  Economist  (1914-1921). 
91341— 22— VOL  2 36 
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Discount  rate  of  the  Federal  reserve  bank  of  New  York  on  60  and  90  day  commercial  fapff 
ana  market  rate  on  4  to  6  months'  commercial  paper  in  New  York. 


Month. 


1914 


Market.  Bank 


1015 


1016 


Market.  Bank.  'Market.  Bank. 


Market.  BanL 


IW7 


January... 
February.. 

March 

AjprU 

May 

June 

July 

August 

September 
October... 
November. 
December. 


Month. 


1918 


1019 


Market.  Bank. 


Market.  Bank 


Market.  Bank. 


1920 


1921 


Market.  BuL 


January. . . 
February. , 
March.... 

AprU 

May 

June 

July 

August — 
September 
October... 
November. 
December. 


? 


Market  rate  on  dO-day  hank  hills  in  London  and  the  minimwm  rate  of  the  hank  of  Englanl 


Month. 


January... 
February.. 

March 

April 

May 

June 

July 

August — 
September 
October... 
November . 
December. 


1914 


Market.  Bank. 


Market.  Bank. 


1915 


1916 


Market.  Bank. 


5 
5t 

I 

5i 


Market.  Bwk. 


1917 


5 


4 

4 
4 
4 
4 

4 


Month. 


Market.  Bank. 


January... 
February.. 

March 

April 

May 

June 

July 

August — 
September 
October... 
November. 
December. 


1918 


Market.  Bank. 


1919 


loao 


1921 


Market.  Bank. 


5 
6 
6 
6 


Market.  Book. 
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Commenting  upon  these  exhibits,  let  me  say  that  they  show  the 
following:  That  from  the  time  of  the  establishment  of  the  Federid 
reserve  bank  of  New  York  down  to  the  time  when  war  was  de- 
clared upon  Grermany,  in  April,  1917,  the  discount  rate  of  the  New 
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PisoovifT  Rate  of  the  Federal  Reserve  Bank  of  New  York  and  the  Market  Rate  on  Differ- 
ent Types  of  Paper. 

Prevailing  selling  rate  each  week  of  prime  4  to  6  months  commercial  paper,  prime  60  to  90  day  bankers' 
•oceptances  and  United  States  certificates  of  Indebtedness  maturing  in  6  to  9  months. 

Source  of  information:  Annual  reports  and  circulars  of  Federal  reserve  bank  of  New  York  and  reports 
at  dealers  to  the  Federal  reserve  bank  of  New  York. 

York  bank  was  at  all  times  above  the  market  rate  for  commercial  paper ; 
from  that  date  to  the  present  date,  the  discount  rate  has  been  pelow 
the  market  rate  for  commercial  paper.  The  chart  shows  that  in  the 
BtLok  of  England,  with  one  or  two  exceptions,  at  the  end  of  1915  and 
the  b^inning  of  1916  (see  p.  559),  the  minimum  discount  rate  of  the 
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Bank  of  England  has  been  above  the  market  rate  for  commercial 
bills  during  uie  entire  period. 

Also  a  cnart  and  table  comparing  the  market  rates  with  our  rates 
for  certificates  of  indebtedness  ana  commercial  paper  for  the  yeais 
1920  and  1921  to  date.     (See  p.  563.)   ' 

Money  rata  at  New  York. 


Date. 

Prime 
4to6 

months 
oom- 

meroial 

paper. 

Prime 
90^y 
bankers' 
accep- 
tances. 

United 
States 

certifl- 
oates 
ofin- 

debted- 

6m^ths 
ma- 
turity. 

Weekly 

time 
loans, 

indus- 
trial 
od- 

lateraL 

CsU 

loan 

reoevtl, 

typiesl 

nu. 

1920. 
Jan.  2 

Percent. 

6.5 

6.75 

6.75 

6.75 
6.76 

7.25 

7.25 

7.50 

7.76 

7.76 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

8 

Percent. 
5 
5 
5 
5 
5 
5 
5 
6 
5 
6 
6 
6 
6 
6 
6 
6 
6 
6 
6 
6 

H 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

6 

^ 
5 

i 

6 
6 

Percent. 
4.45 

4.60 
4.50 

51 

1 

51 
51 

5i 

6.6 
5.65 

! 

51 

6.80 
51 

51 

6.40 

Percent. 

P 
1 

1* 

9 

8 

8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 

1 
1 

9 

PerceiL 

10 

Jan. 9 

Jan.  16 

Jan.  23 

Jan.  30 

Feb.  6 

Feb.l3 w      

Feb.  20 

Feb.  27 

Mar.  5 

Mar.  12 

Mar.  19..., 

Mar.  28...! 

Apr.  2 

Apr.  9 

Apr.  16 

7 

Apr.  23 

Apr.30 

May  7 

May  14 

May  21 

May28 

June  4 

Junell 

June  18 

June  25 

July  2 

JulyO 

July  16 • 

July  23 

July  30 

,               f 

Aug.  6 

9                    1 

Aug.  13 

9                   "i 

Aug.  20 

9 

Aug.  27 

9 

8 

8 

8 

8 

8 

8 

8 

8 

7i 

7 

7 

7 

7 

7 

74 

6 

6 

6 

6 

7 

6 

6 

i 

Sept.  3 

! 

Sept.  10 

1 

Sept.  17 

• 

Sept.  24 

i 

Oct.l 

1 

Oct.  8 

Oct.  15 

J 

Oct.  22 

Oct.  29 : 

« 

Nov  5 

? 

Nov.  12 

« 

Nov.  19 

• 

Nov.28 

( 

Dec.  3 

1 

Dec.  10 ;...  . 

1 

Dec.  17 

J 

Dec.  24 

1 

Dec.  31 

1921. 
Jan.  8 

1                 1 

Jan.  13 

i 

Jan.  22 

7 
7 
7 
7 
7 
7 

i 

Jan. 29 

Feb.  5 

i 

Feb.  12 

I 

Feb.  19 

Feb.  26 

H 
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Date. 


Mir.  5... 
Mar.  12. 
Mar.  19. 
Mar.  26.. 
Apr.  2... 
Apr.  9... 
Apr.  16.. 
Apr.  23.. 
Apr.  30.. 
May7... 
May  14.. 
Miy21.. 
May  28.. 
Jane  4... 
Jane  11.. 
June  18.. 
Jane  25.. 
Julyl... 
Julys... 
July  15.. 
July  22.. 
July  29.. 


1921. 


Prime 
4to6 
months 
com- 
mercial 
paper. 


Per  cent. 


Prime 
90-day 
bankers' 
accep- 
tances. 


9 


United 
States 
certifi- 
cates 
of  in- 
debted- 

nessL 
6  months 

ma- 
turity. 


Percent, 
6 

Si 

-I 

& 
& 

s 

5 
5 

I 


Percent. 
&35 


5.25 


5.20 


5.16 


Weekly 
average 

loans, 
60-day 
indus- 
trial 
col- 
lateral. 


CaU 

loan 
renewal, 
typical 

rate. 


5.08 


Percent. 

& 
ft 

5 

ft 
7 


Pert 


Also  a  chart  comparing  the  rate  on  commercial  paper  after  the 
Civil  War  and  after  the  World  War.     (See  p.  566.) 

A  chart  comparii^  market  rates  of  commercial  paper,  bankers' 
acceptances  and  certmcates  of  indebtedness  in  the  New  i  ork  market. 
(See  p.  567.) 

A  chart  comparing  the  weekly  call  loan  rate  for  loans  on  the  New 
York  Stock  Exchange,  with  the  60-day  time  loan  rate  on  industrial 
collateral,  on  the  New  York  Stock  Excnange.     (See  p.  567.) 

Cbbtificates  op  Indebtedness — Methods  of  Distribution — Second  Federal 

Reserve  District. 

[Addresses  delivered  by  Mr.  R.  H.  Treman  and  Mr.  Ray  Morris  before  a  conference  of  county  directors  at 
the  Bankers'  Club,  New  York  City,  July  16, 1918.1 

CERTIFICATES    OF    INDEBTEDNESS    DEPARTMENT   OF  THE  FEDERAL    RESERVE  BANK  OP 

NEW  YORK. 

The  certificates  of  indebtedness  department  of  the  Federal  Reserve  Bank  of  New 
York  was  created  to  handle  the  distribution  in  the  second  Federal  reserve  district  of 
this  form  of  security  as  issued  from  time  to  time  by  the  United  States  Government. 

In  organizing  the  deixartment  it  was  decided  to  appoint  a  county  director  for  each 
of  70  counties  in  the  district.  No  county  directors  were  appointed  for  New  York, 
Bronx,  Kings,  Richmond,  or  Hamilton  Counties.  A  conference  of  these  county 
directors  was  held  at  the  Bankers  Club  in  New  York  City  on  Tuesday,  July  16,  1918. 
A  large  majority  of  the  counties  were  represented,  and  the  tone  of  the  meeting  was 
spirited  and  enthusiastic.  The  discussion  of  the  subjects  brought  before  the  con- 
ference proved  to  be  so  instructive  and  sugg^estive  that  there  were  many  requests  for  a 
full  report  of  the  meeting.    This  pamphlet  is  published  in  response  to  those  requests. 

As  tne  deliberations  were  of  the  most  informal  nature  and  as  the  addresses  of  both 
^r.  Treman  and  Mr.  Morris  were  of  an  extemporaneous  and  discursive  character — not 
prepared  for  publication — due  allowance  should  be  made  therefor  by  the  critical 
reader. 


Digitized  by 


Google 


566 


▲QBIOUIiTUEAIi  INQUIBY. 


INTRODUCTORY  REMARKS  BT  MR.   ROBERT  H.  TRBMAN,   DBPUTT  OOVBRNOR  FEDERAL 
RESERVE  BANK  OF  NEW  YORK. 

Let  me  first,  in  behalf  of  the  directors  of  the  Federal  reserve  bank,  express  to  you 
our  appreciation  of  the  sacrifices  some  of  you  have  made  in  coming  down  here  to  attend 
this  meeting.  The  work  before  us  is  one  that  has  been  assigned  to  the  bankers.  Our 
present  expenditures  in  this  country — counting  loans  to  the  Alliee— are  a  billion  and 
a  half  each  month,  and  it  is  estimated  thatby  November  these  expenditures  may 
be  at  the  rate  of  12,000,000,000  per  month. 

As  you  know,  the  Secretary  of  the  Treasury  has  asked  the  bankers  in  the  coimtrv 
to  take  certificates  of  indebtedness  every  two  weeks  to  the  extent  of  |750,000,00d. 
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INTBBBST  Rates  on  Commbbcial  Papbb  Attib  the  Civil  Wab  and  Atteb  thb  Wobld  Wab. 

PrevaUing  imtes  on  prime  60  to  00  day  paper  each  month  from  1866  to  1S74  and  prevailing  rates  on  prim* 
4  to  0  months  paper  each  month  from  1918  to  1921. 

Source  of  iniormation:  For  early  period,  unpublished  study  by  Prof.  F.  R.  Macaulay,  of  the  Natiaosl 
Bureau  of  Economic  Research;  for  recent  years,  the  New  York  Times  and  rqxirts  of  dealeb  to  the  Federal 
rmerve  bank  of  New  York. 

The  purpose  is  to  prepare  for  the  next,  the  fourth.  Liberty  loan  bonds.  We  are,  in 
this  week,  withdrawing  from  the  banks  all  of  the  deposits  that  were  made  in  connec- 
tion with  the  third  Liberty  loan  and  also  the  tax  money,  so  that  after  these  calls  all 
that  will  remain  in  the  banks  to  the  credit  of  the  Government  is  what  has  been  re* 
alized  from  the  sale  of  $750,000,000  certificates  issued  June  25.  To-day,  the  subscrip- 
tion for  the  second  issue  of  certificates  of  indebtedness  dated  July  9  closes,  and  when 
I  came  up  from  the  bank  there  were  $247,000,000  subscribed  out  of  the  $254,000,000, 
which  is  the  quota  of  the  New  York  district.  Unfortunately,  some  of  the  other  dis* 
tricts  up  to  to-day  have  not  taken  their  full  quota,  but  it  is  the  purpose  of  the  Treasu7>* 
Department  to  mstribute  these  certificates  just  as  equitably  as  is  possible  to  do  so. 
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Prerailing  seUing  rate  each  week  of  prime  4  to  6  numths  commercial  paper,  prime  60  to  90  day  banken^ 
KceptancQs  and  United  States  oertiflcates  of  indebtedness  maturing  in  6  to  0  months. 
Soaroe  of  information:  Reports  of  dealers  to  the  Federal  reserve  bank  of  New  York. 
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and  in  aasifl^ning  the  different  qjuotas  to  the  12  reserve  banks,  each  district  is  expected 
to  take  its  full  quota  and  likewise  each  bank  within  the  district  is  expected  to  take  its 
full  share.  We  have  no  doubt  of  the  ability  and  of  the  willincness  of  the  banks  in 
this  district  to  cooperate  fully.  The  reason  for  bringing  you  here  is  to  perfect  to 
organization  so  that  in  the  succeeding  issues  which  will  be  put  out,  every  bank  in 
the  district  in  so  far  as  possible  will  participate. 

It  may  be  of  interest  to  you  to  know  what  has  been  done  in  the  past  in  r^ard  to  the 
previous  issues  of  certificates  and  the  number  of  banks  subscribing,  the  records  o( 
which  I  give  you  herewith: 

Certificates  issued  in  anticipation  of  the  first  Liberty  loan: 

Total  sale ^16,000, 

Total  subscriptions,  second  district 525, 393, 

Total  allotment,  second  district 459, 962, 

Average  niunber  of  subscribers,  181. 

Certificates  issued  in  anticipation  of  the  second  Liberty  loan: 

Total  sale 2, 235, 296,  OOd 

Total  subscriptions,  second  district 1, 539, 496,  OOfl 

Total  allotment,  second  district 1,467,548,000 

Average  number  of  subscribers,  185. 

Certificates  issued  in  anticipation  of  the  third  Liberty  loan :  J 

Total  sale 3,012,085,500 

Total  subscriptions,  second  district 1, 300, 688, 5M 

Total  allotment,  second  district ' 1, 255, 808,  OOfl 

Average  number  of  subscribers,  741. 

In  addition  to  the  regular  certificates  of  indebtedness,  the  Government  put  oa( 
certificates  which  were  received  in  payment  for  taxes  as  follows: 

Total  sale 11,623.441,501 

Total  subscriptions,  second  district 831, 473, 00( 

Total  allotment,  second  district 831,473,0a 

Certificates  issued  in  anticipation  of  the  fourth  Liberty  loan  (June  25 
issue): 

Total  sale 839,646,50( 

Total  subscriptions,  second  district 312, 844, 50( 

Total  allotment,  second  district 312,844,50( 

In  the  issue  of  July  9,  closing  to-day,  there  are,  up  to  this  moment,  789  subscribers 
so  that  there  has  been  a  gradual  increase  in  the  participation.  Out  of  all  the  1,2^ 
banks  of  the  district,  including  saving  banks,  there  are  about  60  banks,  if  I  rememb€ 
correctly,  which  have  not  purchased  any  of  the  certificates  of  indebtedness  of  ani 
issue. 

Now,  if  a  bank  under  the  present  plan  does  not  take  these  certificates,  you  csl 
readily  understand  that  it  means  that  some  other  bank  must  take  more  than  its  quoti 

It  is  a  big  job  that  is  before  the  banks.  You  whom  we  have  asked  to  come  dow^ 
here,  representing  each  of  the  counties  in  the  State,  have  an  individual  responsibilit 
so  far  as  that  county  is  concerned.  It  seems  advisable  to  ask  you  to  come  bere  and  s 
around  the  table,  and  after  whatever  informal  addresses  there  may  be  made,  if  th^ 
are  any  questions  any  of  you  would  like  to  ask  we  hope  you  will  feel  perfectly  fre^ 
to  speak,  because  the  problems  are  many  and  varied. 

Closely  linked  with  this  question,  of  course,  is  the  saving  of  credit  and  it  may  seeq 
rather  inconsistent  that  banks  are  being  adced  to  create  credit  by  subecribing  k 
certificates  of  indebtedness,  and  at  the  same  time  urged  to  withhold  and  save  credit 

But  gentlemen,  bum  this  into  yoiur  minds,  that  the  claims  of  the  Government  fo 
credit  must  come  first.  Whatever  claim  any  individual  or  corporation  has  for  credit,  i^ 
matter  how  lurgent,  the  claims  of  the  Government  must  be  met  first  of  all.  Do  vo^ 
appreciate  how  greatly  the  demands  for  credit  are  growing?  Not  only  the  demanoe  d 
our  allies,  but  in  oiur  own  coimtry  the  billion  dollar  Congress  of  a  few  years  ago  has  beel 
succeeded  by  the  $22,000,000,000  Congress  of  last  year  and  it  is  estimated  th^ 
130.000,000,000  will  be  needed  for  the  years  1918-19. 

The  question  of  credit,  it  seems  to  me,  is  preeminently  one  that  must  be  handle^ 
and  solved  by  the  bankers.  The  bankers  manufacture  credit,  and  they  distribute 
credit,  but  credit  is  also  a  commodity  which  tan  be  wasted  or  it  can  be  saved— it  csi 
be  employed  usefully  or  it  can  be  employed  wastefuUy,  so  it  is  up  to  the  bankefs  ti 
see  that  credit  is  used  usefully;  in  other  words,  saved  and  only  used  where  it  wil 
purchase  that  which  is  to  accomplish  oiur  one  ^eat  purpose,  the  winning  of  this  va^ 
fivery  saving  you  make  can  and  should  be  used  for  things  essential,  and  buying  the« 
certificates  tends  to  that  end  directly. 
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Many  people  eaaily  imderatand  what  is  involved  when  you  diBCuas  the  question  of 
the  conservation  of  coal,  they  know  what  you  mean  when  you  say  that  for  the  needs 
of  the  Government,  sucn  as  shipping  and  many  other  needs  arising  every  day,  coal 
provision  must  be  made,  but  the  public  has  not  even  yet  learned  the  extent  to  which 
they  should  economize  coal. 

If  the  individual  is  called  upon  to  conserve  coal  and  freeze  himself  for  the  benefit  of 
the  Government  there  is  no  misunderstanding  and  it  is  now  recognized  that  the  thing 
must  be  done. 

But  it  is  more  difficult  to  make  them  understand  when  customers  o£fer  a  perfectly 
good  loan,  with  perfectly  good  security,  why  it  is  the  banks  are  not  in  a  position  to 
give  them  or  loan  them  the  credit  that  they  want.  To  meet  this  situation  is  you  job 
and  it  is  not  an  easy  job,  as  every  banker  understands.  No  one  appreciates  tlus  more 
than  those  of  us  who  are  connected  with  the  reserve  bank.  We  have  every  day 
nmnerous  letters  coming  in  from  banks  all  over  the  district  stating  that  *'  we  are  called 
upon  to  take  so  many  certificates  of  indebtedness.  We  are  lo)^,  we  are  patriotic; 
we  want  to  do  this  thing,  but  how  can  we  do  it  when  all  of  our  resources  are  invested?  " 
This  is  espjedally  the  case  in  many  of  the  agricultural  districts.  They  say,  "idl  the 
loans  are  tied  up  with  farmers  who  can  only  pay  in  the  fall.  How  are  we  k)  find  at 
present  the  necessary  credit  to  supply  the  Government?  " 

This  again  is  the  question  for  the  banker,  and  it  is  his  job  to  find  out  the  ways  and 
means  by  which  that  credit  can  be  transferred  from  individuals  and  corporations  or 
in  some  way  can  be  developed,  so  as  to  furnish  the  Government,  without  too  much 
restricting  me  business  of  tne  country,  what  they  need. 

We  come  now  to  specific  ways  in  which  this  credit  can  be  developed  and  secured. 
Do  you  want  to  manufacture  credit  in  excess  of  needs  and  cause  undue  inflation? 
Do  you  want  to  "go  the  limit"  as  some  bankers  have  advocated? 

I  neard  one  of  the  most  prominent  bankers  of  this  city  say  awhile  ago:  "Business 
must  go  on  as  usual."  But,  gentlemen,  business  can*t  go  on  as  usual  any  more  in  the 
matter  of  credit  than  it  can  in  the  matter  of  coal .  If  we  are  going  to  give  an  additional 
amount  to  our  friends  on  the  other  side  of  the  water,  and  we  can  only  produce  so  much, 
somebody  has  got  to  give  way  and  how  to  do  this  is  being  worked  out  by  the  Government. 
But  when  it  comes  to  the  Question  of  credit,  that  is  preeminently  for  the  bankers  to 
work  out  and  alon^  similar  oasic  lines. 

The  machinery  is  all  ready  to  manu&cture  the  credit  but  it  is  not  advisable  to  go 
beyond  the  extent  that  it  is  absolutely  necessary,  and  it  seems  to  me,  over  and  against 
the  manu^ture  of  an  imdue  amount  of  credit,  leading  no  doubt,  to  overexpansion 
and  possibly  inflation,  we  should  recognize  that  it  is  in  the  ])ower  of  Uie  inmvidual 
bank  to  help  in  saving  credit  by  a  proper  withdrawing  or  withholding  of  credit  for 
the  things  which  are  not  essential  and  checking  any  expansion  of  creoit  along  non- 
essential lines.  This  really  becomes  in  the  last  analysis  a  matter  for  each  individual 
bank,  and  in  each  bank  it  then  becomes  a  matter  for  each  individual  banker  to  do  his 
full  part. 

In  many  of  the  communities  the  banks  of  which  are  represented  here^  it  is  a  question 
of  loans  to  dinners.  Now  it  seems  to  me  there  is  a  perfectly  dear  line  that  can  be 
drawn  in  regard  to  these  loans.  If  a  loan  of  money  is  asked  by  a  farmer  for  seed  or  for 
necessary  tools  or  for  labor,  it  would  seem  to  me  personally — and  I  am  only  speaking 
88  an  individual — ^that  in  those  cases  every  proper  and  reasonable  extension  of  credit 
should  be  made.  But  the  farmer  is  inclined  to  be  a  speculator,  and  when  he  comes 
to  you  in  a  month  or  two  and  wants  loans  because  he  says  he  is  not  ready  to  sell  his 
hay  or  his  oats  or  his  cattle  or  other  products — wants  to  hold  for  possibly  higher  prices, 
and  you  encourage  him  because  the  loan  is  a  good  one  as  to  its  credit,  it  seems  to  me 
that  your  bank  is  helping  to  that  extent  in  interfering  with  the  Government's  need 
for  credit  and  its  supply.  I  think  that  the  farmer  should  be  educated  to  feel  that 
when  his  crop  is  raised  and  harvested,  that  under  these  abonrmal  conditions,  he  should 
tell  the  crop,  instead  of  asking  you  to  furnish' credit  for  him  to  speculate  and  hold  for 
possibly  better  prices— assuming  that  he  can  secure  fair  prices  for  his  output. 

The  manufactiurer  also  has  the  same  problem.  The  manufacturer  finds  to-day,  in 
working  up  his  product,  that  he  is  liable,  for  instance,  not  to  be  able  to  get  the  wool 
that  he  wants  or  ne  is  not  able  to  get  the  amount  of  iron  or  steel  or  some  other  material , 
and  the  natural  tendency  is  for  him  to  say:  "Why,  I  want  to  borrow  a  little  more 
money  because  I  would  like  to  carry  a  little  more  material  all  of  the  time  to  protect 
the  operating  of  my  factory,  so  that  I  can  manufecture  and  have  the  material  ready, 
etc."  There  aeain  comes  the  question  between  reasonable  and  Uie  unreasonable 
use  of  credit.  No  one  can  tell  here,  as  we  are  talking  together,  what  is  the  wisest  thing 
to  do  in  each  individual  case,  but  I  am  speaking  of  mis  because  these  are  the  problems 
that  you  gentlemen  are  called  upon  to  settle  and  solve,  and  it  seems  to  me  that  there 
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is  danger  along  the  line  of  the  manufacturer  speculating  and  depending  on  your  bank 
to  supply  the  credit  for  this  speculation. 

The  same  thing  applies  to  the  distributor,  i.  e..  the  wholesaler  or  retailer.  Only 
this  morning  it  was  reported  to  me  in  the  bank  tnat  some  of  the  wholesalers  in  the 
Central  West  were  accumulating  an  undue  amount  of  different  kinds  of  commoditieB 
00  that  they  would  be  prepared  when  the  time  came  in  the  foil  to  supply  them.  Thit 
is  perfectly  legitimate  in  normal  conditions.  But  if  it  leads  to  an  undue  accumula- 
tion either  of  coal  or  wheat  or  of  merchandise,  it  seems  to  me  it  is  not  justifiable  imder 
present  conditions.  And  the  banker  to  whom  the  jobber  or  the  manufacturer  comee 
lor  these  loans,  he  is  the  man  who,  it  seems  to  me,  should  investigate  these  conditions— 
as  to  the  reasonableness  or  the  imreasonableness  of  the  request  for  credit.  It  is  not 
an  easy  job.  These  men  that  come  to  you — ^you  have  had  personal  relations  with  them 
for  vears,  and  they  sav:  "  Well,  I  have  some  securities  as  collateral  with  you  and  just 
at  the  present  time  I  do  not  want  to  sell  them, ' '  and  so  ask  vou  to  carry  the  loan  longer. 
It  is  probable  that  you  have  carried  them  for  three  or  four  years  waiting  for  ''the 
golden  time''  for  the  market  prices  to  rise  so  they  can  get  out  at  a  gain.  But  I  submit 
to  you,  how  long  can  you  cany  this  kind  of  loans  in  justice  to  the  situation?  In  the 
small  baoks,  there  are  a  great  man/  loans  that  have  been  carried  for  long  periods  on 
payment  of  the  interest,  and  that  js  a  perfectly  legitimate  thing  for  the  banks  to  do 
in  normal  times.  But  I  feel  there  never  has  come,  in  the  history  of  each  one  heret  m 
Rood  a  time  as  vou  have  at  present  to  '^ clean  house''  in  your  bank  or  distributing 
house  or  any  other  place,  and  I  feel  that  it  is  the  duty  of  every  distributor,  every 
manufacturer,  to  run  with  the  lowest  amount  possible  to  supply  the  things  which  are 
absolutely  necessary  for  the  Grovemment  neeois. 

There  are  opportunities  now  for  banks  to  insist  upon  their  customers  reducing  and 
paying  off  loans  which  have  l;>een  carried  for  a  long  period  in  the  institution.  By 
compelling  your  customers  to  pay  off  these  loans  it  will  have  a  beneficial  effect  upon 
them,  leading  them  to  economize  as  they  have  not  been  doing  before  and  as  the  situa- 
tion now  demands  they  should.  We  are  in  this  war  to  win,,  and  we  have  got  to  supply 
the  credit  that  is  necessary  for  the  Allies  and  ourselves,  and  can  secure  part  of  the 
<7edit  needed  by  savijig  it. 

We  must  insure  this  by  takinfi;  every  precaution  and  husbanding  our  strength  to 
«xert  it  forcefulty  in  the  proper  direction,  and  eive  telling  blows,  as  much  in  credit  as 
in  arms.  Get  this  into  vour  neads,  rather  than  follow  a  day  to  day  course  of  '*businen 
«8  usual,"  which  would  fail  to  bnng  the  results  motot  earnestly  desired. 

We  are  here  to-day  to  talk  about  supplying  the  Government  in  advance,  undowriting 
the  credit  which  will  be  necessary  tor  the  Government  before  the  next  Liberty  loan, 
and  it  will  need  the  money  just  as  fast  as  it  is  possible  to  secure  it.  In  the  last  cam- 
paign for  certificates  of  indebtedness,  we  were  asked  in  January  by  the  Secretary  of 
the  Treasury  without  much  warning,  if  we  could  distribute  so  many  certificates  every 
two  or  three  weeks,  and  after  we  hajQ  thought  the  matter  over,  it  seemed  to  us  that  the 
most  helpful  organization  ^at  we  could  secure  immediately  would  be  in  New  York 
State  Bankers'  Association,  and  Mr.  Gregory,  the  president,  and  Mr.  Gallien,  the 
secretarv,  rose  to  the  occasion,  selected  a  number  of  bankers  throughout  the  State  and 
called  them  toother  hurriedly.  They  took  hold  of  the  matter  and  this  district  took 
its  full  quota  of  the  certificates  of  indebtedness  of  each  issue  as  they  came  out;  in  most 
of  them  we  took  more  than  oiir  full  quota  and  great  thanks  are  due  to  those  men  who 
served.  Now,  at  this  present  time,  instead  ofthree  or  four  billions  as  before  to  put 
out,  we  have  six  billions  of  certificates  to  sell  in  the  four  months.  It  is  a  big  job  for 
any  rich  country;  it  certainly  is  a  bic:  undertaking  after  what  has  been  already  placed 
upon  the  country.  But  I  feel  confident  we  will  do  it  well  and  quickly.  Evervman, 
80  far  as  this  district  is  concerned,  is  ^oing  to  stand  by  us  and  see  that  each  and  every 
bank,  so  far  as  possible,  does  its  full  share. 

We  are  publisning  a  little  book  giving  a  list  of  these  banks  which  subscribe  to  each 
issue.  This  plan  has  been  followed  for  some  time  in  the  other  Federal  reeecve  districts. 
They  have  found  this  works  well.  It  seems  equitable,  that  those  who  are  doing 
their  proportion  or  more  than  their  proportion  should  know  what  the  other  banks  are 
doing. 

We  all  recognize  that  there  are  some  banks  which  by  reason  of  local  conditionfl 
may  not  have  been  able  to  take  their  full  quota  of  the  two  issues  just  put  out,  but 
every  bank  ou^t  to  take  some  certificates  of  &buc}i  issue  and  in  the  aggregate  they  should 
make  every  effort  to  take  their  allotted  share,,  thus  cooperating  in  this  movement 
and  not  placing  upon  some  other  bank  any  burden  which  each  bank  should  carry 
for  itself. 

We  must  do  our  part  to  make  the  Government  financing  a  success  and  thus  the 
bankers  will  be  contributing  their  share  to  winning  the  war  at  the  earliest  moment. 
Irepeat  to  you,  gentlemen,  this  is  your  job  and  you  must  assume  it. 
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We  have  formed  a  new  organization  in  the  Federal  reserve  bank  to  direct  this  work. 
Mr.  Ray  Morris  will  be  the  director  in  chaige,  Mr.  H.  M.  Wilson,  Mr.  R.  T.  Crane,  and 
others  will  be  associated  with  him.  They  have  enlisted  in  the  work.  You  have  done 
the  same  and  we  will  make  it  a  bi^  success.  Mr.  Morris  is  here  to  tell  you  the  details 
of  it.  I  will  now  introduce  Mr.  Morris  to  you  so  that  he  may  eo  on  and  explain 
what  we  expect  of  you.  Mr.  Morris  is  a  man  of  known  ability,  of  patriotism,  willing 
to  go  to  BtiU  further  self-«acrifice  to  make  this  thing  a  go,  and  I  am  sure  he  will  have 
your  full  support. 

REMARKS    OUTUNINO    THB    ORGANIZATION    OP   THE    CERTIFICATES    OF    XNDBBTEDNE8S 
DEPARTMENT  BT  MR.   RAY  MORRIS,   DIRECTOR  OF  SALES. 

Mr.  Treman,  by  reason  of  being  both  deputy  governor  and  an  up-State  banker,  has 
given  you  such  a  clear  picture  of  the  fundamental  problems  affecting  the  certificates, 
that  I  am  ffoing  to  skip  right  over  that  part  of  it  and  come  down  more  or  less  to  the 
details  of  the  organization,  as  we  have  been  able  to  i:4an  them  out. 

Tliis  is  a  new  problem,  and  it  needs  to  be  met  with  some  new  measures.  I  want 
to  say  at  the  outset  that  we  all  feel  that  to  the  extent  that  the  New  York  end  can  be 
sulxHrdinated  and  the  real  influential  work  done  in  the  up-State  counties,  to  that 
extent  it  will  be  done  better.  I  do  not  know  whether  a  man  ever  lived  anywhere 
that  liked  to  have  somebody  200  miles  away  tell  him  how  to  do  his  business,  but  I 
am  sure  there  is  no  one  like  that  in  New  York  State^  in  the  12  northern  counties  of 
New  Jersey,  or  in  Fairfield  County,  Conn.  Now,  this  job — ^I  won*t  say  it  reouires 
urging — that  is  not  the  word — ^because  there  is  not  a  banker  in  the  district  wno  is 
not  just  as  keen  about  winning  the  war  as  we  are;  but  it  needs  explanation:  it  needs 
demonstration;  it  probably  needs  encouragement.  My  proposition  is  just  this:  That 
to  the  extent  that  the  explaining  and  demonstrating  and  encouraging  can  be  done 
locallv  up-State  by  the  strong,  influential  bankers,^  in  contact  with  their  neighbors, 
it  will  be  done  right.  I  am  a  considerable  believer  in  the  bolshevik  principle  of  self- 
detarmination,  and  I  should  rewd  the  work  of  the  sales  department  as  peitectif  each 
up-State  county  found  a  way  of  meeting  its  own  problem  so  effectively  that  the  sales 
departinent  would  be  reduced  to  being  a  historian  of  the  movement,  and  if  the  only 
literature  we  need  put  out  would  be  Dragging  letters  aimed  at  the  other  Federal 
reserve  districts.    [Laughter.] 

As  to  the  difllculties;  we  all  know  about  the  difficulties.  I  ^ess  I  have  got  in  my 
file  a  hundred  careful,  earnest  letters,  written  in  a  ^irit  of  mingled  patriotism  and 
peiplexity ,  from  your  colleagues,  who  realize  the  need,  but  want  to  be  shown  the  way. 

We  all  know  that  the  banks  nave  a  lot  of  Liberty  bonds  on  hand  which  they  are 
carrying  for  customers;  they  have  got  slow  securities  of  various  sorts  they  can  not 
afford  to  sell;  they  have  got  many  of  the  kind  of  quick  loans  that  never  quite  get 
paid  off  at  maturity,  and  for  reasons  of  business  courtesy  there  is  a  natural  limit  to  the 
pressure  they  can  apply  to  their  customers. 

Now,  what  is  the  answer?  Mr.  Treman  has  spoken  to  you  quite  fully  as  to  what 
the  answer  is.  1  think  there  are  two  answers.  I  think  the  first  answer  deals  with 
the  spirit  of  the  transaction,  and  of  that  I  need  say  very  little,  because  every  one  of 
you  gentlemen  has  it,  or  you  would  not  be  here.  Mr.  Treman  received  a  telegram 
uom  one  of  your  number,  who  probably  would  not  want  me  to  give  up  his  name,  but 
what  he  said  was:  ''All  of  my  time  and  all  my  resources  are  at  the  disposal  of  the 
Government  to  help  in  the  war.''  Well,  that  comes  pretty  near  being  my  text,  as 
affecting  the  spirit  of  the  enterprise. 

As  to  the  ways  and  means:  As  a  newcomer  in  the  Federal  bank  organization — 1  have 
been  in  it  iust  about  a  month — 1  want  to  speak  for  a  minute  as  the  outsider  that  I 
was  a  month  ago,  and  say  this:  That  without  the  Federal  bank  machinery  I  think  we 
would  be  facing  an  insuperable  difliculty  to-day.  It  would  certainly  be  insuperable 
along  the  lines  of  the  relatively  simple  and  easy  method  in  which  it  is  now  presented. 
I  do  not  need  to  ask  you  gentlemen  if  you  ever  considered  how  we  would  be  fixed  if 
we  had  to  finance  the  war  with  the  banking  machinery  that  this  countrv  had  in  1907. 
Vou  know  the  answer  as  well  as  I  do.  Everybody  would  be  hoarding  reserves. 
Nobody  able  and  willing  or  willing  and  able,  to  take  care  of  commercial  borrowers — 
clearing  house  certificates,  and  all  the  rest  of  it;  and  then,  inconvertible  paper  money 
and  a  currency  depreciation  that  would  take  about  15  years  to  work  out  after  the  war. 
Now,  by  the  grace  of  God,  and  at  the  eleventh  hour,  this  countr>  has  got  a  tanking 
system  which  our  English  critics  say  is  the  best  in  the  world,  resting  solely  on  the 
proposition  that  short,  prime  paper  of  a  self-liquidating  nature  is  the  tasie  for  credit, 
whenever  a  bank  need  it  and  to  the  extent  that  it  needs  it;  and  that  principle  has  an 
immense  be^uin^  on  this  problem,  because  no  matter  how  fast  tne  Covemment 
progresses  with  its  war  needs,  no  matter  how  seemingly  impossible  the  deirands  of 
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the  Government,  as  it  spends  the  money;  as  I  analyze  it,  it  is  taking  slow  assets  and 
throwing  them  into  quick  credit  form,  and  if  you  can  get  these  ^uick  credits  in  such 
shape  that  they  are  self-liquidating,  there  neea  be  no  serious  strain  at  any  time. 

As  to  the  specific  ability  of  the  individual  bank  to  take  its  quota,  Mr.  Treman  has 
given  you  wlmt  we  all  think  is  the  absolute  essence  of  the  thing,  in  what  I  may  call  the 
clean-up  proposition.  We  know  every  bank  is  a  separate  case;  we  know  there  is  no 
rule  of  thumb  that  fits  all  these  questions;  there  are  just  as  many  kinds  of  problems  as 
there  are  banks  in  the  district.  But  don't  we  all  of  us  know  also  the  tendoicy  oi 
so-called  quick  assets  to  get  non-liquid  unless  scrutinized  ver>'  closely,  and  don't  ve 
recognize  the  need  of  special  war-time  scrutiny  of  our  supposedly  liquid  assets  at 
this  time? 

With  reference  to  the  slower  assets;  with  reference  to  the  old-line  bonds  held  for 
years,  with  a  big  depreciation  in  them — you  do  not  want  to  sell  them,  of  course; 
probably  you  ougnt  not  tosell  them.  You  realize,  I  think,  the  extent  to  which  those 
securities  are  available  as  a  pledge  of  collateral  against  Government  deposits.  You 
realize  fully  the  book-credit  method  of  making  subscriptions  for  certincates.  You 
have  seen  Treasury  Circular  No.  92,  which  tells  you  to  what  extent  you  can  utilixe 
your  bonds  and  paper,  and  the  percentages  they  are  good  for,  and  you  r^tlize  that  when 
you  subscribe  by  the  book-credit  method,  you  do  not  make  immediate  payment,  but 
that  the  money  is  gradually  drawn  out,  ana  to  the  extent  that  you  can  get  the  catifi- 
cates  in  shape  as  free  assets,  by  pledge  of  other  collateral,  you  can  use  them  to  manu- 
facture crecut  as  needed,  by  the  15-day  loan  on  your  note  with  the  certificate  attached, 
if  you  are  a  member  bank,  or  by  the  sale  and  repurchase  arrangement,  if  you  are  not  a 
member. 

You  need  not  tell  me;  I  understand  it  perfectly  well,  that  a  metropolitan  bank  hew 
in  New  York  is  well  fixed  in  a  transaction  of  this  sort.  You  understand  and  I  under- 
stand that  they  can  get  their  certificates  in  quick  asset  form;  that  they  can  pt^edn 
them;  and  witn  the  avails  they  can  obtain  peculiarly  liquid  loans,  especially  available 
for  short  maturities,  to  an  extent  that  a  country  bank  can  not  do. 

But  I  submit  that  there  is  not  a  bank  in  the  district— at  least,  I  do  not  believe  there 
is  a  bank  in  the  district — that  to  some  extent— I  won't  say  how  much — ^would  not 
profit  by  a  careful  study  of  the  pledge  features  of  collateral,  and  by  a  careful  study  of 
Its  own  ability  to  get  its  purchased  certificates  in  quick  asset  form  available  for  the 
manufacture  of  credit  as  tne  special  needs  of  the  occasion  may  require,  eepecially  in 
view  of  the  fact  that  your  reserve  position  is  not  affected  by  the  transaction;  nor  are 
you  stopped  by  any  specified  legal  limit.  Each  transaction  is  a  separate  transaction- 
The  reserve  bank  aoes  not  give  you  a  regular  line  of  credit,  but  it  judges  your  redis- 
counts in  a  business  fashion,  and  in  that  judgement  it  separates  your  rediscounts  ^m 
your  certificate  transactions,  so  that  theoretically  there  is  a  lot  of  sea  room  in  the 
ability  of  a  bank,  even  if  it  is  pretty  well  tied  up,  to  take  certificates. 

I  do  not  want  to  get  in  a  position  of  seeming  to  argue  for  unsound  banking.  Mr. 
Treman  has  pointed  out  to  you  the  need  of  conserving  credit  when  and  as  you  can, 
I  want  simply  to  point  out  that  we  have  probably  received  40  letters  from  banks  who 
said  that  they  absolutely  could  not  take  certificates  at  all,  but  I  do  not  think  I  have 
seen  mofe  than  one  or  two  such  cases  where  a  bank  really  was  not  in  shape  to  take 
any.  I  have  seen  several  cases,  it  is  true,  where  the  bank  could  not  take  its  foU 
quota.  But  if  the  deposit  of  collateral  is  availed  of,  and  all  the  devices  so  cleveriy 
and  thoughtfully  worked  out  are  utilized,,  there  is  usually  a  little  room,  no  matter 
what  the  situation  is. 

I  wanted  to  see  just  how  this  would  work  out,  and,  as  I  have  considerable  natural 
resistance  to  statistical  demonstrations,  I  prepared  the  accompanying  chart  {set  n«rf 
page) J  to  show  what  happens,  in  very  simple,  graphic  form,  when  a  bank  with  a  quota, 
say,  of  $100,000  subscribes  regularly  by  book  credit. 

Based  on  the  past  experience  of  this  bank,  the  money  is  all  drawn  out  in  four  weeks* 
on  the  avera2e,  or,  say,  a  quarter  of  it  each  week.  The  net  Government  deposit  of 
the  bank  with  the  $100,000  quota  starts  in,  on  the  first  investment  date,  at  $100,000. 
The  next  week  the  bank  has  not  made  any  new  investment;  it  has  lost  a  quarter  of 
its  deposit.  The  next  week  it  has  invested  $100,000  more ;  total  investment,  $200,000. 
It  has  lost  its  first  $100,000,  down  to  $50,000.  It  has  a  total  Government  deposit  of 
$150,000.  Carry  the  process  through  each  week  for  16  weeks  and  you  get  an  avenge 
investment  of  $450,000;  divide  your  total  Government  deposit  by  16  and  you  have 
an  average  deposit  of  $120,313. 

Your  certificates  pay  you  41  per  cent;  you  pay  2  per  cent  on  the  Government  deposit. 
The  n3t  remit  of  that  transaction  is  a  yield  of  5.4  per  cent,  provided  the  Govenmient 
deposit  goes  out  in  four  weeks,  one-quarter  each  week. 
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But  you  know  the  Government  withdrawal  is  very  irregular.  It  did  not  last  four 
weeks  thia  time.  July  1  is  a  heavy  payment  day  for  the  Government,  the  same  way  it 
is  for  most  other  people. 

The  chart  is  based  on  the  average  experience  of  this  bank  in  the  past.  I  mention  it 
not  solely  because  of  the  profit  feature  but  to  show  you  that  the  transaction  is  not  ae  bad 
as  it  looks.  I  mean,  even  for  a  bank  that  does  not  take  advantage  of  the  15-day  pledf^e 
of  its  certificates.  Viewed  simply  as  a  prime  short  time  investment,  it  is  a  pretty 
good  proposition. 

Now,  tnere  is  another  thing  that  bears  on  that  situation  that  I  want  to  talk  to  >;ou 
about  very  much.  The  reserve  bank  is  in  a  certain  way  in  a  delicate  position  with 
regard  to  it — and  that  is  the  placing  of  certificates  with  your  customers.  We  can  not 
go  to  your  customers,  because  we  might  occasion  you  a  loss  of  deposits.  But  >'du 
recognize  thatyoiur  customers,  the  people  in  the  community,  are  going  to  buy  Liberty 
bonds  in  the  mil.  The  faster  the  Government  spends  the  new  money  coming  in, 
the  faster  somebody  gets  it.  To  the  extent  that  you  can  buy  certificates  and  place 
them  with  your  customers  you  are  reducing  your  average  investment  without  reducing 
yoiur  average  Government  deposit. 

Some  banks  have  been  very  much  interested  in  this.  Indeed,  one  bank  in  the 
district  this  week  asked  me  for  advertising  matter  to  put  out,  and  we  replied  that  we 
did  not  want  to  give  them  anything  on  the  Federal  bank  letterhead.  We  did  not 
want  to  go  between  them  and  their  customers,  but  we  had  a  number  of  sales  points 
prepared,  and  we  would  be  most  willing  to  send  them. 

We  have  talked  to  a  number  of  men  who  have  the  same  thing  in  mind.  It  is  a 
novelty  to  a  certain  extent.  A  typical  bank  customer  is  not  used  to  buying  three  or 
four  months  *  paper  in  that  way.  But  from  the  standpoint  of  the  customer  it  is  a  prime 
investment,  snort,  paying  a  good  rate,  and  exempt  from  the  normal  income  tax,  which 
we  are  told  is  going  to  be  increased  very  handsomely  this  fall. 

So  much  from  the  standpoint  of  the  customer.  From  the  standpoint  of  the  bank, 
as  I  say,  it  reduces  yoiur  average  investment  in  certificates  without  reducing  your 
Government  deposit.  It  is  enabling  the  bank  to  take  certificates  that  it  could  not 
otherwise  take.  We  all  understand  that  yield  is  not  the  point.  I  simply  mention 
that  as  one  of  the  rather  complicated  and  numerous  angles  that  arise  in  connection 
with  this  proposition. 

Now,  as  to  the  county  organization:  As  I  said  a  minute  u(0,  I  am  satisfied  that  the 
way  to  get  a  hard,  diflScult  job  of  this  sort  done  is  through  the  exercise  of  what  I  may 
call  ** community  pressure."    Now,  how  can  that  best  be  brought  about? 

You  gentlemen  are  all  extremely  busy  men.  Of  those  of  you  that  I  have  the  good 
fortune  to  know  well,  it  seems  to  me  that  every  one  is  in  some  Government  activit>\ 
Red  Cross,  etc.,  besides  being  an  exceedingly  busy  banker.  What  is  the  answer  to 
that?  The  answer  is  that  the  county  director  in  this  oi^nization  ought  not  to  be 
expected  to  do  continuous  detail  work,  and  we  do  not  expect  it.  What  can  he  do? 
Here  is  one  thing  he  can  do. 

Some  counties  have  local  banking  associations  organized.  Mr.  Dow  organized  one 
last  Spring  in  Chautauqua  County  which  helped  us  greatly  in  the  conduct  of  the  third 
Liberty  loan.  Now,  suppose  there  is  a  county  where  there  is  no  bankers'  association. 
Suppose  the  county  director  forms  one — very  informal;  no  dues,  no  technicalitiee. 
no  procedure  at  all.  Suppose  you  invited  these  bankers  to  lunch  with  you  and  went 
over  those  things  with  them.  Don't  you  think  that  is  one  of  the  things  that  can  be 
done,  and  done  effectively?  As  regards  the  quota,  I  think  you  all  understand  the 
way  it  was  arrived  at. 

Secretary  McAdoo  started  with  a  figure  of  6,000,000,000  to  be  raised,  and  then  he 
took  the  figures  of  the  total  banking  resoiux;es;  the  relation  of  one  to  the  other  is  the 

Suota.    That  is  not  scientific,  but  it  is  easy,  and  to  that  extent  it  has  some  merits 
ecause  it  is  the  whole  country's  problem  it  is  fair.    I  think  you  might  say  it  is  not 
•  fair  for  any  single  bank  in  the  country,  but  it  is  fair  for  the  country  as  a  whole. 

Now,  I  want  to  ask  another  question.  I  am  asking  for  information.  Suppose  I 
wrote  to  each  county  director  and  said:  "The  quota  for  yoiur  county  is  so  much.'^ 
and  that  county  director  built  up  an  equalization  ooard,  as  was  done  in  some  countiod 
in  the  Liberty  loan  last  fall,  to  redistribute  that  auota;  how  would  that  appeal  to  youfl 
I  realize  that  there  are  a  great  many  more  banxs  that  would  like  to  be  distributed 
down  than  would  like  to  be  redistributed  up.  [Laughter.]  But  I  think  if  you  sat 
around  a  table  with  a  given  county  problem  before  you,  for  instance,  you  might  in  son*! 
cases  get  a  voluntary  quota  accepted  by  the  savings  banks.  The  savings  banks  ai«| 
not  included  in  the  quota,  but  lots  of  them  want  to  subscribe.  Take  Uie  case  of  a 
county  that  has  a  couple  of  prosperous  savings  banks  in.  it  and  one  National  or  State 
bank  that  is  up  against  it;  if  your  equalization  board  or  your  county  association' 
whichever  way  you  apply  it,  thought  it  was  fair  and  equitable  to  all  concerned  to  give 


Digitized  by 


Google 


AGRICULTURAL  INQUIRY.  576 

that  savings  bank  what  I  have  called  a  voluntary  quota,  to  the  relief  of  somebody  else, 
you  could  very  easily  bring  your  county  out,  without  stepping  on  the  toes  of  anybody. 

Take  the  case  of  a  county  that  has  almost  any  kind  of  a  rich  business  concern  in  it. 
If  you  have  some  of  those  people  who  would  like  to  take  certificates  regularly,  and 
you  started  in  to  redistribute  ojuotas,  I  should  imagine  that  in  many  cases — not  in 
all  cases — ^you  could  get  certain  voluntary  quotas  which  might  serve  to  imburden 
some  other  fellow  that  is  overburdened.  That  is  one  of  the  points  that  I  would  very 
much  like  information  and  suggestions  on  to-day. 

I  personally  would  heartily  welcome  the  opportunity  to  attend  any  of  these  county 
(Mganization  meetings.  I  would  like  to  listen,  rather  than  to  talk.  I  would  like  to 
get  the  feel  of  this  situation  all  around  the  district;  I  would  like  to  meet  the  bankers; 
and  I  shall  certainly  make  every  effort  to  attend  any  of  those  meetings  where  you 
want  me,  or  Mr.  Wilson  and  Mr.  Crane,  my  associates,  will  attend,  and  we  should  uke 
very  much  to  do  it. 

That  is  pretty  nearly  the  story.  It  is  an  attempt  to  substitute  the  **I  will"  feeling 
for  the  **I  would  like  to  but  I  can't"  feeling,  and  I  think  that  the  most  important 
8tep  we  have  taken  is  in  having  you  gentlemen  come  here  in  the  fine  way  you  have 
come  to-day  to  help  work  out  this  problem  of  local  responsibility,  local  pride^  and  the 
local  feeling  that  will  make  each  county  want  to  take  its  full  quota.  I  thmk  most 
of  them  can  take  their  full  quotas,  after  the  bankers  have  cotmseled  together  and 
worked  on  it,  stnd  it  seems  to  me  this  is  the  way  to  start  it.  I  do  not  think  it  is  going 
to  be  too  burdensome  for  any  one  of  the  coimty  directors. 

May  I  just  say,  in  closing,  that  there  will  naturally  be  some  expense  attendant  on 
these  meetings.  I  should  not  suppose  there  will  be  a  heavy  expense  bill,  but  if  you 
gentlemen  run  up  any  bills  on  account  of  this  that  you  want  paid,  why,  of  course, 
just  turn  them  in. 

SUPPLEMENTARY  REMARKS  BY  MR.  R.  H.  TREMAN. 

There  are  two  or  three  points  which  have  suggested  themselves  to  me  since  Mr. 
Morris  has  been  talking.  First,  he  referred  to  the  length  of  time  in  which  the  certifi- 
cate of  indebtedness  purchase  money  remains  with  each  bank.  We  have  expected 
that,  as  soon  as  the  adjustments  resulting  from  the  July  I  settlements  have  been  made, 
during  the  next  two  or  three  months  the  Government  money  would  remain  somewhat 
lon^  than  was  the  case  with  money  resulting  from  the  certificates  last  winter  and 
epnng.  I  would  not  want,  however,  to  hold  out  before  you  any  false  promises  along 
these  lines,  because  the  increase  in  the  Government  expenditures  is  so  great  and  is  on 
such  an  immense  schedule  that  it  is  difficult,  I  assume,  for  even  the  Treasury  officials 
to  keep  pace  with  them.  We  assume,  however,  that  deposits  will  remain,  on  the 
average,  a  month  or  so. 

There  will  probably  be  issued — at  least  that  is  the  present  plan — in  August  or 
September,  an  issue  of  tax  certificates,  receivable  at  par  and  interest  in  payment  of 
taxes  of  various  kinds.  In  so  far  as  those  are  issued  and  placed,  just  to  tnat  extent, 
probably,  will  the  issue  of  the  regular  certificates  be  cut  down,  so  that  when  that 
issue  takes  place,  if  you  interest  yoiu-selves  in  placing  those  tax  certificates  with 
corporations  or  individuals  who  like  to  carry  out  the  practice  which  some  of  them 
have  originated  of  laying  aside  so  much  a  month  toward  their  taxes  for  next  spring 
and  summer,  they  can  invest  that  sum  in  tax  certificates,  and  to  that  extent  you  will 
not  be  asked  to  take  the  r^ular  certificates  of  indebtedness. 

A  question  that  one  of  the  leading  bankers  of  the  State  asked  me  this  morning  is 
one  that  I  think  would  be  a  very  common  one  to  most  of  you,  and  that  is,  To  what 
extent  is  the  Federal  reserve  bank  prepared  to  loan  to  bwiks?  The  banker  said, 
"we  are  willing  to  subscribe,  but  we  are  unable  to  turn  our  loans  quickly  enough  to 
take  this  amount  every  two  weeks  imless  we  borrow.  Can  we  depend  on  the  Federal 
reserve  bank  to  assist  us;  and,  if  so,  to  what  extent?" 

First,  as  to  our  ability.  At  the  present  time  we  have  invested  in  actual  rediscounts, 
including  the  purchase  of  acceptances  of  various  kinds,  approximately  $500,000,000. 
At  one  tmie  the  amount  was  over  $600,000,000,  If  you  asked  to  what  extent  can  we 
Ro  further,  I  would  state  that,  based  on  their  condition  on  the  14th  of  July,  the  reserve 
Banks  as  a  whole  could  to-day  loan  approximately  $2,075,000,000  more  than  they  are 
loaning  at  the  present  time  and  without  going  into  their  reserve;  that  is,  without  going 
below  the  legal  reserve  requirement  of  40  per  cfent  of  eold  against  notes  and  35  per 
cent  against  deposits.  The  Federal  reserve  bank  of  New  York  alone  could  to-aay 
loan  approximately  $750,000,000  additional  to  that  being  loaned. 

This  raises  the  question  of  the  gold  which  you  retain  in  your  vaults.  If  you  turn 
this  ffold  into  the  Federal  reserve  bank  you  will  strengthen  the  situation.  Under 
the  old  system  every  bank  felt  that  it  was  necessary  for  its  own  self-protection  to 
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retain  some  gold  in  its  vault,  and  that  sentiment  continues  to  prevail  now  with  some 
banks. 

Recently  a  banker  wrote  me  that  his  bank  had  held  its  gold  since  1861,  and  I  was 
glad  to  know  that  it  had  felt  that  it  was  safe  all  this  time.  As  a  matter  of  fact,  how- 
ever, a  dollar  of  gold  in  a  bank's  own  vaults  is  no  better  for  circulation  than  a  ddltr 
of  any  other  form  of  United  States  currency,  but  the  same  dollar  of  gold  if  taken  out 
of  the  individual  bank's  vault  and  deposited  with  the  Federal  reserve  bank  will 
count  as  an  added  reserve  for  the  individual  bank  against  which  it  may  extend  credit 
equal  to  several  times  the  amount  of  such  reserve.  Furthermore,  the  Federal  reserre 
bank  against  every  dollar  of  gold  so  deposited  with  it  can  create  credit  in  the  fonn 
of  either  deposits  or  reserve  notes  to  the  extent  of  $2.50  against  each  dollar  of  ^Id. 

Now,  to  tne  extent  that  the  Federal  reserve  banks  are  able  to  increase  their  sold 
reserve,  to  that  extent  will  our  position  be  strengthened  against  a  jgreater  demand  for 
credit  from  abroad  as  well  as  at  home  in  case  me  war  goes  on.  To  the  extent  that 
you  separate  your  gold  certificates  from  incominj^  cash  and  send  them  in  to  us,  to  that 
extent  will  you  also  be  strengthening  the  situation  for  yourselves. 

Do  you  understand  the  reason  for  sorting  out  the  silver  certificates?  Our  ex[)ort 
balances  with  certain  countries  are  running  in  our  favor,  but  with  other  countries, 
like  India,  from  whom  we  ate  buving  burlaps  and  other  commodities,  the  trade  bal- 
ance is  adverse,  and  India  and  other  oriental  countries  will  accept  silver  in  payment 
of  these  trade  balances,  which  saves  the  United  States  the  necessity  of  exporting  gold. 

The  ability  to  use  silver  in  place  of  gold  in  such  settlement  led  to  the  recent  financial 
legislation  withdrawing  a  certain  amount  of  silver  dollars  from  circulation.  In  so  far, 
therefore,  as  you  sort  out  silver  certificates  also  and  send  them  to  the  Federal  reserve 
bank  you  are  helping  the  situation. 

The  question  my  banking  friend  asked  was,  "To  what  extent  will  the  Federal 
reserve  bank  loan?"  In  answer,  let  me  say  tnat  the  Federal  reserve  bank  is  the 
servant  of  the  banks  of  this  district  who  own  it,  and  the  Federal  reserve  bank  wantB 
to  serve  this  district  and  the  country  in  every  way  possible  alon^  sound  banking  lines. 

As  Mr.  Morris  has  pointed  x>ut,  the  Federal  reserve  bank  of  New  York  does  not  set 
a  limit  against  the  loans  to  each  bank,  but  on  the  other  hand,  there  are  aome  things 
which  we  must  guard  against.  There  seem  to  be  some  banks  who  still  believe  that 
they  should  continue  to  loan  '*as  usual''  and  to  the  extent  which  they  have  always 
done,  without  appreciating  the  need  for  the  saving  or  conservation  of  credit  in  order 
that  the  Government  may  nave  its  requirements  supplied.  It  would  seem  that  such 
bai^  should  not  be  encouraged  in  their  borrowing,  as  it  is  fallacious  to  think  that 
business  can  go  on  and  credit  be  dispensed  "as  usual.''  The  Federal  reserve  bank 
is  prepared  and  expects  to  continue  to  be  prepared  to  supply  to  its  member  banks  all 
the  Intimate  credit  that  is  needed. 

So  tar  as  loans  secured  by  Government  securities  are  concerned,  we  take  less  account 
of  these  thaji  of  loans  on  commercial  paper  and  have  been  pursuing  a  very  liberal 
policy  in  reg^d  to  loans  secured  by  Government  oblijgations.  If  loans  are  made  for 
15  days,  we  mive  renewed  them,  although  it  is  not  fair  to  continue  renewing  15-day 
loans  indefinitely,  thus  giving  the  bank  the  benefit  of  the  rate  of  4  per  cent  instead 
of  a  higher  rate  on  longer  maturities. 

We  nave  no  fixed  rule  and  there  has  been  very  little  tendency  so  far  as  we  have 
noted  on  the  part  of  any  bank  to  abuse  the  privilege  of  borrowing.  The  Federal 
reserve  bank  has  endeavored  to  assist  the  banks  of  the  district  in  meeting  what  we 
realize  are  difficult  problems,  which  in  some  sections  are  much  more  dimcult  than 
in  others. 

Some  of  the  mamber  banks  I  find  have  not  understood  the  status  of  their  reserves. 
We  had  a  bmker  in  tJie  bank  last  week  who  controls  a  State  bank  and  a  national 
bank.  He  spent  most  of  the  day  with  us,  during  which  we  outlined  to  him  the  oper 
ations  of  the  Federal  reserve  bank.  In  discussing  his  reserves  it  developed  that  he 
had  maintained  with  t^e  Federal  reserve  bank  their  balance  intact.  He  had  never 
drawn  against  it;  he  had  just  left  it  in  the  bank  and  had  continued  to  maintain  the 
same  reserve  with  his  correspondent  banks  that  he  had  always  done. 

He  did  not  realize  that  we  simply  require  Member  banks  to  maintain  an  average 
reserve  for  the  month  equal  to  the  legal  requirement.  That  reserve  might  be  drawn 
down  to  nothing  during  several  days  a  month  provided  the  bank  carries  a  sufficient 
excess  reserve  during  the  rest  of  the  month  to  bring  the  average  for  the  month  up  to 
the  required  amount.  r 

If  the  bank  has  purchased  certificates  and  is  called  upon  to  pay  for  part  of  them,  it 
ought  to  imderstand  that  it  can  cut  into  its  reserves  for  a  few  days  if  it  wants  to.  be- 
cause in  many  cases,  say  in  one  or  two  weeks,  it  will  have  outside  additional  deposits 
which  will  enable  it  to  make  up  the  deficiency  in  its  reserve. 

I  speak  to  you  at  leng^th  because  we  do  not  often  have  a  chance  to  speak  to  you  face 
to  face.    But  if  at  any  time  any  of  these  problems  arise,  we  ask  you  to  have  the  officers 
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of  your  bank  write  to  us  freely  and  personally.  You  can  write  to  Mr.  Morris  if  there  is 
anything  concerning  the  certificates  of  indebtedness,  or  to  the  officers  of  the  bank, 
in  regard  to  regular  banking  functions,  and  we  can  assure  you  we  are  going  to  help 
you  in  every  way.  That  is  what  you  pay  us  for.  That  is  what  we  are  here  for.  and  the 
resources  of  the  Federal  reserve  bank  of  New  York  are  behind  every  bank  of  tMs 
district. 

ROUND  TABLE  DISCUSSION.     * 

Mr.  Delmer  Runklb  (president,  New  York  State  Bankers  Association).  Gentlemen, 
it  seems  hardly  necessary  for  me  to  go  into  any  explanation  of  the  (question  which  has 
been  so  ably  and  so  fully  explained  by  Mr.  Treman  and  Mr.  Morris.  They,  I  think, 
have  covered  every  bit  of  the  ground. 

There  is  one  matter,  however,  that  I  would  like  to  bring  out  at  this  time  and  take 
occasion  to  say  to  the  members  of  the  Bankers  Association  of  New  York  State,  to  the 
members  of  the  council,  most  of  whom  are  here,  and  the  county  directors,  and  that 
is  one  which  has  been  referred  to  by  both  Mr.  Treman  and  Mr.  Morris — the  organiza- 
tion oi  county  councils  or  organizations. 

Mr.  Gregory  started  that,  at  the  close  of  his  administration,  and  it  worked  well  and 
did  a  great  deal  toward  helping  to  float  the  last  certificates.  That  organization  had 
not  been  sufficiently  perfected  so  that  it  could  be  worked,  as  was  explained  by  Mr. 
Morris,  up  to  the  full  at  this  time,  but  now  there  is,  it  seems  to  me,  a  most  excellent 
opportunity  to  perfect  this  organization.  In  Rensselaer  County,  we  have  such  an 
organization.  There  are  14  banks  in  the  county.  That  organization  has  no  by-laws, 
no  dues,  simply  getting  together  in  cooperation  with  the  banks. 

We  meet  at  1  o'clock  at  the  Troy  Glut,  have  a  little  informal  dinner  and  the  officers 
of  the  14  banks^  who  may  be  present  at  that  time,  meet  and  talk  over  various  matters, 
certificates  of  indebtedness,  Liberty  loan,  Red  Cross  or  whatever  may  pertain  to 
banking,  and  we  have  foimd  that  it  has  been  extremely  helpful  in  bringing  together 
and  getting  together  our  people  that  never  were  togemer  before,  and  working  in  a 
spirit  of  cooperation. 

I  am  therefore  extremely  anxious  that  these  county  directors  who  have  been  chosen 
now  will  cooperate  with  the  chairmen  of  the  various  groups  and  effect  these  county 
organizations.  Get  together.  If  you  have  three  banks  in  the  county  all  right;  get 
those  three  banks  together. 

Sometimes  I  find  some  of  our  own  bank  officers  do  not  know  an  officer  of  another 
bank.  How  are  you  going  to  work  with  a  spirit  of  cooperation  if  the  bank  officers  of 
^e  same  county  do  not  get  together? 

With  the  war  going  on,  as  has  been  said  by  Mr.  Treman,  we  have  an  immense  task, 
and  it  will  take  the  combined  efforts  of  every  banker  and  the  cooperation  of  every 
banker.  Let  me  repeat,  then.  Will  you  gentlemen  please  do  this  and  try  it  out? 
Nothing  succeeds  like  success  and  anything  that  is  worth  doing  is  worth  doing  well. 
We  have  got  to  raise  this  money  and  we  are  going  to  raise  it.  It  is  simply  a  matter 
of  the  ways  and  means  of  doing  it.  The  Federal  reserve  bank  stands  ready  to  help 
us  furnish  the  money,  and  we  are  going  to  do  it  to  the  limit  along  the  prescribed  lines 
that  have  been  laid  out,  by  conserving  credits  judiciously. 

I  had  a  little  illustration  the  other  day.  We  all  of  us  like  to  get  good  loans:  we  hate 
to  turn  down  our  friends  and  those  who  nave  been  doing  business  with  us  and  who  are 
perfectly  good.  A  man  came  in  and  wanted  to  borrow  |2,000.  He  admitted  in  his 
letter  that  it  was  of  a  rather  sepculative  nature,  but  he  had  to  borrow.  I  wrote  him 
immediately  that  I  would  be  glad  to  make  such  a  loan  but  unless  he  promised  me  that 
at  the  end  A  four  montiis  unquestionably  he  would  pay  that  back^  I  explained  to  him 
why  I  could  not  loan  it  to  him.  It  was  not  eligible  paper  for  rediscount;  it  could  not 
be  used  in  the  Federal  reserve  bank.  He  wrote  back  to  me  anil  said:  *'I  see  your 
point;  I  could  not  pay  it  back  in  that  time,  and  I  do  not  want  the  loan.'*  I  presimie 
every  man  here  has  biad  the  same  thing  occur  to  him.  It  is  a  question  of  not  going 
on,  as  has  been  stated  "^ith  ** business  as  usual ,i<'  but  we  have  got  to  take  care  oi  the 
le^timate  loans,  to  fanning  and  manufacturing  requirements,  and  the  manufacturing 
necessities. 

Mr.  Edwabp  J.  Gallibn  (secretary.  New  York  State  Bankers  Association):  I  want 
a  Uttle  information^  if  I  can  get  it.  It  was  suggested  by  Mr.  Morns.  There  must  be 
bankers  who  have  interestea  customers  in  purchasing  some  of  the  certificates  of  in- 
-debtednees  from  time  to  time,  and  I  "^ish  they  would  give  us  the  benefit  of  their  ex- 
perience in  interesting  their  customers  and  how  it  a£tected  their  deposits. 

Mr.  Tubman.  I  womd  be  very  glad  to  give  this  opportunity  to  any  banker  here  if 
he  would  advise  us.  This  is  merely  an  informal  gathering.  Kindly  contribute  your 
portion  toward  making  it  a  success. 
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Mr.  TowNSEND.  Mr.  Chairman,  I  would  like  to  say  a  word.  I  am  county  director 
of  Orange  Goimty .  I  will  call  the  memb^v  of  the  Orange  County  Bankers  AflBodatioii 
together  early  next  week  to  put  this  matter  before  them.  I  will  ask  the  officers  of  the 
various  banks  to  attend .  I  will  try  and  get  them  then  and  there  to  pled^  themselvsB 
what  thev  will  do .  If  some  of  them  fail  to  come  and  attend ,  I  will  take  it  iii>on  myieU 
to  go  to  those  different  bankers  in  x)erBbn  and  place  the  matter  before  them.  It  k 
going  before  each  bank  and  each  director,  not  altogether  to  the  officers. 

By  forming  an  association  we  will  have  done  two  or  three  good  things,  and  that  ii 
the  way  of  getting  at  results  as  a  practical  matter.  I  want  to  know  just  exactly  ^ere 
I  am  at,  before  I  talk  to  thfem. 

Mr.  Treman.  What  Mr.  Townsend  has  said  is  a  matter  that  is  of  interest  in  mtiiT 
districts,  and  I  want  to  commend  his  way  of  getting  bankers  together,  and  there  are 
other  reasons  for  doing  that,  because  in  a  great  many  cases  in  the  past,  unfortunately 
there  have  been  locafdifferences  and  the  oankers  have  not  been  wen-kin^  doeely  to- 

S)ther  as  they  should .  This  is  a  golden  opportunitv  to  serve.  It  is  no  tune  for  Mc- 
on  or  differences;  individual  differences  sink  out  of  sieht. 

In  Engkmd  they  tell  us  that  there  is  no  individual  banking,  that  th^e  is  nothkig 
but  banHng  that  is  carried  on  for  the  benefit  of  the  Government,  and  that  is  the  baas 
on  which  we  should  be  here. 

Mr.  Townsend  speaks  of  another  thing,  and  that  is  the  question  of  talking  to  the 
directors  of  these  banks  which  do  not  cooi>erate. 

Now  in  some  cases  an  officer  of  a  bank  will  take  a  position  representing  a  bank  whidi 
ordinarily^  but  not  alwavs,  represents  the  feeling  of  the  bank  authonties,  and  that 
authority  is  represented  by  the  board  of  directors.  In  so  far  as  a  bank  fails  to  do  ite 
duty.  I  firmly  believe  that  if  the  county  director  would  ask  these  directors  to  come 
together^  and  he  would  attend  one  of  the  bank  meetings  with  the  directors  there 
and  put  it  before  them,  I  am  certain  those  directors  will  come  forward  and  do  their  foil 
loyal  share  of  this  great  work. 

You  ask  about  our  loaning.  I  did  not  know  but  what  Mr.  Case  would  be  here  in 
time  to  tell  you,  because  there  is  more  or  less  misunderBtanding  about  this.  A  great 
manv  banks  have  bonds  which  in  the  past  they  have  invested  in.  Many  banks  nave 
bonds  which  have  depreciated  in  value.  They  do  not  want  to  sell  them  at  presoit 
prices  and  take  their  loss,  and  they  ask  what  can  they  do  with  them. 

One  of  the  bankers  who  was  down  in  the  bank  a  while  ago  said:  ''I  would  rather 
take  my  bonds  and  borrow  from  my  correspondent  and  make  my  loans  that  way  instead 
of  ffoing  through  the  red  tape  of  borrowing  from  the  Federal  reserve  bank."  He  never 
did  borrow  from  the  Federal  reserve  bank.  He  did  not  know  how  much  red  tape  these 
was  connected  with  it  and  was  not  fully  justified  in  making  that  statement.  In  the 
first  place,  it  was  a  proper  use  for  his  bonos  and  he  probably  thought  it  a  good  way  fcr 
him  to  make  his  loans,  but  upon  investigation  he  probably  foundhe  was  paying  that 
bank  from  one-half  to  1^  per  cent  more  than  he  could  have  borrowed  it  for  from  the 
Federal  reserve  bank. 

Now,  80  far  as  the  use  of  the  bonds  which  a  bank  possesses  as  securitv:  You  are  fa- 
miliar with  the  circular  issued  October  8,  1917,  defining  what  bonds  will  be  received 
for  Government  deposits.  Personally,  I  believe  that  a  good  use  that  a  oank  can 
make  of  some  of  its  oonas  is  to  place  them  with  the  Federal  reserve  bank  as  seciuit}- 
for  these  deposits  which  are  created  in  payment  for  certificates  of  indebtedness. 
Then,  if  a  bank  puts  up  these  bonds,  it  can  leave  the  certificates  which  it  puichaeei 
with  the  reserve  bank  nere  in  custody  and  thus  have  collateral  ready  for  anv  emer- 
gency, because  if  something  unusual  came  up,  all  it  will  have  to  do  is  to  telegisi^ 
the  Federal  reserve  bank:  We  want  to  borrow  a  certain  amount  of  money;  use  our 
certificates  which  vou  have  in  your  custody  department  as  the  coHateral. "  We 
would  telcpaph  right  back  to  the  bank  that  the  loan  had  been  made,  and  the  money 
was  available  to  it. 

Now,  when  applications  for  loans  have  come  in  to  the  Federal  reserve  bank,  T 
want  to  explain  what  is  the  practice:  Your  request  reaches  us  usually  in  the  moim- 
ing;  it  is  checked  up  as  to  whether  the  collateral  is  as  required  under  the  regulatioie 
of  the  board  and  if  so,  it  comes  to  the  executive  committee,  which  meets  at  2.15 
p.  m.  every  day,  and  between  3  and  4  o'clock  you  get  a  telegram  at  your  bank  that  the 
loan  has  been  passed  upon,  accepted,  and  the  amount  is  placed  to  your  credit.  There 
ran  not  be  auy  way  in  which  you  can  secure  a  loan  much  quicker  than  through  l^at 
process.  But  if  you  use  your  bonds  as  security  for  Government  deposits,  that  would 
leave  your  certificates  of  indebtedness  free,  and  you  can  put  them  up;  that  is.  on  a 
15-day  loan  as  collateral.  If  the  15-day  loan  is  not  quite  long  enous^  tor  3rou,  I  h&ve 
no  doubt  that  the  bank,  imder  normal*  conditions,  would  loan  you  for  another  period 
of  15  days  on  the  certificate.  We  could  not  promise  that  we  would  continue  indefi- 
idtely  renewing  these  15-day  loans  at  the  4  per  cent  rate.    If  you  want  to  Ixffrow  for  a 
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longer  period,  we  would  be  reasonable  about  renewals,  but  if  you  wanted  to  con- 
tinue it  lor  60  or  90  days,  we  mi^t  feel  obliged  to  chai^  you  at  the  90-day  rate,  which 
would  be  4^  per  cent,  where  Crovemment  securities  are  used  as  collateral. 

Mr.  A.  A.  G.  LuDERS.  How  would  that  work  out  for  nonmember  banks  with 
reference  to  the  amount  of  the  loan;  is  that  subject  to  renewal?  ^ 

Mr.  Trbman.  The  facilities  of  the  Federal  reserve  bank  are  ]>rimarily  for  the  mem- 
ber banks.  For  those  i/^io  are  nonmember  banks,  we  can  assist  them  in  financing. 
If  a  nonmember  bank  has  cerrificates  of  indebtedness  which  it  has  purchased  under 
the  book  credit  plan  and  they  find  when  they  are  called  upon  to  repay  a  part  of  these 
payments  or  deposits  that  it  embrassee  them,  the  Federal  reserve  bank  will  buy 
those  certificates  of  them  on  simply  a  statement  from  them  in  writingto  the  Federal 
reserve  bank  that  they  would  like  to  sell  those  certificates  to  the  Fedeul  reserve 
b&nk  for  15  days,  and  that  within  that  period  Uiey  will  and  do  agree  to  buy  them 
back  a^in.  It  doesn't  require  any  red  tape  except  to  advise  us  that  vou  desire  ^e 
accommodation.  If  you  have  left  the  certificates  in  the  custody  of  tlie  Federal  re- 
serve bank,  we  will  credit  you  with  the  money,  deposit  it  or  transfer  it  to  any  bank 
in  New  York  City  and  carry  it  for  15  days. 

Mr.  Charles  E.  Hulbert  (Delaware  County).  I  am  from  Delaware  and  there 
they  are  facing  the  same  questions  I  am.  They  do  not  seem  to  be  answered.  At 
the  end  of  this  four-months'  period  these  reserve  banks  are  expected  to  sell  bonds 
for  the  amount  of  the  certificates.  Now,  if  we  bankers  of  these  different  counties 
borrow  on  these  bonds  in  advance  to  the  full  amount  of  these  certificates  and  our 
mstomers  buy  those  bonds  at  the  end  of  that  period  on  November  1  and  give  a  check 
on  their  own'  bank,  how  are  we  goin^  to  borrow  without  security?  That  is  a  hard 
question  with  me,  as  when  the  certificates  of  indebtedness  mature  we  expec^t  to 
Dandle  all  our  certificates;  we  expect  to  sell  our  full  ciuota  of  bonds;  we  expect  to 
raise  our  full  quota  for  the  Red  Cross.  We  are  in  an  agricultural  section  of  the  county. 
It  is  hara  times,  but  we  are  going  to  do  it  just  the  same  and  we  are  going  to  raise 
our  quota,  but  we  do  not  know  how.  We  will  have  to  borrow.  We  intend  also 
to  take  care  of  the  farming  community.  We  do  not  expect  to  make  any  new  loans, 
snd  we  want  to  know  how  you  have  it  planned  and  how  we  are  going  to  get  over 
the  hard  point,  which  is  next  November. 

Mr.  Trehak.  So  far  as  the  use  of  these  certificates  is  concerned,  I  assume  you  will 
have  more  or  less  of  your  customers  who  will  buy  bonds  of  you.    Some  of  these  peo- 
ple pay  cash  and  most  of  them  borrow? 
Mr.  Hulbert.  Most  of  them  borrow. 

Mr.  Treman.  You  have  got  to  pay  for  these  bonds  if  you  buy  them.  But  you  have 
been  buying  certificates  of  indebtedness  to  use  in  payment  for  those  bonds.  If  you 
^  bonds  throu^  your  bank  in  excess  of  the  amount  of  certificates  which  yoi  hold. 
Aen,  of  course,  you' have  got  to  in  some  way  make  up  that  balance;  but  if  vou  hold 
more  certificates  than  you  sell  bonds,  and  you  turn  them  in  nere,  you  will  receive 
fash  for  them.  If  you  sell  more  bonds  than  you  have  certificates,  you  have  got  to 
find  some  way  to  inake  up  the  balance.  Of  course  you  can  oorrow  by  making  a  15- 
^y  loan  and  putting  up  eligible  paper  you  may  have  on  hand.  If  you  mignt  not 
want  to  rediscount  notes  and  they  are  eligible,  you  can  put  that  paper  up  against 
your  note.    Does  that  answer  your  question? 

Mr.  H.  D.  Fearon  (Oneida).  In  our  coimty.  the  savings  banks  carry  a  larger  bal- 
ance than  any  other  banks  and  it  seems  to  me  tnat  from  tnat  point  of  view  the  savings 
banks  are  in  a  better  position  to  take  certificates  than  the  commercial  banks,  becauee 
^y  are  looking  for  permanent  forms  of  investment  if  they  have  to  continue  with  the 
uberty  loan  afterwards,  while  the  commercial  bank  must  ordinarilv  meet  commercial 
potes  as  well  as  doing  its  share  toward  the  Government  notes.  In  the  county  districts 
It  seems  to  me  it  is  up  to  them  to  share  their  proportion  with  the  commercial  banks. 
Mr.  Treman.  So  far  as  savings  banks  are  concerned  in  this  district,  it  seems  to  me 
raat  there  is  no  very  much  better  form  of  investment  for  them  than  these  short-time 
certificates  of  indebtedness  carrying  the  4J  per  cent  interest.  If  I  were  county  di- 
Jctor  of  a  county  where  there  were  savings  banks  I  would  write  to  every  officer  and 
<urector  of  the  savin£;s  banks  and  put  it  up  to  him,  and  then  before  I  got  through  I 
^uld  have  them  subscribing  largely  to  it. 

Mr.  Lbgoett  (Allegany).  There  is  one  question  that  has  been  on  my  mind,  as  the 
gentleman  here  on  my  right  stated.  A  good  many  country  banks  have  got  savings 
departments  for  which  they  issue  books,  and  those  deposits  to  a  considerable  extent, 
^  leasts  are  represented  by  bonds;  they  are  not  Government  bonds;  they  are  a  mis- 
c^neous  lot  of  bonds;  some  of  them  bonds  on  which  the  Federal  reserve  would  grant 
&  credit,  but  most  of  them  not  bonds  on  which  they  would  grant  a  loan.  Now,  if  were 
^  any  eentlemen  here  who  can  suggest  some  way  in  which  those  bonds  might  be 
employed,  not  for  15  days  but  for  a  somewhat  lonoer  time  I  am  sure  it  would  behelpf ui 
^  ft  great  many  cases. 
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Mr.  Treman.  Well,  I  know  of  some  institatiQns  which  h^sre  Mt  that  bonkiii^ 
inethods  and  banking  opinion  was  rhtm^ng  from  year  to  year  uzHfor  the  chai^giDgcoiH 
ditions,  and  some  hmlia  that  I  knowol  have  sold  some  of  their  bonds  when  Ibe  k« 
was  not  very  great.  Furthermore,  in  other  banks  they  are  having  a  committee  of 
their  directors  go  through  their  loans,  look  over  those  that  have  become  somewbit 
ancient,  and  calling  the  loans,  giving  as  the  reason  that  it  is  for  the  best  interest  of  the 
customer  himself  to  be  forced  to  make  reasonable  payments  at  every  maturity;  that 
it  leads  him  to  individual  economy.  I  am  frank  to  say  that  none  of  us  are  at  preeent 
practicing  sufficiently  the  economy  that  we  are  preaching.  I  think  if  that  is  tme  of 
the  bankers  it  is  also  true  of  their  customers,  and  I  think  you  are  doing  a  good  tarn 
to  your  customers  if  you  begin  to  put  the  thumb  screws  on  a  little,  wiSioat  putting 
them  on  so  hea\ily  as  to  cause  them  serious  embarrassment.  If  you  keep  giving  i 
little  notice  they  will  be  apt  to  gradually  reduce  this  accommodation.  This  u 
important  and  enables  you  to  clean  up  all  old  loans  and  bring  them  to  the  final  settle 
ment.  Tell  them  the  Government  is  requiring  you  to  transact  business  in  a  different 
way  from  what  you  have  been  doing  in  ^e  past,  and  that  you  must  call  upon  them  to 
pay  up  or  to  reduce  their  loans.  And,  frankly,  it  would  be  for  their  own  good  becaose 
it  will  lead  to  individual  economy  and  thrift. 

Mr.  J.  C.  EsTELOw  (Chenango  County).  May  I  point  out  what  seems  to  me  to  be  in 
inequality,  in  addition  to  what  has  been  spoken  of  as  to  the  savings  banks  taking 
<!ertificates  of  indebtedness  as  well  as  the  commercial  banks  of  the  country.  We 
«re  called  upon  to  take,  in  agricultural  sections,  our  prop(»tion  of  the  bonds  and  our 
proportion  of  the  certificates  of  indebtedness.  You  are  treating  all  coimtdes  alike. 
'Ours  is  Chenango,  and  the  county  below  is  Broome  County.  Ours  is  wholly  agri- 
cultural. Broome  has  the  Endicott-Johnson  Co.,  an  enormous  manufacturing  inter- 
est, bringing  in  enormous  amounts  of  money.  We  in  Chmiango  have  not  been  makine 
any  money;  deposits  have  not  increased.  For  generations,  the  banks  have  supplied 
farmers  temporarily  for  the  season's  interests.  It  is  late  now,  but  at  another  time  we 
hope  )rou  will  take  it  into  consideration — ^the  increase  of  deposits  in  banks.  And  we 
think  it  a  reasonable  and  an  equitable  thing  to  take  that  into  consideration  in  fixing 
the  amount  of  the  quota  on  the  different  counties.  It  means  more  bonds^  but  patriotio 
ally  they  wanted  to  take  the  share  that  has  been  laid  upc«i  them.  However,  I  can 
conceive,  in  Broome  County — with  its  enormous  increase  in  money  coming  into  the 
county— I  can  conceive  in  some  of  the  other  counties  where  they  have  manu&urtuiiog 
industries,  tiiese  expenditures  of  the  Government  going  back  into  the  banks.  But 
they  are  not  going  back  into  the  country  banks  very  mudi. 

Mr.  Trehan.  Mr.  Estelow,  what  you  state  is  true  in  regard  to  Broome  County  and 
in  regard  to  the  manufacturing  districts;  a  good  deal  of  money  is  going  in.  But  our 
experience  is  that  manufactiuers  say  the  cost  of  mat^al  and  labor  is  so  much  greater 
that  it  entails  upon  every  manufacturer  and  every  distributor  so  much  greater  demawfe 
for  credit  that  tney  themselves  are  all  tied  up;  that  they  would  like  some  of  the  agri- 
cultural banks  to  take  their  share  of  it.  [Laughter.]  There  is  the  truth  on  both  sides. 
You  are  coming  into  a  period  in  the  next  two  or  tnree  months  when  you  secure  your 
fall  returns  in  your  county,  because  your  product  is  now  going  out  and  the  money  is 
coming  back.  The  problem  is  a  hard  one,  Mr.  Estelow,  for  everybody,  but  the  problem 
is  not  so  great  but  that  the  banks  in  this  district  are  going  to  solve  it,  and  in  every  case 
wherever  there  is  an  individual  bank  which  has  up  its  individual  problems,  if  tbey 
will  come  to  us  we  will  do  what  we  can  to  help  tnem  out.  But  tne  thing  is  going 
through,  depending  both  on  the  county  and  the  city  bank,  and  you  are  the  gentlemen 
who  are  going  to  put  it  over. 

Mr.  John  T.  Symes  (Niagara  County).  The  problem  has  been  shown  to  us,  and  the 
method  of  solution,  and  the  time  has  arrived  to  pledge  ourselves  to  this  solution,  and 
to  dedicate  ourselves  to  the  service  of  the  country.  We  are  interested  in  the  thing 
because  this  happens  to  be  our  obli^tion.  It  is  part  of  the  public  financing  of  tl^ 
war,  and  we  must  stand  behind  Mr.  Baker  and  Mr.  McAdoo,  or  else  we  might  as  well 
ask  the  boys  to  come  home.  I  suggest  a  resolution:  That  we  return;  that  we  form  an 
organization  in  the  counties  where  they  are  needed  and  are  not  now  in  existence;  that 
we  intensify  those  that  are  already  in  existence,  and  that  we  solve  this  problem.  Each 
one  of  us  can  help,  and  as  these  men  have  pronused  to  come  and  meet  with  us  and  spend 
the  necessary  time,  I  am  siu^  there  is  going  to  be  no  trouble  whatever. 

Mr.  Charles  Smtth  (Oneonta).  I  have  been  asked  by  the  gentleman  across  the 
table  here  how  I  am  going  to  get  tiie  directors  of  the  several  banks  which  I  have  visited 
to  meet  me.    The  easiest  proposirion  in  the  world. 

In  the  other  campaign  we  had  with  reference  to  the  other  certificates  of  indebted- 
ness I  wrote  the  letters  to  the  oflScer  of  the  bank  and  informed  him  that  I  was  going 
to  be  present  at  such  an  hour  at  the  bank,  and  wished  to  meet  him  and  as  many  of  the 
directors  of  the  bank  as  wished  to  hear  me.   Now,  if  he  was  preeent  alone,  oac  his  cftahi^ 
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was  present  with  him,  or  all  of  the  board  of  directors,  so  much  the  better,  but  I  had 
done  my  duty  when  I  presented  the  matter  either  to  him  alone  or  to  such  of  those 
as  he  had  with  him,  so  it  was  not  up  to  me  if  he  made  mistakes. 

Now  gentlemen,  this  question  of  these  certificates  of  indebtedness  is  just  as  simple 
as  you  make  it  yourselves.  It  is  a  duty  that  we  are  called  upon  to  do;  to  get  behind 
these  certificates  of  indebtedness  and  see  that  they  are  taken.  I  "^rant  to  tell  you  my 
personal  experience  in  our  bank  with  the  last  certificates  of  indebtedness.  We  made 
a  good  thing  out  of  them.  It  was  simply  a  book  entry,  that  we  took  so  many  thousand 
dollars  of  the  certificates,  and  the  transaction  was  closed.  We  got  4 J  per  cent,  I 
think,  and  we  paid  2  per  cent.  When  the  Federal  reserve  bank  called  on  us  for  the 
loan,  and  when  the  account  was  closed,  we  had  oiur  certificates  with  which  to  pay  for 
our  Liberty  loan  bonds. 

In  the  transaction  at  the  time,  my  cashier  came  to  me  and  said:  "Well,  we  have 
got  these  certificates  of  indebtedness  down  here,  and  they  have  drawn  on  you  for  the 
whole  amount;  we  need  the  money,  what  are  you  going  to  do  about  it?"  "Simply 
inform  them  we  want  to  bcnrow.''^  It  seemed  to  me  tne  easiest  transaction  I  ever 
had  in  my  business  career.  I  haven't  had  an  extensive  banking  career,  but  that  is 
m^  business  experience.  I  am  selling  something  at  a  profit,  and  a  man  is  perfectly 
willing  to  trade  at  a  profit. 

There  is  just  one  thing  more  I  want  to  say,  if  I  may  be  permitted:  Last  night  in 
coming  down  here  I  got  the  evening  papers,  and  this  morning  in  all  the  papers  1  saw 
in  big,  bold  type  on  the  front  of  those  papers  that  the  American  troops  had  held  the 
line.  [Great  applause.]  American  troops  had  held  back  the  Germans.  Gentlemen, 
it  is  just  as  important  for  you  and  me  to  do  our  part  as  American  bankers  in  this  cer- 
tificate of  indeotedness  battle,  as  it  is  for  our  boys  over  there  to  hold  the  line  against 
the  Huns.     [Applause.] 

Mr.  Treman.  I  think  Mr.  Smith's  remarks  will  be  a  very  fitting  closing.  Now  it  is 
up  to  you,  gentlemen.  We  have  called  and  had  you  here  to-day.  We  will  do  our 
part  and  we  hope  that  you  will  do  yours,  and  if  we  cooperate  the  victory  is  already 
won.    We  thank  you,  gentlemen,  very  much. 

Adjourned. 

Gov.  Strong.  Further  regarding  the  call  loan  market  m  New  York, 
let  me  say  that  on  July  26,  1921,  it  had  reached  one  of  the  lowest 
points  in  volume  since  the  banks  started  making  reports  to  us  in 
1917. 

Mr.  Chairman,  to  conclude  the  discussion  of  the  New  York  money 
market,  I  have  gone  into  it  in  some  detail  in  order  to  point  out  that 
there  is  a  great  variety  of  rates  and  of  influences  for  the  management 
of  the  reserve  bank  to  consider  in  determining  what  rate  for  the 
discount  of  paper  by  member  banks  should  be  estabhshed. 

The  Chairman.  Well,  do  you  mean  to  suggest  by  that  that  the 
rate  of  discount  is  determined  wholly  by  the  rates  upon  the  various 
classes  of  commercial  and  Government  paper  ? 

Gov.  Strong.  No,  sir;  the  rate  of  discount  is  determined  by  a 
p'eat  variety  of  considerations,  and  only  one  of  those  considerations 
IS  the  relation  which  it  bears  to  »rates  in  the  money  market,  and  the 
rates  in  the  money  market  in  New  York  are  a  variety  of  rates  as  I 
have  attempted  to  show. 

The  soxmd  policy,  in  my  behef  in  establishing  rates  by  a  reserve 
bank  is  what  I  described  this  morning,  that  the  rate  should  not  be 
low  enough  to  be  an  inducement  to  borrow  from  the  reserve  bank  in 
order  to  make  a  profit  or  shave  on  the  rate,  nor  should  it  be  low 
enough  tq  be  an  inducement  for  the  creation  of  credit  for  speculative 
purposes,  and  obvioilsly  if  any  consideration,  such  as  war  and  war 
finance,  necessitates  at  the  moment  maintaining  a  rate  below  the 
market  vaJue  for  money,  then  the  bank  is  faced  with  a  very  difficult 
problem  in  controlling  what  is  done  with  its  fimds. 

The  Chairman.  Would  the  reserve  ratio  have  anything  to  do  with 
the  rate  ? 
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Gov.  Strong.  It  would  indeed,  but  I  have  confined  the  discussion 
as  to  the  money  market  only  to  that  factor  of  market  rates.  The 
approach  of  an  exhaustion  of  the  lending  power  of  the  Federal  reserve 
bank,  by  a  reduction  of  its  reserve  to  the  minimum  which  the  reserve 
act  provides,  is  of  course  one  of  the  considerations  for  increasing  the 
rate,  -and  in  normal  times  another  consideration  would  be  a  possible 
heavy  outflow  of  gold  from  the  country,  which  would  come  out  of 
our  reserve. 

Mr.  Chairman,  I  have  referred  more  than  once  to  the  fact  that  one 
of  the  influences  which  affects  money  rates  in  New  York  is  the  flow  of 
funds  into  New  York  and  out  of  New  York.  Now,  imtil  the  Federal 
reserve  system  was  established  it  was  difl^cult  to  get  satisfactory 
figures  to  indicate  what  that  flow  was,  how  it  occurred,  and  the 
volume  of  it.  Since  the  establishment  of  the  Federal  reserve  system 
we  do  get  figures  which  are  fairly  reliable  in  indicating  how  the  tides 
of  credit  move  in  and  out  of  New  York.  I  referred  especially  to  the 
fact  that  at  one  time  the  withdrawal  of  money  from  loans  on  the 
New  York  Stock  Exchange  was  an  influence. 

We  have  had  made  an  analysis  of  the  transactions  of  the  gold  settle 
ment  fimd  which  is  illuminating  on  that  point,  and  before  presenting 
it  for  the  record  and  explaining  it  I  would  like  to  describe  the 
operation  of  the  fund.     (See  pp.  584-586.) 

The  Federal  reserve  act  provides  that  Federal  reserve  banks  may 
act  as  a  clearing  house,  may  perform  the  functions  of  a  clearing  house, 
and  in  order  tnat  they  might  among  themselves  establish  a  clearing 
house  each  reserve  bank  has  deposited  a  fund  of  gold  which,  by  m 
amendment  to  the  Federal  reserve  act,  is  now  held  in  the  custody  of 
the  Treasurer  of  the  United  States  in  Washington.  This  gold  is  what 
you  might  describe  as  a  credit  balance  by  each  of  the  reserve  banks 
m  a  common  fund,  each  by  proportionate  contribution.  Now  we 
maintain  accounts  with  eacn  other.  The  Federal  reserve  bank  of 
New  York  has  an  account  with  each  of  the  other  11  reserve  banks, 
and  a  vast  series  of  transactions  takes  place  between  the  reserve  banks 
and  goes  through  those  accounts. 

There  are  transactions  arising  from  the  collection  of  checks,  to 
which  I  have  referred,  from  the  making  of  wire  transfers  for  member 
banks,  from  the  flow  of  the  Government's  deposits  back  and  forth 
throughout  the  country,  and  from  the  issue  and  payment  of  checks  by 
the  Imited  States  Government  which  come  to  us  and  are  paid  anci 
charged  against  the  Government's  accounts  with  us,  and  a  variety  of 
other  transactions. 

These  debit  and  credit  accounts  maintained  between  all  the  Federal 
reserve  banks  are  settled  every  day  by  a  code  telegram  which  goes  to 
the  Federal  Reserve  Board,  and  wmch  indicates  how  much  is  owing  by 
each  reserve  bank  to  each  of  the  others.  This  enables  the  Federal 
Reserve  Board  to  nm  an  account  in  Washington  which  adjusts  the 
proportionate  ownership  of  the  12  banks  in  this  gold  fimd  according 
to  whether  they  are  debtor  or  creditor  in  the  clearing  hoiise,  so  to 
speak,  and  the  proportionate  ownership  of  this  fund  of  gold — about 
$400,000,000  it  is  now — changes  from  day  to  day,  and  tne  balances 
are  settled  every  day  by  means  of  a  code  telegram. 

Now,  by  an  examination  of  the  transactions  which  we  have  through 
this  gold  settlement  fund  it  is  very  easy  to  see  whether  the  exchanges, 
so  to  speak,  are  running  against  New  York  or  in  favor  of  New  York, 
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because  it  is  through  that  funnel  that  is  concentrated  all  this  flow  of 
credit  back  and  forth  throughout  the  country.  Formerly  the  net 
movement  of  funds  would  have  been  settled  by  actual  shipments  of 
cuirencjr  but  they  now  are  settled,  as  I  have  described,  by  telegrams 
to  and  n-om  Washington  changing  the  proportionate  ownership  of  this 
fund  of  gold. 

The  CSlairman.  There  is  no  actual  transfer  of  the  money;  it  is  just 
bookkeeping  i 

Gov.  Strong.  It  is  just  bookkeeping;  that  is  all,  sir.  The  gold  is 
held  in  the  Treasury,  and  one  day  we  may  own  $200,000,000  of  it,  and 
a  few  days  later  we  may  own  only  $10,000,000  if  the  exchange  runs 
against  us. 

Representative  Sumners.  How  do  you  find  whether  the  balance  is 
against  you  ?    Do  you  have  a  settlement  day  ? 

Gov.  Strong.  No;  every  day  is  a  settlement  day.  We  know  every 
night  just  how  much  of  that  gold  is  ours;  we  know  just  how  much  it 
h^  increased  or  decreased  as  the  result  of  these  transactions.  It  has 
some  bearing  on  the  efficiency  of  the  credit  svstem  of  the  coimtry. 

Now,  this  analysis  of  the  gold  settlement  fund  transactions  is  pre- 
pared upon  such  a  basis  as  to  throw  a  great  deal  of  light  upon  some  of 
the  matters  which  have  been  rather  loosely  discussed,  I  am  afraid, 
before  the -commission  by  a  former  witness..  We  have  divided  all 
transactions  which  are  settled  through  the  gold  settlement  fund  be- 
tween ordinary  transactions,  those  which  would  represent  the  ordinary 
flow  of  credit,  and  extraordinary  transactions — in  other  words,  those 
transactions  which  are  made  for  the  purpose  of  offsetting  the  normal 
flow,  so  that  reserves  would  not  be  exhausted. 

The  ordinary  transactions  are  those  that  I  have  described,  prin- 
cipally payments  of  checks  and  transfers  made  by  telegraph. 

The  extraordinary  transactions  are  the  transfers  whicn  are  effected 
by  the  Treasurer  of  the  United  States  between  the  districts  and  the 
sales  of  bills  between  Federal  reserve  banks,  made,  of  course,  for  the 
purpose  of  correcting  our  reserves  in  case  they  get  too  low  or  too 
nigh,  and  rediscounts  between  the  reserve  banfes.  Those  we  regard 
as  abnormal,  as  they  serve  to  offset  an  adverse  flow  of  funds  away 
from  the  district  or  a  flow  of  fimds  in  our  favor  and  against  other 
districts.  Now,  the  total  transactions  through  the  gola  settlement 
fund  of  the,  New  York  reserve  bank  for  the  first  six  months  of  the 
year  1920  were  as  follows: 

CSieck  and  wire  transfers  from  New  York,  that  is,  such  as  would 
have  caused  a  loss  of  our  reserve  with  exchange  against  us, 
$11,346,902,000. 

Qieck  and  wire  transfers  to  New  York  in  our  favor,  $10,990,012,000. . 

The  result  would  be  a  loss  of  reserve  hyk  New  York  for  the  first 
six  months  of  the  year  1920  of  $356,890,000  out  of  our  reserve. 

That  was  increased  by  payments  into  the  5  per  cent  redemption 
fund,  which  we  now  make  for  the  national  banks,  by  six  and  a  half 
million  dollars,  showing  that  on  ordinary  transactions  the  difference 
between  what  was  paid  out  by  the  New  York  bank  and  what  came  into 
the  New  York  bank  through  the  gold  settlement  fund  was  $363,437,000 
against  us. 

Now,  how  was  that  offset?  That  was  the  normal  flow  of  funds 
away  from  New  York  that  took  our  reserve  away.  It  was  offset  by 
net  transfers  of  the  Treasurer  of  the  United  States  in  our  favor — the 
difference  between  $304,000,000  and  $188,264,000,  or  $115,736,000. 
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By  the  sale  of  bills  and  acceptances,  net,  of  $327,396,000. 

By  net  amount  of  rediscounts  for  other  reserve  banks,  $35,354,000, 
to  be  subtracted  from  the  offsets. 

Making  a  total  of  offsetting  items  against  this  flow  out  of  New  York 
of  $407,778,000. 

So  that  as  the  result  of  the  ordinary  operation  of  the  exchanges  and 
of  the  extraordinary  transactions  onsetting  the  flow  of  funds  away 
from  New  York  we  in  fact  gained  $44,341,000  in  the  first  six  montb 
of  the  year  1920. 

Now  for  the  last  six  months  of  1920,  we  have  the  following  figures: 
The  transfers  against  New  York  were  $11,497,721,000;  the  transfers 
in  favor  of  New  York  were  $10,765,158,000,  making  New  York's 
loss  $732,583,000.  Plus  the  payments  into  the  5  per  cent  fund  of 
$30,362,000,  made  the  net  balance  against  New  York  in  ordinary 
transactions  of  $762,945,000. 

This  shows  a  very  much  larger  flow  of  funds  out  of  New  York 
than  had  occurred  in  the  first  half  of  1920. 

Now  the  extraordinary  transactions  which  took  place  to  offset 
this  flow  of  funds  away  from  New  York  were  the  net  transfers  for 
account  of  the  Treasurer,  $323,792,000. 

Sales  of  bills  and  acceptances,  net,  $243,921,000. 

Rediscounts,  net,  with  other  Federal  reserve  banks,  that  is,  redis- 
coimts  whi6h  we  made  with  other  reserve  banks — and  those  operate 
both  ways,  when  we  first  make  them  they  are  in  our  favor,  and  when 
we  pay  them  off  they  are  against  us — of  only  $75,000. 

Kemscounts  for  other  Federal  reserve  banks,  the  net  amount 
favorable  to  New  York,  $31,942,000. 

This  shows  that  for  the  last  six  months  of  1920  the  extraordinary 
transactions  offsetting  this  depletion  of  our  reserve  amounted  to 
$599,730,000. 

We  did  actually  suffer  a  loss  of  reserves  of  $163,215,000. 

Now  for  the  period  January  1,  1921,  to  July  20,  1921,  the  difference 
against  New  York,  without  reciting  the  total  figures,  on  ordinary 
transactions,  was  $609,108,000.  Tne  offsetting  transactions  more 
than  offset  that,  amoxmting  to  $643,444,000.  So  that  for  this  year 
to  date  we  have  had  restored  to  us  $34,336,000  of  the  reserve  that  we 
lost  in  the  last  six  months  of  1920. 

May  I  have  those  figures  printed  in  the  record,  Mr.  Oiarrman  ? 

The  Chairman.  They  may  go  into  the  record. 

(The  statement  of  gold  settlement  fimd  transactions  presented 
by  Gov.  Strong  fire  here  printed  in  full,  as  follows:) 

Gold  settlement  fund  transactional  January  to  June,  indtisive,  19tO. 

Ordinary  transactions:  * 

Check  and  wire  transfers  from  New  York $11, 346, 902, 000 

Check  and  wire  transfers  to  New  York 10, 990, 012, 000 

Loss  from  New  York 3 56, 890, 000 

Payments  to  5  per  cent  fund 6, 547, 000 

Net  balance  from  New  York  ordinary  transac- 
tions   1363,437,000 

Extraordinary  transactions: 
Treasurer  United  States — 

Transfers  to  New  York $304,000,000 

Transfers  from  New  York 188, 264, 000 

Net  balance  to  New  York 115, 736, 000 
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Kxtraordinary  transactions — Continued. 
Bills,  acceptances,  etc. — 

Transfers  to  New  York $408,513,000 

Transfere  from  New  York 81, 117, 000 

Net  balance  to  New  York $327, 396, 000 


Rediscounts  with  other  Federal  re- 
serve banks — 

Transfers  to  New  York 215,000,000 

Transfers  from  New  York 215, 000, 000 

Rediscounts  for  other  Federal  re- 
serve banks — 

Transfers  from  New  York 388, 352, 000 

Transfers  to  New  York 352,998,000 


443,132,000 


Net  balance  from  New  York 35, 354, 000 

Net  balance  to  New  York,  extraordinary  trans- 
actions   407,778,000 

Net  balance  to  New  York,  all  transactions 44, 341. 000 

Gold  settlement  fund  transactions  July  to  December,  inclusive,  1920. 

Ordinary  transactions: 

Check  and  wire  transfers  from  New  York $11, 497, 721, 000 

Check  and  wire  transfers  to  New  York 10, 765, 138, 000 


Loss  from  New  York 732, 583, 000 

Payment  to  5  per  cent  fund 30, 362, 000 

Net  balance  from  New  York  ordinary  transac- 
tions  $762,945,000 

Extraordinary  transactions: 
Treasurer  United  States — 

Transfers  to  New  York $464,792,000 

'  Transfers  from  New  York 141, 000, 000 


Net  balance  to  New  York 323,792,000 

Bills  and  acceptances,  etc. : 

Transfers  to  New  York $262,995,000 

Transfers  from  New  York 19, 074, 000 

Net  balance  to  New  York 243, 92 1 ,  000 

Rediscounts  with  other  Federal  reserve  banks: 

Transfers  to  New  York $160,000,000 

Transfers  from  New  York 159, 925, 000 


Net  balance  to  New  York 75,000 

Rediscoimts  for  other  Federal  rseerve  banks: 

Transfers  to  New  York $122,207,000 

Transfers  from  New  York 90,  265, 000 


Net  balance  to  New  York 31, 942, 000 


Net  balance  to  New  York,  extraordinary  trans- 
actions      599,  730, 000 


Net  balance  from  New  York,  all  transactions 163, 215, 000 
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Gold  seUUmerUfund  tramactiona,  Jan.  l-Juty  tO,  19X1. 

Ordinary  transactions: 

Check  and  wire  transfers  from  New  York $10, 187, 382, 000 

Check  and  wire  transfers  to  New  York 9, 658, 277, 000 

Loss  from  New  York 629, 105, 000 

Payment  to  5  per  cent  fund 80,003,000 

Net  balance  from  New  York,  ordinary  transac- 
tions  $609,108,000 

Extraordinary  transactions: 
Treasiu'er  United  States — 

Transfers  to  New  York $649, 800, 000 

Transfers  from  New  York 43, 500, 000 

Net  balance  to  New  York 606, 300, 000 

Bills  and  acceptances — 

Transfers  to  New  York $60, 600, 000 

Transfers  from  New  York 2, 001, 000 

Net  balance  to  New  York 58, 599, 000 

Rediscounts  for  other  Federal  reserve  banks — 

Transfers  from  New  York $221, 000, 000 

Transfers  to  New  York 199, 545, 000 

Net  balance  from  New  York 21, 455, 000 

Net  balance  to  New  York,  extraordinary  trans- 
actions      643,444,000 

Net  balance  to  New  York,  all  transactions 34,336,000 

Gov.  Strong.  In  those  figures  a  very  large  part  of  the  oflFsetting 
items  are  of  course  what  the  New  York  reserve  bank,  when  the 
exchanges  were  agamst  New  York,  secured  from  other  reserve  banks 
by  the  sales  of  bills  and  acceptances,  and  by  actual  borrowings  from 
the  other  reserve  banks. 

I  would  like  to  refer  to  this  by  simply  introducing  charts  and  tables. 

There  is  first  a  chart  which  shows  a  comparison  of  the  monthly 
reserve  ratio  of  the  New  York  bank  with  the  same  ratio  of  all 
twelve  reserve  banks.     (See  opposite  page.) 

A  chart  which  compares  the  reserve  of  the  New  York  bank  as  it 
was  after  rediscoimting  for  or  with  other  reserve  banks  and  as  it 
would  have  been  had  we  not  made  those  rediscounts  for  or  with 
other  reserve  banks,  including  sales  of  acceptances.     (See  p.  588.) 
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if  computed  before  any  rediscount  or  acceptance  transactions  with  other  reserve  banlcs.  Heavy  line  ibems 
the  percentage  after  such  transactions  had  taken  place. 

Source  of  information:  Daily  computations  by  the  Federal  Reserve  Board. 

Reserve  percentages  of  the  Federal  Reserve  Bank  of  New  York  before  and  after  interbank 
accomrnodations  and  reserve  percentages  of  the  Federal  reserve  system. 
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Reterve  percerUaqe»  of  the  Federal  Reserve  Bank  of  New  York  before  and  after  interbank 
accommodations  and  reserve  percentages  of  the  Federal  reserve  system — Continued. 
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44.1 

Dec.  5, 

Nov.26 

Dec.  3 

Deo.  10 

44.4 
44.1 

Dec  12. 

Dec.  19 

44.6 

Dec.  26 

Dec.  17 

46.6 

Dec.  23 

44.9 

1920. 

Dec.  30 

46.4 

Jan.  2 

1921. 
Jan. 7 

Jan.9 

Jan.  16 

46.4 

Jan.  23 

Jan.  14 

48.1 

Jan.  3D 

Jan.  21 

48.6 

Feb.6.. :::::: 

Jan.  28 

49  0 

Feb. 13 

Feb.  4 

49  8 

Feb.  20 

Feb.  11 

49.6 

Feb.  27 

Feb.  18 

Feb.  25 

Uftr.A 

60  3 

Mar.S 

49  9 

Mar.l2 

60.8 

Mw.W 

Mar.  11 

60.9 

lfar.26 

Mar.  18 

51.0 

Apr.2 

Mar.25 

50.8 

Apr.9 :::::::: 

Apr.l 

Apr.8 

Apr.l5 

62.4 

Apr.16 

63  6 

Apr.23 

53.7 

Apr.80 

Apr.22 

64.1 

Ilay7 :    ... 

Apr.27... 1 

May  4 

May  11 

65.0 

May  14 

55.3 

May21.            .  : 

66.9 

May  28..              : 

May  18 

66  8 

to4.. ::::;:  ;;;; 

May25 

57.6 

Junell 

June  1 

57.4 

June  18 

Junes 1 

June  15 1 

68.8 

Jone26 

56.8 

July  2.... 

June  22  .... .          ' 

60  4 

jQiyJ.. 

June  29 

60.8 

JtilyW. 

July  6. . 

60  0 

Jaly23. 

July  13 

61.6 

Joiyso. 

July  20. 

62  6 

Ir^erhank  accommodations  between  the  Federal  reserve  banklof  New  York  and  other  Federal 

reserve  banks\ 


Rediscounts 
with. 

Bills  sold. 

Total. 

Rediscounts 
for. 

Bills 
bought. 

Total. 

1919. 
Jm.  81 

$10,141,000 
20,148»000 

2,539,000 
10,164^000 

5,016,000 

23,087,000 

10,083,'000 
10,010,000 

$10,141,000 
20,148,000 

2,539,000 
10,164,000 

5,016,000 

1,183,000 
28,087,000 

2,827,000 
10,083,000 
10,010,000 

Feb.  7..;:::;.  :;;;:;:: 

14 

20 

*^ 

,       28 

Mar.   9.. 

14 

Apr.  11 

$20,000 
10,000 
10^000 

$10,048,000 

$10,068,000 
10,000 
10,000 

„  2s .':.".'.... 

^1  2,...:.::::::::::: 
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Interbank  acc<mmodations  between  the  Federal  reserve  bank  of  New  York  and  other  Federal 

reserve  6ani«— Continued. 


Rediscounts 
with. 


lOiO. 


May    9. 

16 

June    6 

13 

20 

27 

July  18 

Aug.  22 

20 

Sept.   6 

19 

Oct.   10 

17 

31 

Nov.    7 

21 

28 

1920. 

Jan.     2 

9 

16 

23 

30 

Feb.    6 

13 

20 

27. 

Mar.    5 

12 

19 

28 

Apr.    2 

9 

16 

23 

30 

May    7 

14 

21 

28 

June    4 

11 

18 

25 

July     2 

9 

16 

23 

30 

Aug.    6 

13 

20 

27 ! 

Sept.    3 1    47,500,000 

10 34,600,000 

17. 

24. 
Oct.     1. 


Nov. 


Dec. 


15. 
22. 
29. 

5. 
12., 
19. 
26.. 

3.. 
10-. 
17. 
23. 
30. 


Jan.     7. 

14. 

21. 

28. 
Feb.    4. 

11. 

18. 

25. 


10,975,000 


2.5,000,000 
48,000,000 
44,700,000 
38,000,000 
14,750,000 
10, 150, 000 
6, 700, 000 
6,400,000 


Bills  sold. 


00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 

57,000 
43,000 
17,000 
06,000 
49,000 
77,000 
54,000 
13,000 
58,000 
24,000 
76,000 
08»000 
81,000 
41,000 
71,000 
71,000 
71,000 


NX) 
NX) 
NX) 

NX) 

NX) 

NX) 

KX) 

NX) 

NX) 

„-,  .„.,  JOO 

32>551,000 

29,122,000 

41,013,000 

33,450.000 

40,923,000 

26,925,000 

20,064,000 

14,379,000 

13,404,000 

9,862,000 

15,784,000 

28,870,000 

24,305,000 

13,362,000 

14,883,000 

19,736,000 

17,299,000 

14,352,000 

9,338,000 

7,923,000 

6,917,000 

6,917,000 

6,917,000 

4,273,000 
2,263,000 
11,747,000 
51,828,000 
54,938,000 
46,022,000 
33,373,000' 
23,962,000 


Total. 


00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 

32,357,000 

29^943,000 

100^317,000 

68,606,000 

75,649,000 

72,077,000 

68,389,000 

58,213,000 

55,306,000 

73,374,000 

88^826,000 

23,203,000 

34,096,000 

4,341,000 

2,371,000 

2,371,000 

2,371,000 


Rediscounts 
for. 


4,273,000 
2,263,000 
11,747,000 
51,828,000 
54,938,000 
46,022,000 
33,373,000 
23,962,000 


'noo 

NX) 
NX) 

NX) 
NX) 
KX) 
NX) 
NX) 
NX) 
NX) 
NX) 
NX) 
NX) 
NX) 
NX) 
NX) 
NX) 
100 
100 
100 
NX) 


19,003,000 


BUIs 
bought. 


$5^082,000 


7,687,000 
5,470^000 
1,634,000 
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Interbank  occommodaHoru  between  the  Federal  reserve  bank  of  New  York  and  other  Federal 
reserve  banks — Contiiiued. 


Redlscotmta 
with. 

Bills  sold. 

Total. 

Rediscounts 
for. 

Bills 
bought. 

Total. 

1921. 
Mar.   4 

118,854,000 
13,678,000 
5^887,000 

187^000 
178,000 

118,854,000 
13,678*000 
5,887,000 

187,000 
178,000 

125,000 
25,000 
25,000 
25,000 
25.000 
25.000 
25.000 
25,000 
25,000 
25,000 
25,000 

925,000 
25,000 
25,000 

11 

18 

26 

25,000 
25,000 
25,000 

Apr.    1 

s::::::::::::::;:: 

15 

25»000 
25,000 
25,000 
14,8^000 
10,025,000 
17,810,000 
25, 347;  000 
26,348,000 
22,515,000 
30,050,000 
37,612,000 
38,450,000 

22 

27 

May    4 

$1           00 
1            00 

1  00 

2  00 

a         00 

2  00 

3  00 
3            OO 
3            00 
3             00 
3            00 
3             00 

11.:::::::::::::::: 

18 

25 

June   1 

8 

15 

22 

29 

July    6 

31,015,000 
30,485,000 

13.:::::::::::::::: 

20 

31,414,000 

Note.— These  figures  include  bills  sold  to  other  Federal  reserve  banks  at  their  own  reduest.  In  1920 
nch  sties  amounted  to  170.000,000  out  of  total  sales  to  other  Federal  reserve  banlcs  from  this  bank's  port- 
folio of  1147,000,000.  The  figures  do  not  include  bills  purchased  by  this  bank  in  the  open  market  for  the 
•ccoimt  of  other  Federal  reserve  banks.    Such  purchases  in  1920  amounted  to  9731,000,000. 

nK  CENT. 
100 


60 


60 


40 


20 


Aa 

i 

\ 

V 

g 

V 

F.R.  BANKS 

.wc:> 

/ 

BANK   OF    E 

NGLAIjDy^*"^ 

^  n 

r^ 

1917  I9lfl  1919  f920  I9ai 

Reserve  Pebcentages,  Federal  Reserve  Banks  and  the  Bank  op  England. 

Average  monthly  percentage  of  reserves  to  combined  net  deposit  and.  note  liabilities,  for  the  Federal 
ns«r?e  system  and  for  the  Bank  of  England,  computed  on  the  same  basis. 

Soaice  of  information:  Annual  reports  of  the  Federal  Reserve  Board,  weekly  press  statements  of  the 
'ueral  Reserve  Banks  and  weekly  press  statements  of  the  Bank  of  England. 

Also  a  chart  comparing  the  reserves  of  the  Bank  of  England  with 
^FederaJ  reserve  banks  over  the  period  1917  to  date. 
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MILLIONS 
OF  DOLLARS 
100 


JAN. 


APR. 


JULY 


OCT 


JAN. 


APR. 


1920 


JULY 


OCT. 


19£1 


AOCOMMODATION  BETWEEN  THE  FEDBBAL  RESERVE  BANK  OF  NEW  YOBK  AND  OTHEB  RESEBYE  BANES. 

Acoommodation  granted  by  the  Federal  Reserve  Bank  of  New  York  through  redixiounts  or  the  pordiai* 
of  acceptances  is  shown  above  the  zero  line.  Acoommodation  received  by  New  York  throng  retusoonnts 
with  other  banks  or  sale  of  aooeptances  at  its  own  request  is  shown  below  the  tero  line.  AooanunodatuEi 
throu^  the  sale  or  purchase  of  acceptances  alone  (at  the  request  of  the  soling  bank)  is  shown  by  the  brdcffi 
line.  In  the  early  months  of  1921  all  accommodation  received  was  through  we  sale  of  aooept&noea. 

Source  of  information:  Annual  Report  of  the  Federal  Reserve  Bank  or  New  York  for  1920,  weekly  press 
statements,  and  special  statement  by  the  bill  department. 

And  another  chart  comparing  the  accommodations  granted 
between  the  New  York  reserve  bank  and  other  reserve  banks,  both 
ways. 
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AU  DISTRICTS 


R18XKVX  Pebcbmtaobs  Federal  Reserve  Banks  Before  Interbank  Aocomicodahons. 
Soaroe  of  tnlonnstion:  Dally  computation  of  Federal  Reserye  Board. 

Also  a  chart  which  I  would  like  to  show  to  the  committee  just  now, 
making  an  analysis  of  the  reserve  operations  of  dl  the  reserve  banks 
by  comparison. 

Gk)v.  Stbong.  Mr.  Chairman,  I  pointed  out  the  fact  that  as 
exchange  ran  against  New  York  we  had  to  offset  that  in  order  to  keep 
our  reserve,  by  various  transactions.  What  transpired  in  the  entire 
system  is  exhibited  by  this  chart  so  graphically  that  I  will  take  the 
liberty  of  explaining  it.  You  will  notice  that  the  black  line  is 
the  reserve  percentage  for  1920  of  each  of  the  reserve  banks  as  it 
would  have  been  had  they  not  discounted  any  paper  with  other 
reserve  banks,  or  had  they  not  discounted  any  paper  for  other 
reserve  banks.  It  is  exactly  what  would  have  happened  to  the  re- 
serves of  the  reserve  banks  had  they  not  had  any  transactions  to 
correct  their  reserve  percentages. 
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Representative  Ten  Eyck.  In  other  words,  it  would  have  been  their 
local  situation. 

Gov.  Strong.  It  would  have  been  their  local  situation  without 
assistance  given  to  or  rendered  by  other  Federal  reserve  banks. 

You  will  observe  that  the  reserve  in  Boston,  from  the  beginning 
of  1920 — the  chart  covers  only  the  years  1920  and  1921,  divided  into 
quarterly  periods — ^pretty  constantly  rose  from  about  30  per  cent, 
that  is  10  per  cent  below  the  legal  minimum,  up  to  as  high  in  the 
spring  of  1920  as  about  70  per  cent. 

Now,  New  England  is  a  manufacturing  district,  an  industrial  dis- 
trict principally,  and  I  interpret  that  chart  to  mean  that  in  an  indus- 
trial district  this  period  of  expansion  and  rising  prices  and  of  Collapse 
again  was  dealt  with  by  a  more  prompt  readjustment  than  was 
possible  in  an  agricultural  section,  for  instance. 

You  will  notice  Boston,  Philadelphia,  Cleveland,  three  outstanding 
districts  of  that  character,  had  a  rising  curve  of  reserve  toward  tie 
end  of  1920,  verv  markecUy  so.  Now,  compare  that  with  a  district 
like  Dallas,  which  is  the  other  extreme.  In  the  beginning  of  the  year 
1920  Dallas  had  nearly  an  80  per  cent  reserve,  ana  from  that  time  it 
made  a  continuous  descent  until  it  got  down  as  low  as  9  per  cent  in 
the  late  summer  of  1920. 

And  that  characteristic  you  will  find  was  true  of  the  Kansas  City 
district,  the  Minneapolis  mstrict,  the  St.  Louis  district,  the  Atlanta 
district. 

In  Richmond  the  curve  has  been  almost  continuously  below  the 
40  per  cent  minimum  during  all  of  that  period. 

The  great  variation  in  demands  upon  the  reserve  banks  through 
the  period  of  1920  is  exhibited  there,  as  you  will  see,  by  the  black 
line.     The  dotted  line  is  the  year  1921. 

When  all  of  these  figures  are  assembled,  when  the  reserve 
banks  dealing  with  each  other  had  effected  a  correction  of  their 
reserve  position,  see  what  the  chart  presents — an  almost  continuous 
line  just  above  40  per  cent  during  the  year  1920. 

Representative  Ten  Eyck.  New  York  pretty  near  kept  the  me- 
dium all  the  way  through  ? 

Gov.  Strong.  Well,  as  a  matter  of  fact  that  was  just  about  what 
happened  in  New  York.  The  fluctuations  in  the  year  1920  were  sub- 
stantially these,  that  while  we  did  by  sales  of  acceptances  and  other- 
wise cause  some  $375,000,000  of  funds  to  be  transierred  to  New  York 
from  other  districts,  during  that  same  year  we  loaned  to  other  dis- 
tricts about  $475,000,000.     And  it  was  up  and  down. 

The  Chairman.  Now,  according  to  those  charts,  there  was  evidently 
one  period  when  three  Federal  reserve  banks  were  loaning  to  prac- 
tically all  the  rest. 

Gov.  Strong.  That  is  true.  I  think  Boston,  Cleveland,  and 
Philadelphia  during  the  latter  part  of  that  period,  not  the  earlier  nartj 
were  almost  continuous  lenders.  I  believe  I  have  in.  the  course  of  my 
remarks  some  tables  to  introduce  to  show  the  interbank  borrowings  «^ 
far  as  they  concern  the  Federal  reserve  bank  of  New  York.  (See 
pp.  588-591.) 

Representative  Sumners.  Does  not  that  also  show  that  the  de- 
flation in  agricultural  prices  was  probably  greater  than  the  deflation 
in  manufacturing  prices  ? 

Gov.  Strong.  The  first  impression  that  I  get  from  this  chart  is  that 
those  sections  where  industry  and  trade  predominate  were  able  to 
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readjust  very  much  more  quickly  than  those  agricultural  sections 
where  the  turnover  is  an  annual  one.  The  turnover  in  a  butcher 
store  is  a  week  or  two  weeks,  say.  In  a  grocery  somewhat  longer. 
And  so  on.  In  New  England  the  manufacturer  of  shoes  could  shut 
down  and  let  his  people  go,  and  sell  out  his  stock  and  pay  his  debts, 
but  the  farmer  had  to  go  right  on  making*  his  crop.  (Consequently 
the  descending  line  of  reserve  shows  the  very  great  pressure  in  those 
districts. 

The  second  thing  that  that  chart  indicates  to  me — and  I  think  this 
will  be  disclosed  by  studies  which  are  now  being  made — is  that  the  ex- 
pansion which  tooK  place  in  bank  loans  and  deposits  was  very  much 
greater  in  agricultm^al  sections  than  it  was  in  industrial  sections,  and 
especially  in  the  money  centers.  We  are  just  now  engaged  in  having 
an  analysis  made  of  all  the  member  bank  reports  for  the  pm^pose  oi 
comparison,  based  on  the  predominating  characteristics  of  each  of  the 
counties  of  the  United  States,  to  show  the  degree  of  expansion  that 
takes  place  in  the  agricultural  counties.  It  wifl  be  shown  by  counties 
and  States.  And  it  is  an  immense  undertaking.  When  it  is  com- 
pleted, I  believe  that  it  will  be  illuminating  to  the  commission  as 
showing  just  what  did  happen.  (For  expansion  by  counties, 
seepp.  650-663.) 

The  Chairman.  Was  that  expansion  due  to  the  greater  demand 
primarily  in  the  agricultural  districts  which  lowered  the  turnover  or 
the  relatively  smaSer  borrowing  powers  to  begin  with  ? 

Gov.  Strong.  Well,  sir,  I  would  express  it  in  this  way — that  the 
fanner  was  engaged  in  making  a  high-priced  crop,  which  he  had  to 
complete  at  high  wages,  high  costs,  before  he  could  get  any  of  his 
money  back;  whereas  the  merchant  or  the  manufacturer  was  not 
making  a  crop  that  took  a  year,  he  was  just  taking  in  and  turning  out 
?oods,  and  by  readjusting  his  prices  promptly,  by  pushing  his  sales, 
By  such  policy  as  Mr.  Ford  recently  stated  he  had  pursued,  he  was 
able  to  readjust.  These  people  were  able  to  meet  the  sudden  change 
3f  conditions  very  much  more  quickly  than  the  farmer.  With  the 
ranner  there  was  no  money  coming  in  until  that  crop  was  harvested 
md  sold.  And  then  what  accentuated  the  condition  was  that  when 
they  got  this  high-priced  crop  they  could  not  sell  it  at  a  price  which 
BTould  liquidate  their  loans. 

I  have  referred  at  some  length,  at  possibly  too  great  length,  to  the 
influence  of  the  New  York  call-money  market  and  its  relation  to  the 
attraction  of  fxmds  to  New  York.  I  think  it  is  an  influence  which 
is  greatly  exaggerated  xmder  present  conditions.  I  think  the  reserve 
system  is  accomplishing  a  good  deal  in  convincing  bankers  that  these 
investments  which  they  make  in  eligible  paper,  with  their  immediate 
ivailabUity  at  the  reserve  bank,  are  desiraole,  constituting,  as  they 
jhould,  the  major  part  of  their  portfolios. 

But  there  is  another  very  important  influence  which  developed 
luring  the  war,  the  possibility  of  competition  by  the  banks  of  New 
fork,  in  the  payment  of  high  rates  on  deposit  balances,  to  retain 
leposits  which  they  felt  were  being  withdrawn  or  would  be  with- 
Irawn  by  reason  of  the  Government  loans,  withdrawn  to  other  sec- 
ions  of  the  country,  and  due  also  to  a  desire  to  build  up  deposits, 
f  you  please,  in  order  to  take  care  of  the  enormous  withdrawals 
hat  they  would  suffer.  This  became  manifest  to  the  Federal  reserve 
)ank.     It  was  a  development  that  occurred  not  only  in  New  York, 
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but  one  which  the  members  of  the  Reserve  Board  discovered  was 
observable  in  other  parts  of  the  country. 

So  early  as  February  of  1918  it  became  the  subject  of  correspond- 
ence between  the  Federal  reserve  bank  of  New  York  and  the  Federal 
Reserve  Board.  And  the  subject  was  discussed  also  with  the  author- 
ities of  the  New  York  Clearing  House  Association.  There  was  no 
rule  which  governed  the  amount  of  interest  which  could  be  paid 
on  out-of-town  bank  balances  by  banks  which  were  members  oi  the 
clearing  house. 

Now  in  London,  whenever  the  bank  rate  changes,  the  committee  of 
the  clearing  house  banks  of  London  meets  and  fixes  the  rate  which 
they  will  allow  on  what  they  call  bankers'  balances,  because  the  change 
in  the  bank  rate  creates  a  change  in  conditions  which  justifies  a  re- 
view of  this  question  of  interest  which  shall  be  allowed  upon  bankers' 
balances;  and  to  make  the  statement  brief,  I  shall  only  say  that 
after  much  discussion^  nimierous  meetings  with  the  clearing  house 
officials,  and  a  visit  which  Gov.  Harding  made  to  New  YorK,  wh«i 
he  addressed  all  of  the  members  of  the  clearing  house  on  the  subject 
and  pointed  out  the  dangers  of  an  outbreak  of  unrestrained  competition 
for  aeposits  that  would  oe  reflected  all  over  the  country — the  danger- 
ous effect  that  it  might  have  upon  the  program  of  the  Treasury  for 
financing  the  war — the  clearing  nouse  adopted  an  amendment  to  the 
constitution,  which  was  modined  in  form  some  time  since  it  was  first 
adopted.  The  result  of  it  is  to  fix  the  rates,  by  a  definite  provision  of 
the  constitution,  which  the  New  York  banks  are  allowed  to  pay  upon 
the  deposit  of  out-of-town  bank  balances.  I  shall  not  read  those,  ihc 
amencunent  to  the  constitution  and  the  rulings  of  the  clearing  house 
committee  on  the  application  of  this  amendment  to  the  constitution 
are  long.  I  think  tney  are  of  suflBcient  importance,  however,  if  the 
commission  is  willing  to  have  them  printed  in  the  record,  to  present 
to  the  commission,  and  I  have  a  copy  of  the  constitution  here  to  sub- 
mit for  that  purpose.  The  effect  of  tne  change  is  to  make  the  maximum 
rate,  under  the  present  provision  of  the  constitution,  2^  per  cent,  which 
the  New  York  banks  allow  to  their  out-of-town  correspondent  banks, 
that  being  a  rate  which  is  graduated  up  from  1  per  cent,  and  which  is 
fixed  in  definite  relation  to  our  90-day  rate  for  the  discount  of  commer- 
cialpaper. 

(The  part  of  the  constitution  of  the  New  York  Clearing  Housa 
Association  as  in  force  since  January  16,  1920,  presented  by  Got. 
Strong,  is  hereto  attached,  as  follows:) 

Article  XI. 

INTEREST  ON  DEPOSfTS,   EXCHANGE  CHARQE8  TO  BE  PAID  BT  MBMBBRS,  ETC. 

Section  1.  No  member  of  this  aaaociatioD,  or  bauk  or  trust  company  or  otliers  cleap 
lug  through  any  member,  shall  agree  to  pay,  or  shall  pay,  directly  or  indirectly,  oa 
any  credit  balance  pajrable  on  demand  or  within  30  days,  or  certificate  of  depoat  m 
pa>rable,  by  its  terms,  issued  to  or  for  the  account  of  any  bank  (other  than  a  mutral 
savings  banks  located  in  the  second  Federal  reserve  district),  trust  companv,  or  other 
institution  conducting  a  banldng  business,  or  private  banker  or  bankers,  located  ii 
the  United  States  or  Dominion  of  Canada,  interest  at  a  rate  in  excees  of  1  per  cent  pff 
annum  when  the  then  90-day  discount  rate  for  commercial  paper  at  the  Federal  rrtpr^'» 
bank  of  New  York  is  2  per  cent  or  less,  and  an  additional  one-fourth  of  1  p«r  cent  fcT 
every  one-half  of  1  per  cent  that  such  discount  rate  of  the  Federal  reserve  bank  etm 
exceed  2  per  cent,  except  that  the  maximum  rate  paid  or  agreed  to  be  paid  on  any 
such  credit  balance  or  certificate  of  deposit  shall  not  in  any  case  be  higher  than,  2\  per 
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r&ii  per  annum;  nor  shall  any  member,  or  nonmember  clearing  through  a  member, 
My  or  agree  to  pay  on  any  like  credit  balance  of,  or  like  certificate  of  deposit  issued  to, 
my  mutual  savings  banks  located  in  the  second  Federal  reserve  district  or  any  person. 
)eF9onfl,  copartnership,  corporation  or  association,  other  than  those  specified  and 
ncluded  above,  interest  at  a  higher  rate  than  3  per  cent  per  annum;  nor  on  any 
ime  deposit,  or  certificate  of  deposit  payable  by  its  terms  later  than  30  days  from  the 
iate  thereof,  at  a  higher  rate  than  3)  per  cent  per  annum.  The  fore^ing  provisions 
ire  not  intended  to  apply  to  the  account  of,  or  auy  certificate  of  deposit  issued  to,  any 
WRon  or  persorfl  residing  and  transacting  business  in  any  foreign  country  other 
ku  the  Dominion  of  Canada,  or  to  any  corporation,  association,  or  copartnership 
iganized  and  located  therein,  nor  to  affect  such  interest  rates  as  aro  or  may  be  fixed 
t  regulated  by  law. 

Sec.  2.  No  member  of  this  assiociation  or  bank  or  trust  company  or  others  clearing 
jwmgh  any  member  shall  pay  exchange  or  other  charges,  or  allow  time,  in  connec- 
m  with  tne  collection  of  any  item  collectible  through  tne  Federal  reserve  banks, 
Qt  whiph  is  collected  through  other  sources,  in  excess  of  the  charges  which  would 
lAve  been  pa3rable  or  the  time  allowed  had  such  item  been  collected  throu^  the 
federal  reserve  banks. 

Sec.  3.  The  clearing  house  committee,  upon  ascertaining  to  the  satisfaction  of  a 
lajority  of  its  members  that  a  member  or  nonmember  clearing  through  a  member 
M  violated  any  of  the  provisions  of  this  article,  shall  report  itsjndings  to  the  associ^ 
ion  and  if  approved  by  a  majority  vote  of  all  the  members  of  the  association  the 
Sending  member  or  nonmember  shall  be  fined  $5,000.  On  the  second  offense,  the 
Mmber  or  such  nonmember  shall  be  subject  to  expulsion  from  the  clearing  house 
iMciation^  and  the  committee  will  proceed  to  act  as  the  constitution  provides  for 
b  expulsion  of  a  member. 

RULINGS  ON  ARTICLE   XI. 

Qmtim  (Mar.  8,  1920). — ^Would  it  be  an  evasion  of  the  spirit  or  letter  of  the  clear 
og-house  constitutional  provision  regulating  the  payment  of  interest  on  deposits 
An.  XI)  to  offer  or  a^ree  to  pay  depositors  ^  per  cent  interest  on  all  or  any  part  of 
»oi)en  account,  providing  the  depositor  indicates,  either  orally  or  in  writing,  that  a 
Vtam  part  of  such  deposit  will  not  be  needed  for  current  account  transactions;  and 
'ould  it  be  an  evasion  to  agree  to  pay  3}  per  cent  on  the  entire  balance  of  an  open 
Ronnt,  providing  some  part  of  the  account  has  been  fixed  for  a  stipulated  time  in 
K88Bof30days? 

Mmg.—OflenDg  or  agreeing  to  pay  3i  per  cent  interest  on  deposits  under  either 
'^e  suggested  plans  would  be  an  evasion  of  the  spirit  and  letter  of  the  constitution. 
Article  XI,  section  1,  permits  the  payment  of  3i  per  cent  interest  only  *'on  any  time 
iposit,  or  certificate  of  deposit  payable  by  its  terms  later  than  30  days  from  the  date 
Mreof." 

Time  deposits  are  deposits  on  which  payment  can  not  legally  be  required  within 
mys,  and  the  fact  that  a  deposit,  or  any  part  of  it,  is  not  disturbed  for  a  given  period 
Mb  not  constitute  it  a  time  deposit.  The  terms  of  a  deposit  at  its  date  determine 
Aether  it  is  a  demand  or  time  aeposit,  and  any  agreement  or  understanding  to  treat 
Ldepoeit  alternatively  for  the  purpose  of  payment  of  interest  would  be  an  evasion 
f  the  constitutional  requirement. 

SCHEDULE   OF   MAXIMUM   INTEREST   RATES   UNDER  SECTION   1,  ARTICLE   XI. 

On  any  credit  balance  payable  on  demand  or  within  30  days,  or  certificate  of  deposit 
>I|ayable,  by  its  terms  issued  to  or  for  the  account  of  any  bank  (other  than  a  mutual 
'''^  bank  located  in  the  second  Federal  reserve  district),  trust  company,  or  other 
iBtitution  conducting  a  bankiiig  business,  or  private  banker  or  bankers,  located  in 
^  United  States  or  Dominion  of  Canada: 

The  maxlnitun 
rate  per  cent 

fjjen  the  90-day  rate  for  commercial  paper  at  the  Federal  reserve  the  above^ 

wnk  of  New  York  is —  accounts. 

2  per  cent  or  over,  but  less  than  2i  per  cent 1 

^  per  cent  or  over,  but  less  than  3  per  cent 1 J 

3  pCT  cent  or  over,  but  less  than  3i  per  cent IJ 

H  per  cent  or  over,  but  less  than  4  per  cent 1} 

4  per  cent  or  over,  but  less  than  4i  per  cent 2 

^  per  cent  or  above 2i 
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On  any  credit  balance  or  certificate  of  deposit  payable  on  demand  or  within  30 
days  of  any  mutual  savings  bank  located  in  the  second  Federal  reserve  district,  or 
any  person,  persons,  copartnership,  corporation,  or  association  other  than  those  sped- 
fiea  and  included  above,  a  maximum  rate  of  3  per  cent  per  annum. 

On  any  time  deposit,  or  certificate  of  deposit  payable  by  its  terms'  later  than  30 
days  from  the  date  thereof,  a  maximum  rate  of  3)  per  cent  per  annum. 

The  above  maximum  rates  are  not  intended  to  apply  to  tne  account  of,  or  any  cer- 
tificate of  deposit  issued  to,  anv  person  or  persons  residing  and  transacting  business 
in  any  foreign  country  other  than  the  Dominion  of  Canada,  or  to  any  corporation, 
association,  or  copartnership  organized  and  located  therein,  nor  to  aifect  such  inter- 
est rates  as  are  or  may  be  fixed  or  regulated  by  law. 


Xew  York  Clearing  House, 

New  York,  August  S4,  1920. 

Dear  Sir:  A  question  having  been  raised  as  to  the  rate  of  interest  to  be  paid,  under 
section  1,  Article  XI,  to  institutions  located  in  Alaska,  Hawaii,  and  other  outl>ing 
Territories  and  possessions  of  the  United  States,  the  committee  has  this  day  ruled: 

That  Alaska  and  Hawaii  are  included  within  the  provisions  of  section  1,  Article 
XI,  go/eming  interest  to  be  paid  to  any  bank,  trust  company,  or  other  institunon 
conducting  a  banking  t^usiness,  or  private  banker  or  bankers,  located  in  the  United 
Sfetes;  and  that  financial  institutions  located  in  other  outlying  Territories  and  pos- 
sessions of  the  United  States  do  not  come  within  this  classification  but  do  come  within 
the  classification  of  institutions  '* other  than  those  specified  and  included  above''  the 
maximum  interest  upon  whose  balances  is  limited  to  3  per  cenL 

By  order. 


Chairman  Clearing  House  CommiUa. 

Gov.  Steong.  I  would  also  like  to  submit,  not  for  inclusion  in  the 
record,  but  for  the  commission's  infonnation,  a  complete  file  of  all 
the  correspondence  which  took  place  on  that  subject.  Any  part  of 
it,  of  course,  that  the  commission  cares  to  print  I  have  no  objection 
to  being  printed  in  the  record.  I  would,  however,  appreciate  it  if 
the  names  of  the  banks  and  individuals  could  be  left  out  of  the 
correspondence . 

I  wul  leave  this  file  of  papers  with  the  commission,  and  the  letters 
may  be  printed  if  you  so  desire. 

(The  file  of  correspondence  presented  by  Gov.  Strong  is  hcareto 
attached:) 

Deposit  Interest  Rates. 

February  4,  191S. 

Dear  Mr.  Warburg:  The  interest  question  is  a  live  one  with  New  York  City 
banks.  A  little  while  ago  we  learned  that  Bank  A  is  paving  interest  at  the  rate  J 
2  per  cent  on  all  balances,  including  those  of  commercial  borrowing  depositors,  prt> 
vided  the  latter  maintain  a  free  balance  of  110,000.  We  recently  received  from 
.Bank  B  a  circular  they  have  sent  out,  a  copy  of  which  is  inclosed. 

As  the  action  of  Bank  A  has  led  some  of  the  other  commercial  banks  to  meet  the 
competition  Gov.  Strong  is  considering  bringing  up  the  action  of  Bank  B  at  the  next 
meeting  of  the  money  committee  for  general  discussion. 

Very  truly,  yours,  ^  ^         ^    . 

Pierre  Jay,  Chairman. 

Hon.  Paul  M.  Warburg, 

Vice  Governor  Federal  Reserve  Board,  Washingtony  D,  C. 

Bank  B, 

New  York,  Janttary  28,  19  IS. 

Benjamin  Strong,  Esq., 

Qovtrnor  Federal  Reserve  Bank,  New  York, 

Dear  Gov.  Strong:  Referring  to  the  conversation  befn^reen  yourself  and  Mr.  A. 

I  take  pleasure  in  inclosing  a  copy  of  the  notice  which  was  sent  to  our  correspondenti 

on  the  26th  instant. 

Yours,  very  truly,  xt     t>    ir     d.^-^   , 

Mb.  B,   Vice  Pretideni 
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Federal  Reserve  Board, 
Washington,  February  11,  1918. 
Dear  Mr.  Jay:  The  question  that  you  raise  in  your  letter  of  February  4,  concerning 
rates  of  interest  that  are  being  paid  at  this  time  by  the  banks  in  New  York,  is  one  that 
hasgiven  us  quite  some  concern. 

There  is  no  doubt  but  that,  at  this  time,  there  appears  to  be  developing  a  general 
stampede  on  the  part  of  the  banks  to  outbid  each  other  for  deposits.  Apparently 
they  are  afraid  of  withdrawals  in  view  of  the  additional  requirements  that  the  Treasury 
is  going  to  make  upon  them  in  connection  with  the  additional  certificates,  and  they  are 
all  keen  to  secure  additional  deposits,  but  something  has  got  to  be  done  or  they  will 
all  get  into  trouble. 

Gov.  Harding  was  to  write  to  all  Federal  reeecve  agents  to  make  a  study  of  this 
matter  in  advance  of  the  meeting  which  we  expect  on  February  26.  I  hope  that  you 
will  make  a  special  studjr  of  this  Question  in  New  York  and  discuss  it  fully  with  Gov. 
Strong,  because  I  think  it  is  a  proolem  which  ought  to  be  very  carefully  analyzed  and 
handled. 
With  kindest  regards, 
Very  truly,  yours, 

Paul  M.  Warburg. 
Pierre  Jay,  Esq., 

Federal  Reserve  Agents  New  York. 


February  25,  1918. 

Dear  Mr.  Frew:  Referring  to  our  conversation  of  last  week  in  regard  to  the  policy 
of  banks  of  New  York  City  in  allowing  interest  on  deposit  accounts,  I  am  writing  to 
convev  to  you  the  substance  of  the  commimication  which  has  been  received  by  this 
bank  from  Grov.  Harding,  of  the  Federal  Reserve  Board. 

In  referring  to  the  announcement  of  further  offers  of  certificates  of  indebtedness 
by  the  Treasury  Department,  he  states  that  it  is  feared  by  the  board  that  in  view  of  the 
keen  competition  oetween  banks  for  deposits  which  has  recently  developed,  this 
increase  of  rate  on  certificates  will  lead  banks  to  offer  higher  rates  on  deposits. 

His  telegram  to  me  contains  the  following  references  to  this  matter: 

"It  appears  to  us  here  that  banks  are  holding  too  nervouslv  to  deposits  instead  of 
encouraging  sale  of  certificates  to  their  depositors,  which  would  have  effect  of  releas- 
ing reserves.  This  scramble  for  deposits,  if  unchecked,  will  lead  to  most  unfortimate 
conditions. 

''Board  suggests  consideration  by  leading  banks  of  European  method,  namely, 
that  interest  rate  allowed  should  be  based  upon  the  discount  rates  fixed  by  Gov- 
emment  banks. 

''Suggest  that  you  discuss  with  your  clearing-house  banks  allowance  on  demand 
deposits  interest  not  in  excess  of  1)  to  2  per  cent  below  the  15-day  rate  for  commercial 
paper  established  from  time  to  time  by  their  Federal  reserve  bank. 

''A  similar  differential  on  90-day  rate  mi^ht  be  adopted  for  time  deposits.  Any 
marked  general  increase  in  rates  on  deposits  likely  to  force  Treasury  to  demand  higher 
rates  on  Government  balances. " 

I  am  sure  it  is  not  the  disposition  of  the  Federal  Reserve  Board  any  more  than  of 
the  management  of  this  bank  to  attempt  to  assume  an  attitude  of  control  or  direction 
aa  to  tihe  policy  of  its  member  banks  in  these  matters,  and  it  has  been  our  under- 
standing tnat  the  clearing-house  committee  has  already  seen  the  wisdom  of  investi- 
gating this  matter  and  possibly  recommending  that  lie  clearing  house  take  some 
action  in  regard  thereto.  On  the  otiier  hand,  we  can  not  overlook  the  fact  that  any- 
thing in  the  nature  of  a  generally  unsound  development  of  the  banking  situation  m 
this  city  mieht  ultimately  put  unnecessary  burdens  on  the  Federal  reserve  bank 
which  it  could  not  escape,  and  consequently  we  feel  that  we  have  an  interest  and  a 
very  material  one  in  promoting  arrangements  to  be  undertaken  voluntarily  among 
the  bankers  themselves  regarding  the  maintenance  of  sound  banking  conditions. 

May  I  ask  you  to  convey  the  contents  of  this  letter  to  members  of  the  clearing-house 
committee  at  the  next  meeting. 

Thanking  you  in  anticipation  of  your  courtesy  in  doing  so,  I  beg  to  remain. 
Very  truly,  yours, 

Benj.  Strong,  Governor. 

Walter  E.  Frew,  Esq., 

Chairman  Clearing  House  Committee, 

New  York  Clearing  House  As^sodaiion,  New  York,  N.  Y. 
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March  1,  1918. 

My  Dear  Mr.  Frew:  Since  writing  you  on  February  25,  I  understand  that  the 
members  of  the  clearing-house  committee  have  given  fiulher  consideration  to  the 
general  subject  of  the  advance  in  rates  of  interest  allowed  b^^  the  New  York  banks 
on  deposit  accounts,  and  that  it  is  expected  that  some  definite  plan  by  whidi  this 
matter  can  be  dealt  with  is  about  to  be  submitted  to  your  comnuttee  for  its  consid- 
eration.  * 

You  ask  me  for  a  more  definite  expression  of  the  views  of  the  Federal  reserve  bank 
as  to  the  proposed  procedure  by  the  clearing-house  committee  in  this  matter. 

In  general,  I  do  not  hesitate  to  sa>  that  &e  management  of  this  bank  would  view 
with  concern  the  development  of  conditions  approaching  those  which  arose  in  1906 
and  1907,  which  led  to  occurrence  disastrous  to  the  interests  of  the  dty  and  of  Ae 
country  as  a  whole  and  in  consequence  caused  loss  and  sufferino"  by  the  banking  and 
business  interests  of  the  countr>  and  bj  many  people  who  were  thrown  out  of  emploj- 
ment  or  who  sustained  financial  loss. 

At  the  present  time  the  chief  sufferer  would  be  the  Government  of  the  United  States, 
and  at  a  time  when  the  Nation  is  engaged  in  war  and  when  its  interests  are  paramount 
to  those  of  any  institution  or  individual. 

Any  development  in  this  dty,  where  the  chief  finandal  reliance  of  the  Government 
rests,  which  tendfl  to  undermine  the  finandal  stabili^  or  the  morale  of  the  banking 
institutions,  is  a  direct  menace  to  the  Government's  finandal  program. 
-  In  my  last  letter  I  referred  to  the  desire  of  the  Federal  Reserve  Board  and  of  this 
bank  to  avoid  any  attempt  to  assume  a  control  or  direction  in  these  matters,  and  that 
has  been  the  consistent  policy  of  the  Federal  reserve  system;  but  I  think  I  should 
say  with  all  frankness  that  the  competition  which  seems  to  have  started  in  this  dty, 
in  the  payment  of  interest  on  balances,  has  spread  to  all  parts  of  the  coonlsy,  has 
occasioned  considerable  concern  in  other  financial  centers,  as  well  as  in  Washington, 
and  those  who  are  responsible  for  the  management  of  the  Federal  reserve  banks  feel 
very  strongly  that  the  burden  rests  upon  the  bankers  of  this  city,  the  country's  chief 
financial  center,  to  take  steps  at  once  by  concerted  action  to  saieguard  the  financial 
condition  of  the  banks  of  New  York  City,  and  through  the  influence  of  their  example 
to  facilitate  the  preservation  of  equally  sound  conditions  in  other  parts  of  the  countiy. 

Action,  which  I  understand  is  now  under  consideration,  looking  to  uniformity  in 
interest  allowed  on  deposits,  based  upon  the  rates  of  discount  of  the  Federal  resen^e 
bank,  app>ear8  to  be  a  reasonable  ana  proper  way  by  which  the  desired  result  may 
be  obtained. 

In  conclusion^  let  me  say  that  such  influence  as  this  bank  ma^r  properly  and  legally 
exert  to  maintain  such  a  condition  of  stability,  not  only  in  the  interests  of  the  banks 
themselves  but  of  the  Government,  will,  of  course,  be  directed  to  the  same  end. 
Very  truly,  yours, 

Ben  J.  Strong,  Governor. 

Walter  E.  Frew,  Esq^ 

Chairman  Clearing  House  Committee^ 

New  York  Clearing  House y  New  York. 


March  4,  1918. 
Dear  Mr.  Warburg:  I  inclose  herewith  copy  of  proposed  amendments  to  the 
clearing  house  association  which  will  be  acted  upon  at  the  meetingto  be  held  Monday 
next,  March  11.  I  have  just  received  these  nrom  Mr.  Frew.  He  tells  me  that  he 
expects  to  have  the  unanimous  backing  of  the  clearing-house  committee  in  favor 
of  the  amendments. 

I  heard  to-day  that  Bank  A,  of  a  reserve  city,  is  writing  to  the  banks  throughout 
the  country  offering  to  pay  3)  and  4  per  cent  on  their  balances. 
Very  truly,  yours, 

Pierre  Jay,  Chairman. 
Hon.  Paul  M.  Warburg, 

Vice  Governor  Federal  Reserve  Boards  Washington^  D.  C. 
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Bank  A, 
New  York,  March  4,  1918. 
My  Deab  Gov.  Strong  :  I  inclose  to  you  a  copy  of  the  resolutions  which  were  offered 
it  the  clearing  house  to-day.  I  hope  that  you  will  take  this  matter  up  with  Gov. 
larding  and  that  I  can  get  a  reply  as  soon  as  possible.  I  desire  at  this  time  to  express 
0  you  mv  appreciation  of  your  good  efforts  in  endeavoring  to  bring  about  some  system 
if  contrm  of  this  annoying  problem. 

Yours,  sincerely,  W.  E.  Frew. 

Hon.  Benjamin  Strong, 

Governor  of  the  Federal  Reserve  Bank,  New  York  City, 

SCHEDULE   OF  MAXIMUM   RATES  UNDER  THE  AMENDMENT. 

On  banks  (other  than  a  savings  bank  located  in  the  State  of  New  York),  trust  com- 
lany,  or  other  institution  conducting  a  banking  business,  or  private  banker  or  bankers, 
ocated  in  the  United  States  or  Canada,  or  of  anv  agency  of  a  foreign  bank  located  in 
he  dty  of  New  York,  or  upon  any  certificate  of  deposit,  jmyable  on  demand  or  within 
0  days  issued  to  or  for  the  account  of  any  such  oank,  institution,  person,  persons, 
tr  agency: 

[Tie  90-day  rate  for  commercial  paper  at  the  Federal  reserve  bank  Maxfanum  rate 

ofNewYorkis—  tobepaldon 

01  .^  ew  1  orK  IB  above  accounts . 

2  per  cent , 1 

2i  per  cent IJ 

3  per  cent 1  i 

3i  per  cent 1} 

4  per  cent 2 

4i  per  cent 2^ 

5  per  cent : 2i 

5i  per  cent 2} 

6  per  cent  or  above 3 

On  any  savings  bank  located  in  the  State  of  New  York,  or  any  person,  copartnership, 
orporation,  or  agency  other  than  those  specified  and  incliwed  above,  payable  on 
lemand  or  within  30  days  on  any  credit  balance  or  certificate  of  deposit,  a  maximum 
ate  of  3  per  cent  per  annum. 

The  above  maximiun  rates  do  not  apply  to  the  accounts  of  or  certificate  of  deposit 
sued  to  corjwrations  or  copartnershiji  organized  and  located  in  foreign  countries 
ther  than  Canada  and  having  no  agency  located  in  the  city  of  New  York,  nor  to  affect 
uch  interest  rates  as  are  or  may  be  fixed  or  regulated  by  law. 


March  5,  1918. 
Dear  Mr.  Warburg:  With  regard  to  the  progress  of  the  proposed  change  to  the 
onstitution  of  the  New  York  Clearing  House,  relative  to  a  uidin^  scale  on  interest 
layments  on  deposits,  I  have  learned  to-day  that  considerable  opposition  is  developing 

0  It  from  very  important  institutions  on  the  ground  that  it  is  a  measure  to  raise  ititerest 
nd  that  this  is  a  time  when  New  York  should  take  the  lead  before  the  coimtry  in 
landing  for  conservatism  on  interest  rates.    I  was  told  that  Bank  A,  Bank  B,  and  Bank 

1  were  opposed  to  the  amendment.  I  understand  that  many  of  the  New  York  banks 
re  receiving  strong  protests  from  interior  bankers  against  the  action  of  New  York  as 
«ing  unnecessary  and  likely  to  lead  to  similar  action  elsewhere. 

Very  truly,  yours, 

Pierre  Jay,  Chairman. 
Hon.  Paul  M.  Warburg, 

Vice  Governor  Federal  Reserve  Board,  Washington,  D.  C. 


Federal  Reserve  Board, 

Washington,  March  6,  1918. 
Dear  Gov.  Strong:  When  you  were  in  my  office  yesterday  I  showed  you  Mr. 
^w's  letter  to  me  of  the  4th  instant.    After  fiul  discussion  of  the  matter  at  the  board 
meeting  this  morning  1  have  written  Mr.  Frew,  giving  him  the  views  of  the  board  on  the 
abject,  and  for  your  information  I  inclose  a  copy  of  my  letter. 
Very  truly,  yours, 

W.  P.  G.  Harding,  Governor. 
Mi.  Benjamin  Strong, 

Governor  Federal  Reserve  Bank,  New  York. 
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March  11,  1918. 

Dear  Mr.  Warburg:  A  feature  of  the  meeting  of  the  New  York  Clearing  Howe 
Association  to-day  was  Gov.  Hardinfi;'8  address,  which  was  very  forceful  and  to  the 
point,  and  hasgreatly  assisted  the  solution  of  this  difficult  problem. 

After  Gov.  Harding's  address  Mr.  A  suggested  two  motions,  one  of  which,  copy  oi 
which  is  inclosed,  was  imanimously  adopted,  and  the  other,  sug;^ting  that  2  per  cent 
should  be  considered  as  the  normal  -rate  basis  for  bank  deposits,  was  postponed  for 
consideration,  along  with  the  original  proposal  of  the  clearing  house  committee,  at  the 
next  meeting  of  the  association.  No  date  was  set  by  the  committee  for  the  neit 
meeting,  and  it  will  be  left  subject  to  the  call  of  the  clearing  house  committee.  The 
trust  companies  are  going  to  have  a  meeting  to-morrow  and  appoint  a  committee  to 
meet  with  the  clearing  house  committee  and  discuss  the  whole  matter. 

Gov.  Harding  had  a  talk  with  Mr.  B,  president  of  Bank  A,  this  morning,  durinj 
which  he  expressed  his  willingness  to  cooperate  by  reducing  his  bank  deposit  rates  to 
2  per  cent  if  the  others  would  do  so,  but,  of  course,  his  institution  is  not  one  of  thorn 
which  has  any  substantial  bank  deposits, 

On  Saturday  morning^  before  the  clearing  house  committee,  Mr.  C,  of  Bank  B, 
expressed  himself  as  willing  to  cooperate,  although  the  proposal  to  pay  only  2  per  cent 
on  bank  deposits  was  not  under  consideration  at  that  time. 

I  will  keep  in  touch  with  the  clearing  house  committee  and  advise  you  of  any 
further  development. 

Very  truly,  yours, 

Pierre  Jat. 

Hon.  Paul  M.  Warburg, 

Federal  Reserve  Board,  Washington,  D.  C. 

(No  initials  or  signature  on  copy.) 

[Telegram.] 

Washington,  D.  C,  March  It,  1918, 
Jay,  Chairman  Federal  Reserve  Bank,  New  York,  N,  Y, 

Board  is  anxious  to  have  you  watch  situation  in  your  district  with  respect  to  com 
petition  for  deposits  through  advancing  interest  rates  with  view  of  getting  bank 
contemplating  advances  to  defer  action  and  of  inducing  those  who  are  paying  m(» 
than  normal  rates  to  reduce  them.  Board  feels  that  Government  financuig  shook 
have  right  of  way  and  that  reserve  strength  of  banks  would  be  increaseci  by  ea 
coura^g  the  public  to  invest  in  Treasury  certificates  of  indebtedness  and  Lioert; 
bond  issues  rather  than  by  banks  competing  for  these  funds  and  thus  neceasitati« 
heavy  investment  in  these  securities  for  their  own  account.  Wide  distribution^ 
Government  issues  is  most  important.  Deposits  throughout  the  country  shp^H 
eral  tendency  to  fhcrease  in  volume  and  there  seems  to  oe  no  good  reason  to  incr^ 
rates  of  interest  paid  for  them  thus  adding  to  cost  of  money.  Transfer  of  balancd 
from  one  bank  to  another  does  not  add  anything  to  strength  of  banking  pomtioii^ 
a  whole.  Board  urges  that  broad  national  view  be  taken  of  this  question.  In  viff 
of  approaching  Liberty  bond  campaign  sharp  nation-wide  contest  between  banl 
for  deposits  would  be  particularly  unfortunate.  New  York  Clearing  Hbuse  yesterda 
unanimously  adopted  this  resolution: 

'^  Resolved^  That  this  association  wishes  to  record  that  any  general  campai^  ft 
deposits  at  increasing  and  competitive  rates  of  interest  inasmuch  as  such  action  i 
disturbing  throughout  the  Nation  and  does  not  add  to  the  collective  strength  ( 
banking  resources  is  at  this  tune  improper  and  should  not  be  undertaken  by  ao 
institution." 

It  is  expected  that  New  York  Clearing  House  will  reach  definite  agreement  withi 
next  10  dajTB  or  2  weeks.  In  meanwhile  interior  banks  are  advised  against  hast 
and  ill-considered  action.  Please  bring  this  telegram  to  attention  of  bcu:iks  in  ym 
district  with  view  of  ascertaining  their  views  and  of  enlisting  their  cooperatioD. 

Harpino. 


March  18,  1918. 

Mr.  a.  :  I  am  sending  you  herewith  copy  of  a  letter  Gov.  Harding  is  mailing  yd 
to-day  which  his  secretary  has  just  dictated  over  the  telephone  to  one  of  our  6t« 
ographers. 

In  accordance  with  our  conversation  yesterday  afternoon,  I  transmitted  to  hi 
secretary  this  morning  the  suggestions  for  his  letter  which  we  agreed  upon,  and  inclo^ 
copy  herewith.    He  has  not,  nowever,  used  very  many  of  them. 
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[  have  had  to  be  away  from  the  office  most  of  the  morning,  but  understani  from 
the  secretary  that  you  had  a  conversation  with  Gov.  Harding  on  the  t^ephone,  so 
that  you  and  he  are  undoubtedly  up  to  date  in  the  matter. 
Very  truly,  yours, 

Pierre  Jay,  Federal  Reserve  Agent 


March  18, 1918. 

Mt  Dear  Mr.  Frew:  I  acknowledge  receipt  of  your  letter  of  the  15th  instant, 
inclosing  copy  of  the  proposed  amendment  uf  tke  constitution  of  the  New  York 
Clearing  House,  which,  I  understand,  has  been  agreed  upon  by  the  clearing-house 
committee  and  by  the  committee  of  trust  companies,  including  £o1h  members  of  the 
clearing  house  and  those  not  members. 

The  proposed  amendment  to  your  by-laws  has  been  considered  by  the  Federal 
Reserve  Board,  and  while  the  board  regrets  that  it  has  not  proved  practicable  to 
reach  an  agreement  providing  for  an  interest  schedule  basea  on  a  maximum  of  2 
per  cent  for  bank  balances,  it  appreciates  the  difficulties  in  the  way  of  reaching  such 
an  agreement. 

The  board  understands  that  no  bank  or  trust  company  will  be  obliged  to  increase 
any  lower  existing  rate,  but  that  the  rates  proposed  are  maximum  rates  to  which  level 
any  higher  rate  now  obtaining  must  be  reduced,  and  it  is  gratified  to  know  that  the 
plan  proposed  will,  if  adopted,  materially  reduce  the  average  rates  of  interest  now  being 
paid  oy  banks  and  trust  companies  on  the  various  classes  of  accounts,  namely,  bank 
oalancee,  open  accounts  and  certificates  of  deposits  payable  on  demand,  and  current 
deposits  and  certificates. 

The  schedule,  therefore,  is  a  revision  downward  instead  of  upward,  and  while  the 
board  fear^that  unless  thoroughly  explained  and  understood  its  adoption  may  result 
in  an  advance  of  rates  by  some  of  the  interior  banks,  it  feels  that  a  distinct  gain  has 
been  made  in  the  promotion  of  a  spirit  of  harmony  and  unanimity  among  uie  New 
York  City  institutions,  which  ought  to  be  instrumental  in  preventing  any  runaway 
competition  throughout  the  country,  which  the  board  will  use  every  euort  to  forestall. 

In  view  of  all  tne  circiunstances,  therefore,  the  board  will  make  no  objection  to 
the  revised  plan  proposed,  and  it  sincerely  hopes  that  your  committee's  view  of  the 
result  will  prove  correct. 

I  wish  on  behalf  of  the  board  to  thank  you  and  the  other  members  of  vour  committee 
for  your  consideration  and  imremitting  efforts  to  bring  about  a  satisiactory  solution 
of  this  exceedingly  difficult  problem  and  to  express  sincere  appreciation  of  the  spirit 
of  cooperation,  concession,  and  conciliation  which  has  been  manifested  by  your 
banks  and  trust  companies.  * 

'  Very  truly,  yours, 

Benj.  Strong,  Governor, 

Walter  E.  Frew.  Esq., 

Chairman  New  York  Charing  House  Committee, 

New  York,  N.  Y, 


March  19, 1918. 
Dbar  Gov.  Harding:  I  am  inclosing  a  copy  of  the  letter  which  the  New  York 
clearing  house  committee  sent  out  late  yesterday  afternoon  to  all  of  the  members, 
which  gives  their  remarks  upon  tb.e  proposed  amendment  to  the  constitution  of  the 
New  York  Clearing  House  Association. 

At  the  meeting  tnis  afternoon,  as  I  reported  to  you  over  the  telephone,  the  amend- 
ment to  the  constitution  was  adopted  with  only  three  dissenting  votes    ♦    ♦    *. 
Very  truly  yours, 

Pierre  Jay,  Chairmxin. 
Hon.  W.  P.  G.  Harding, 

Oovemor  Federal  Reserve  Board,  Washington,  D,  C. 


New  York  Clearing  House, 

New  York,  March  18, 1918. 
Dear  Sir:  For  your  information ^  the  clearing  house  committee  desires  to  advise  vou 
that  the  committee  and  a  committee  representing  the  trust  companies  ha\e  had 
several  conferences  on  the  proposed  amendment  to  the  New  York  Clearing  House 
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Oonstitutdon,  i^ich  is  intended  to  establiah  the  maximum  rate  which  the  memben 
and  nonmembers  of  the  association  will  be  allowed  to  pay  on  various  classes  of  de- 
posits, if  the  amendment  is  adopted  by  the  association. 

The  reault  of  these  conferences,  the  committee  is  pleased  to  state,  has  brought  about 
a  better  understanding  of  the  situation,  and  amendments  have  been  agreed  upoo 
which  will  be  offered  at  the  meeting  of  the  association  to  be  held  on  Tuesday,  the 
19th  instant,  as  amendments  to  the  amendment  now  before  the  association  which,  if 
adopted,  will  make  Article  XI  read  as  follows: 

"Abtiolx  XI. 

"INTBRBST  OH  DBPOSITS. 

"Sec.  1.  No  member  of  this  association,  or  bank  or  trust  company  or  others  cleaiing 
throiig^  any  member,  shall  agree  to  pay,  or  shall  pay,  directly  or  indirectly  on  any 
credit  balance  payable  on  demand  or  within  30  days,  or  certificate  of  deposit  so  pay- 
able, by  its  t^rms,  issued  to  or  for  the  account  of  any  bank  (other  than  a  mutual  sav- 
ings bank  located  in  the  second  Federal  reserve  district),  trust  company  or  other 
institution  conducting  a  banldnK  business,  or  private  banker  or  bankers,  located  b 
the  United  States  or  Dominion  of  Canada,  interest  at  a  rate  in  excess  of  1  per  cent  per 
annum  when  the  then  90-day  discount  rate  for  commercial  paper  at  the  Federal 
reserve  bank  of  New  York  is  2  per  cent  or  less,  and  an  additional  one-fourth  of  1  per 
cent  for  every  one-half  of  1  per  cent  that  such  discount  rate  of  the  Federal  reserve 
bank  shall  exceed  2  per  cent,  except  that  the  maximum  rate  paid  or  agreed  to  be 
paid  on  any  such  credit  balance  or  certificate  of  deposit  shall  not  in  any  case  be  higher 
than  3  per  cent  per  annum;  nor  shall  any  member,  or  nonmember  clearing  through  a 
member,  pay  or  agree  to  pay  on  any  like  credit  balance  of,  or  like  certificate  of  deposit 
issued  to,  any  mutual  savings  bank  located  in  the  Second  Federal  Reserve  District 
or  any  person,  persons,  copartnership,  corporation,  or  association,  other  than  those 
specified  and  included  above,  interest  at  a  hi^er  rate  than  3  per  cent  per  annum; 
nor  on  any  time  deposit,  or  certificate  of  deposit  payable  by  its  terms  later  than  30 
days  from  the  date  thereof,  at  a  higjier  rate  than  3^  per  cent  per  annum.  The 
foregoing  provisions  are  not  intended  to  apply  to  the  account  of,  or  any  certifi- 
cate of  deposit  issued  to,  any  person  or  persons  residing  and  transacting  business  in 
any  foreign  country  other  than  the  Dominion  of  Canada,  or  to  any  corporation,  asso- 
ciation or  copartnership  organized  and  located  therein,  nor  to  affect  such  interest 
rates  as  are  or  may  be  fixed  or  regulated  by  law. 

' '  The  clearing  house  committee  upon  ascertaining  to  the  satisfaction  of  a  majority 
of  its  members  that  a  member  or  nonmember  clearmg  through  a  member,  has  vio- 
lated the  provisions  of  this  section  shall  report  their  findings  to  the  association  and 
if  approved  by  a  majority  vote  of  all  the  members  of  the  association  the  offending 
memoer  or  nonmember  shall  be  fined  $5,000.  On  the  second  offense  the  member, 
or  such  nonmember,  shall  be  subject  to  expulsion  from  the  clearing-house  association, 
and  the  committee  will  proceed  to  act  as  the  constitution  provides  for  the  expulsion 
of  a  member." 

The  committee  desires  to  call  attention  particularly  to  the  fact  ihskt  the  amendiment 
regulating  rates  of  interest  on  deposits  states  only  the  maximum  rates  members  and 
nonmembers  are  allowed  to  pay,  and  does  not  compel  them  to  pay  the  maximum  rates; 
but  on  the  contrary  allows  entire  freedom  of  action  provided  the  maximum  rates  are 
not  exceeded.  The  proposed  amended  article  complies  with  the  su^estion  of  the 
Federal  Reserve  Board  that  the  interest  rates  allowed  should  be  basea  upon  the  dis- 
count rates  fixed  by  the  Federal  reserve  bank  and  further  complies  with  their  expressed 
views  of  the  two  objects  of  the  Federal  Reserve  Board :  First,  to  bring  about  a  cessation 
of  competitive  bidding  for  deposits;  and,  second,  to  reduce  to  a  conservative  level 
interest  rates  which,  under  prevailing  conditions,  have  been,  in  it»  opinion,  unduly 
advanced. 

The  conamittee  believes  that  the  proposed  amendment  will  accomplish  these  results 
and  tend  to  reduce  competition  witn  tne  Government  in  financing  the  war. 

The  committee  sends  you  the  above  copy  of  the  new  Article  Xf,  as  it  will  be  read  if 
these  proposed  amendments  are  adopted,  for  your  careful  consideration,  so  that  you 
may  be  prepared  to  express  your  position  at  the  meeting  to  be  held  March  19. 

By  order: 

Waltek  E.  'Frew, 
Chairman  Clearing  House  CommitUe, 
William  J.  Gilpin, 

Mariager. 
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Federal  Reserve  Board, 
Washington,  March  tO,  1918. 
Dear  Mr.  Jay:  I  have  3rour  letter  of  the  19th  inBtant  incloeisg  copy  of  the  letter 
of  the  clearing  house  cominittee  dated  March  18,  addressed  to  all  member  banks,  ex- 
plaining the  amendment  to  the  rules  of  the  clearing  house  which  was  adopted  at  the 
meeting  on  yesterday. 
Thanidng  you,  I  am, 
Very  truly,  yours, 

W.  P.  G.  Hardimo,  Governor, 
Mr.  Pierre  Jay, 

Chairman  Federal  Reserve  Bank,  New  Tori. 

March  26, 1918. 
Dear  Gov.  Harding:  With  this  I  am  inclosing  preliminary  report  of  an  inquiry  in 
regard  to  interest  rates  which  has  been  made  in  tnis  district  by  a  committee  of  the 
New  York  State  Bankers  Association.  Now  that  the  situation  in  New  York  has  been 
dealt  with,  I  believe  it  would  be  a  {^ood  plan  to  agitate  for  a  reform  of  method  in  the 
practice  of  paying  interest  on  deposit  accounts  throughout  the  entire  district. 

Would  you  De  good  enough  to  write  me  an  expression  of  your  views,  returning  with 
it  this  report,  which  is  the  only  copy  I  now  have. 
Very  truly,  yours, 

Benj.  Strong,  Governor. 
W.  P.  G.  Harding, 

Governor  Federal  Reserve  Boardy  Washington ,  D.  C. 


To  the  bank  addressed: 

At  a  meeting  of  the  executive  committee  of  the  New  York  State  Bankers  Associa- 
tion, held  July  25, 1917,  a  committee  to  consider  the  matter  of  interest  rates  on  deposits 
was  appointed  by  President  John  H.  Gregory  as  follows:  S.  H.  Beach,  chairman, 
president  Rome  Savings  Bank;  E.  C.  McDougal,  president  Bank  of  Buffalo;  S.  G.  H. 
Turner,  president  Second  National  Bank  of  Elmira:  McNaughton  Miller,  secretary 
and  treasurer  Union  Trust  Co.,  Albany;  G.  T.  Townsend,  president  Merchants  National 
Bank,  Middletown;  C.  0.  Ireland;  cashier  Bank  of  Amityyille;  G.  J.  Keyes,  vice 
president  Fidelity  Trust  Co.,  Rochester;  John  McHugh,  vice  president  Mechanics 
and  Metals  National  Bank,  New  York  City. 

The  above-named  committee  and  President  Gregory  met  in  Syracuse  on  September 
5  and  after  a  full  discussion  of  the  matter  it  was  decided  that  before  the  subject  could 
be  intelligently  considered  it  would  be  necessary  to  have  at  hand  statistics  showing 
just  what  rates  of  interest  are  now  being  paid  by  each  bank  in  the  State;  and  from  the 
replies  to  the  Question  cards  sent  out  to  all  the  banks  in  the  State  the  desired  statistics 
have  been  gatnered  and  compiled  as  follows: 

BECAPrrULATION  OF  INTEREST  RATES   NOW  PAID     TO  DEPOSFTORS,   AS   SHOWN  BT  THE 
INQUIRY  CARDS  SENT  OUT  BY  THE  COMMITTEE   ON   INTEREST  RATES. 

Group  I  contains — 

46  National  banks  of  which  46  have  reported. 
60  State  banks  of  which  55  have  reported. 

15  Trust  companies  of  which  15  have  reported. 

6  Savings  banks  of  which  6  have  reported. 
Group  II  contains — 

30  National  banks  of  which  27  have  reported. 
27  State  banks  of  which  25  have  reported. 

7  Trust  companies  of  which  7  have  reported. 
6  Savings  banks  of  which  6  have  reported. 

Group  III  contains— 

32  National  banks  of  which  30  have  reported. 

16  State  banks  of  which  16  have  reported. 

4  Trust  companies  of  which  4  have  reported. 
4  Savings  banks  of  which  4  have  reported. 
Group  IV^  contains — 

108  national  banks  of  which  95  have  reported. 
17  State  banks  of  which  15  have  reported. 
11  trust  companies  of  which  11  have  reported. 
16  savings  banks  of  which  16  have  reported. 
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Group  V  containa — 

103  national  banks  of  which  88  have  reported. 
15  State  bauks  of  which  15  have  reported. 

11  trust  companies  of  which  11  have  reported. 
14  savings  banks  of  which  14  have  reported. 

Group  VI  contains — 

88  national  banks  of  which  62  have  reported. 
9  State  banks  of  which  6  have  reported. 

12  trust  companies  of  which  7  have  reported. 
31  savings  banks  of  which  31  have  reported. 

Group  VII  contains — 

37  national  banks  of  which  33  have  rep<5rted. 
35  State  banks  of  which  32  have  reported. 
14  trust  companies  of  which  12  have  reported. 
31  savings  banks  of  which  31  have  reported. 
Total  number  of  banks,  805;  total  nun^ber  reporting,  720. 

The  statistics  of  Group  VIII  are  not  included  because,  beinjg  located  in  the  borou^ 
of  Manhattan  and  Riclunond  where  conditions  materialty  dmer  from  thoee  affectmg 
the  other  bcuxks  of  the  State,  the  response  to  the  inquiry  from  this  group  was  not 
sufficiently  general  to  make  the  figures  of  value. 

The  720  banks  which  reported  pay  maximum  rates  of  interest  on  time  depoedts  as 
foUows: 

Interest  on  time  depoiiU, 
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Above  statistics  (in  which  none  of  the  banks  in  Group  VIII  are  included)  show 
that  of  the  720  banks  which  reported,  44  per  cent  are  paying  4  per  cent  on  time 
deposits  and  56  per  cent  are  paying  less  than  4  per  cent.  The  exact  figures  follow: 
2  banks  pay  4^  per  cent;  316  banks  pay  4  per  cent;  2  banks  pay  3}  per  cent;  116  banks 
pay  3i  per  cent;  208  banks  pay  3  per  cent;  2  banks  pay  2}  per  cent;  10  banks  psky  2  per 
cent;  64  banks  pay  no  interest. 
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The  maximum  rate  paid  by  the  three  classes  of  commercial  banks  on  checking 
accounts  are  reported  as  follows: 

Interest  rates  paid  on  checking  accounts. 
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Above  statistics  (in  which  none  of  the  banks  in  Group  VIII  are  included)  i^ow 
int^^t  paid  on  checking  accounts  by  612  commercial  banks  and  trust  companies 
as  follows:  Thirty  pay  4  per  cent;  23  pay  ^  per  cent;  108  pay  3  per  cent;  70  pay  2  per 
cent;  2  pay  1  per  cent;  379  pay  no  interest. 

Of  the  379  banks  which  report  no  interest  paid  on  checking  accounts,  333  make  no 
exceptions;  while  46  report  that  they  pay  from  IJ  per  cent  to  ^  per  cent  on  public 
fandfl  only. 

Of  the  233  banks  which  report  interest  paid  on  checking  accounts,  169  require 
minimum  balances  ranging  all  the  way  from  $1  to  $25,000,  and  81  of  them  pay  interest 
on  a  ''few  inactive  accounts  only."  The  minimum  balances  required  are  as  follows: 
Six  banks  req[uire  $1;  19  banks  require  $5;  1  bank  requires  $10;  1  bank  reauires  $25; 
6  banks  require  $50;  9  banks  require  $100;  1  bank  requires  $150;  13  banks  require 
1200;  4  banks  require  $250;  3  banks  require  $300;  1  bank  requires  $400;  41  banks 
require  $500;  45  banks  require  $1,000;  1  bank  requires  $1,500;  2  banks  require  $2,000; 
1  bank  requires  $2,500;  10  banks  require  $5,000;  4  banks  require  $10,000;  1  bank 
requires  $25,000. 

Of  the  233  commercial  banks  which  pay  interest  on  checking  accounts,  38  have 
special  rules  for  computing  interest;  89  credit  interest  on  daily  balances;  49  credit 
int^^st  on  monthly  balances;  45  credit  interest  on  quarterly  balances;  12  credit 
interest  on  semiannual  balances. 

Of  the  49  which  credit  interest  monthly,  26  compute  the  interest  on  minimum 
monthly  balances;  24  compute  the  interest  on  average  balances.  Of  the  45  which 
credit  interest  quarterly,  27  compute  the  interest  on  minimum  quarterly  balances; 
18  compute  the  interest  on  average  balances.  Of  the  12  which  credit  interest  semi- 
annually, 7  compute  the  interest  on  average  balance;  5  compute  the  interest  on 
mitiiTniiTin  balance. 

One  of  the  national  banks,  which  has  "special  rules"  for  paying  interest,  advertises 
in  the  press  of  its  own  and  contiguous  counties  as  follows: 

"compound-interest  department. 

"Deposits  made  before  the  16th  of  any  month  draw  4  per  cent  interest  from  the 
first  day  of  that  month,  compounded  quarterly. 

"A  larger  return  on  your  money  than  offered  by  most  banks  because  of  the  date 
from  which  we  allow  interest  and  the  compounding  every  three  months. 

"We  place  no  limit  on  the  amoimt  of  your  deposit." 
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Tlie  foregoing  statistics  put  before  us  for  the  first  time  a  complete  knowledge  of  the 
rates  paid  and  methods  bv  which  interest  to  depositors  is  computed  by  a  very  lai^ 
percentage  of  all  classes  of  banks  doing  business  in  the  State  of  New  York. 

The  two  most  striking  features  of  tne  tabulation  are  the  wide  discrepancy  in  the 
rates  of  interest  paid  both  on  time  and  checking  accounts  and  the  lack  of  coordinatkm 
in  business  methods  of  banks  operating  in  practically  the  same  field. 

The  gathering  of  this  information  is  particularly  valuable  at  this  time,  because  the 
marked  depreciation  in  the  value  of  all  classes  of  securities  has  rendered  it  exceedii^y 
difficult  for  some  banks  to  earn  a  reasonable  dividend  for  their  stockholders  arto- 
paying  to  depositors  the  prevailing  rates  of  interest  which  have  no  doubt  been  brotig^t 
to  the  present  high  level  through  competition  for  deposits. 

The  offering  of  an  increased  rate  by  some  one  bank  in  a  community  forces  its  OHn- 
peting  neighbors  to  a  like  increase,  regardless  of  whether  or  not  such  increase  is  in 
every  case  warranted,  and  the  inevitable  result,  if  no  remedial  steps  are  taken,  wHl 
be  in  many  communities  to  put  banking  as  a  business  upon  an  unprofitable  basis. 

That  the  payment  of  the  maximum  rate  now  prevailing  is  not  necessai^  to  the  am- 
ducting  of  a  successful  banking  business  is  fully  evidenced  by  the  forgoing  statisticB, 
which  show  that  the  banks  paying  the  maximum  rate  of  4  per  cent  are  actually  in 
the  minority. 

It  is  the  judgment  of  the  members  of  the  committee  that  before  rendering  a  fintl 
report  the  foregoing  tabulated  figures  should  be  mailed  to  sdl  the  banks  and  trust 
companies  in  the  State,  in  order  that  any  ideas  or  suggestions  which  may  occur  to  any 
of  their  officers  may  be  communicated  to  the  committee  for  consideration. 

All  communications  will  be  held  strictly  conn dential,  and  if  sent  to  any  of  the  under- 
signed will  be  accorded  full  discussion  and  consideration  at  the  next  meeting  of  the 
committee. 

S.  H.  Beach, 
E.  C.  McDouGAL, 
S.  G.  H.  Turner, 
McNauohton  Muxbr, 

G.  T.  TOWNSBND, 

C.  O.  Ireland, 
G.  J.  Kbyes, 
John  McHuoh, 
CommiUee  on  Interest  Rates  Paid  to  Depositon. 

Federal  Beserve  Board, 
Ofpicb  op  the  Governor, 
Washington,  March  f7,  J918. 

Dear  Gov.  Strong:  I  have  received  your  letter  of  the  26th  instant  inclosing  pre* 
liminary  report  regarding  interest  rates  paid  by  banks  in  the  State  of  New  York.  It 
seems  to  me  that  many  of  the  banks  are  paying  excessive  rates  for  deposits,  and  I  agree 
with  you  that  a  determined  and  systematic  effort  should  be  made  throughout  the 
entire  country  to  reform  the  pernicious  practice  of  paying  excessive  interest  on  depositp. 

I  have  already  taken  the  matter  up  with  11  Federal  reserve  bsmks,  and  if  you 
will  kindly  let  me  have  an  outline  of  the  methods  which  you  propose  to  adopt  in  your 
own  district,  I  will  write  the  other  Federal  reserve  banks  again,  making  a  more  definite 
suggestion  as  to  methods  of  procedure  than  I  have  hitherto  done.  Our  situation  h^e 
is  complicated  somewhat  because  members  of  the  board  are  not  unanimous  as  to  the 
merits  of  the  plan  adopted  by  the  New  York  clearing  house.  Some  of  them  feel  that 
it  is  unfortunate  that  the  differential  should  be  as  against  the  90-day  rate  instead  of  the 
15-day  rate,  and  call  attention  to  the  fact  that  in  three  of  the  districts  including 
Chicago,  the  90-day  rate  is  already  5  per  cent,  so  that  the  adoption  of  the  New  York 
plan  by  the  Chicago  clearing  house  would  mean  a  2}  per  cent  rate,  an  increase  of  one- 
half  per  cent.  Umess  the  9d-da}  rate  in  New  York  should  be  raised  to  5  per  cent,  this 
might  mean  a  fiow  of  bank  balances  out  of  New  YorK  into  Chicago,  so  it  is  eviaent  that 
there  is  a  new  factor  to  be  considered  in  fixing  rates,  and  some  members  of  the  board 
regard  this  as  unfortunate.  In  this  connection,  I  would  invite  your  attention  to  a 
memorandum  which  was  submitted  to  the  board  this  morning  by  Mr.  Warburg.  I 
would  very  much  appreciate  an  expression  of  vour  views  regarding  it. 

From  my  understanding  of  the  situation  in  ^ew  York,  I  hardly  mink  that  the  trust 
companies  and  some  of  the  banks  could  be  induced  to  agree  that  the  Federal  reserve 
bank  rate  on  90-ciay  paper  should  be  in  excees  of  5  per  cent,  before  a  2}  per  cent  rate 
should  go  into  effect  on  bank  balances.  I  am  afraid,  if  the  matter  is  reopened,  that 
it  mij^ht  result  in  the  abrogation  of  the  present  agreemant,  without  reacning  a  new 
working  basis.  But  you,  of  course,  are  in  a  much  better  position  to  judge  this  than 
I  am. 
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You  will  note  that  Mr.  Warbuiig  fftvors  increasine  the  90-day  rate  to  5  per  cent.  It 
was  BUflseBted  this  morning  that  J  send  a  copy  of  Mr.  Warburg's  memorandum  to  all 
Fedendreserve  banks,  but  I  am  not  doing  so  as  I  think  it  would  be  better  to  reach  a 
definite  agreement  as  to  the  New  York  rates  before  discussing  changes  with  the 
interior  banks. 

Very  truly,  yours, 

W.  P.  G.  Harding. 
Mr.  Benjamin  Strong, 

Governor  Federal  Ruerve  Banky  New  York, 


Washington,  March  f  7,  1918. 
Memorandum  for  the. board: 

It  will  be  necessary  for  the  board  to  devise  some  definite  policy  with  respect  to  the 
discount  rates  to  be  established  by  all  Federal  reserve  banks  as  soon  as  itie  bond  bill 
and  the  War  Finance  Corporation  bill  become  law.  I  believe  that  an  agreement  has 
practically  been  reached  amongst  ourselves  as  to  the  policy  to  be  adopted,  but  it  is 
necessary  to  definitely  outline  it  and  to  advise  the  Federal  reserve  banks,  wnich  have 
exp^ressed  unanimous  desire  to  have  some  of  these  rates  dealt  with  upon  a  uniform 
basis. 

I  am  writing  this  memorandum  in  order  to  bring  before  the  board  a  definite  propo- 
sition for  the  purpose  of  discussion  and  conclusions. 

I.  It  is  suggested  that  the  15-day  Liberty  loan  rate  be  fixed  at  4  per  cent  as  soon  as 
the  war  finance  bills  become  law  and  provided  it  contains  the  clause  embodied  in 
the  House  bill  providing  for  the  elimination  of  the  2-cent  stamp  as  far  as  concerns 
paper  secured  by  Liberty  loan  bonds. 

il.  It  is  suggested  that  the  90-day  rate  for  Liberty  loan  paper  be  established  at 
4i  per  cent. 

In  this  coimection  we  might  discuss  the  question  whether  it  would  not  be  desirable 
to  establish  a  policy  to  the  effect  that,  without  committing  the  Federal  reserve  banks 
to  any  renewal  at  a  definite  rate,  it  is  the  plan  of  the  Federal  Reserve  Board  to  permit 
renewals  at  the  same  rate  of  4^  per  cent  in  cases  where  the  customer's  note,  or  an 
agreement  connected  therewith,  provides  that  at  least  15  per  cent  of  the  amount 
borrowed  will  be  paid  off  each  month.  If  we  take  it  that  our  loans  from  now  on  will 
be  issued  at  intervals  of  six  months,  this  would  provide  for  approximately  the  liqui- 
dation of  these  Liberty  loan  borrowings  between  loans.  Wherever  such  agreement 
does  not  exist,  a  higher  rate  may  become  applicable  later  on. 

I  am  throwing  this  out,  not  as  a  sufficiently  matured  plan,  but  simply  as  a  basis  for 
discussion.  There  is  no  doubt  that  with  the  Liberty  loan  rate  at  4J  per  cent  and 
bankers  acceptances  selling  between  4J  per  cent  to  4|  per  cent,  our  90-day  rate  for 
commercial  paper  of  ^  per  cent  is  too  low.  It  ought  to  be  advanced  to  5  per  cent, 
at  which  rate  it  stands  to-day  in  three  of  the  Federal  reserve  banks,  viz,  Boston. 
Chicago,  and  Minneapolis.  In  advancing  this  rate  to  5  per  cent,  which  would  still 
be  1  per  cent  below  the  rate  at  which  Uie  best  paper  sells  at  present  in  the  open 
market— 6  per  cent — ^we  meet  the  difficulty  that  this  advance  would  bring  about  an 
increase  in  the  interest  allowed  on  deposits  in  New  York  from  2 J  per  cent  to  24  per  cent. 
It  looks  to  me,  however,  that  a  second  effort  should  be  made  to  straighten  out  this 
situation  in  New  York  now  that  the  first  agreement  has  been  reached. 

This  would  be  comparatively  simple  if  the  clearing  house  would  amend  its  recently 
adopted  rule  to  the  effect  that  the  advance  of  interest  rates  on  deposits  shall  not 
follow  automatically  an  increase  of  the  90-day  commercial  paper  rate  of  the  Federal 
reserve  banks  but  that  in  each  case  there  shall  first  be  a  meeting  of  the  New  York 
clearing  house  which  shall  decide  whether  or  not  a  new  rate,  which  is  to  be  considered 
the  maximum  under  all  circumstances,  shall  go  into  effect.  This  meeting  could,  for 
the  time  being,  decide  that  the  2i  per  cent  rate  shall  go  into  effect  when  the  90-day 
commercial  paper  rate  of  the  Federal  reserve.bank  shall  be  in  excess  of  5  per  cent 
instead  of  providing,  as  now,  that  it  shall  go  into  effect  when  such  rate  touches  5 
per  cent.  It  will  probably  be  difficult  and  not  entirely  welcome  to  the  New  York 
banks  to  have  the  question  reopened  at  this  time,  but  1  believe  that,  in  view  of  the 
general  situation  and  bearing  in  mind  the  pressure  that  the  Secretary  of  the  Treasury 
can  bring  by  suggesting  that  he  will  increase  his  rates  on  Government  deposits  to 
24  per  cent  in  case  the  rates  of  the  banks  advance  to  that  figure,  reconsideration  may 
be  brought  about. 

III.  The  acceptance  rate  can  probably  remain  where  it  is  at  this  time. 

IV.  Trade  acceptances  will  adjust  themselves  automatically  in  accordance  with 
what  we  decide  to  be  the  policy  for  the  commercial  paper  rates. 
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We  have  so  far  followed  the  rule  that  the  trade  acceptance  should  be  one-htlf 
per  cent  lower  than  the  90-day  commercial  paper  rate.  Tiie  latter  being  4i  per  cent 
at  preeent,  the  trade  acceptance  is  4  per  cent  so  that  technically  it  is  below  the  bankeis* 
acceptance  rate,  which  is  an  anomaly  and  another  argument  for  the  increase  of  the 
90-daypaper  to  5  per  cent. 

V.  The  15-day  commercial  rate  and  the  6  months'  paper  rate  can  be  diacuaeed 
after  we  have  reached  a  conclusion  about  the  questions  above  outlined. 

VI.  I  believe  that  the  indications  of  what  we  should  do  with  interest  rates  are 
absolutely  clear  and  do  not  permit  of  any  doubt.  The  only  difficulty  that  we  meet 
is  that  of  the  deposit  situation.  My  own  feeling  is  that,  even  if  we  could  not  reach 
a  satisfactory  conclusion  as  to  the  deposit  situation,  the  rate  situation  will  have  to 
be  adjusted.    But  I  hope  that  the  deposit  situation  can  be  straightened  out. 

Respectfully  submitted. 

Paul  Warbueg. 


March  30»  1918. 

Dear  Gov.  Harding:  The  officers  have  discuflsed  yoiur  letter  of  March  27  to  Gov. 
Strong  on  the  subject  of  interest  rates  and  also  discount  rates,  and  in  his  absence 
to-day  I  am  writing  to  say  that  we  are  giving  consideration  to  the  question  of  how 
we  should  proceed  m  other  parts  of  this  district  outside  of  New  York  City  to  secure 
lower  interest  rates,  but  have  not  reached  any  definite  conclusions.  We  feel,  however, 
that  we  should  not  take  any  action  on  this  matter  until  after  the  Liberty  loan  cam- 
paign, as  it  IB  a  subject  likely  to  arouse  many  local  uiimosities,  and  it  is  of  vital  impor- 
tance to  the  success  of  the  campaign  that  there  should  be  harmonious  action  arnon^ 
the  banks  everywhere  in  the  district. 

We  feel,  however,  that  the  New  York  situation  can  be  effectively  met  by  our  estab- 
lishing a  rate  of  4f  per  cent  on  90-day  commercial  paper,  as  this  will  not  necessitate 
an  increase  of  the  2^  per  cent  maximum  rate  on  bank  balances  now  established  by 
the  New  York  clearmg  house  scale  and  becoming  effective  April  1.  We  should  not 
consider  it  practicable  to  reopen  the  rate  question  in  New  York  City  at  present.  The 
effect  of  the  present  schedule  is  very  considerable,  and  the  general  adoption  of  it 
even  by  banks  outside  of  the  clearinghouse  is  most  gratifying. 

We  are  carefully  considering  Mr.  Warburg's  memorandum  on  the  subject  of  dis- 
count rates  and  expect  to  report  to  you  definitely  the  views  of  the  officers  over  the 
telephone  on  Monday. 
Very  truly,  yours, 

Pierre  Jay,^  Chairman. 

Hon.  W.  P.  G.  Harding, 

Governor y  Federal  Reterve  Board,  Washirvgtxmj  D.  C- 


Mat  25, 1918. 
Dear  Judge  Eluott:  Complying  with  your  request,  and  as  arranged  over  the 
telephone,  I  take  pleasure  in  sending  you  herewith  inclosed  a  copy  of  an  opinion, 
dated  March  5, 1918,  rendered  by  Mr.  Charles  E.  Rushmore  to  Mr.  Frew  at  the  time 
the  amendment  to  the  constitution  of  the  New  York  clearing  house  relative  to  the 
fixing  of  a  rate  of  interest  on  deposits  was  passed. 

I  am  also  inclosing  a  copy  of  article  11  of  the  constitution  of  the  New  York  Clearing 
House  Aossociatin,  uie  amendment  in  question. 
Very  truly,  yours, 

Pierre  Jay,  Federal  Reserve  Agent. 
Judge  M.  C.  Elliott, 

CowMely  Federal  Reserve  Board,  Waahingtoriy  D.  C. 


remarks    of    HR.    WALTER    E.    FREW,    CHAIRMAN    CLEARING    HOUSE    COMMITTEE. 

[Delivered  at  meeting  of  the  Clearing  House  Association,  Mar.  4, 1918.] 

I  am  unanimously  instructed  by  the  clearing  house  committee  to  give  notice  of  an 
amendment  to  the  constitution  by  which  an  effort  will  be  made  to  end^  by  clearing 
house  agreement  and  control,  the  prevailing  competition  between  banks  in  tne  matter 
of  paying  interest  on  deposits.  At  a  time  when  we  are  called  upon  to  act  together 
in  the  matter  of  Government  loans,  it  is  considered  a  severe  bar  to  conccarted  action 
that  a  rivalry  should  exist  in  the  great  body  of  American  bankers  represented  by  thi? 
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association,  and  it  is  beJieved  there  is  serious  danger  that  bidding  for  deposit?  through 
competing  interest  rates  may  weaken  the  banking  structure  and  le^  to  injurious 
results.  "^  . 

It  would  be  manifestly  improper  for  me  at  this  time  to  enter  into  an  argument 
on  the  proposed  amendment,  but  I  ask  you  to  give  this  subject  your  very  earnest 
consideration.  Remember  we  are  in  very  momentous  times,  and  our  actions  should 
be  broad  and  patriotic.  It  may  be  that  the  fate  of  the  next  loan  will  depend  upon 
the  unit V  of  the  banks  on  the  amendm^it  which  we  propose  to  introduce.  The 
Federal  Reserve  Board  have  expressed  their  apprehension  on  the  situation,  and 
have  suggested  the  establishment  by  the  New  York  clearing  house  banks  of  maxi- 
mum interest  rates  on  deposits,  based  on  the  discount  rates  fixed  from  time  to  time 
bv  the  Federal  reserve  bank  of  New  York.  We  think  it  proper  that  the  position 
ot  the  Federal  reserve  bank  of  New  York  on  this  matter  should  also  be  known,  and 
we  beg  leave  to  read  the  letter  addressed  to  us  by  Gov.  Strong  of  the  bank. 

(Letter  of  Gov.  Strong,  of  Federal  reserve  bank,  Feb.  28,  1918.) 

As  there  have  arisen  questions  of  the  legality  of  these  regulations,  we  would  like  to 
state  that  similar  restrictions  have  been  adopted  by  and  are  in  operation  with  46 
clearing  houses  throughout  the  cbimtry. 

The  clearing  house  committee  submitted  this  question  to  its  counsel,  Mr.  Charles 
E.  Rushmore,  and  I  read  his  reply: 

RUSHMORE,   BlSBEE  &  StERN, 

New  York,  March  5, 1918. 
In  re  New  York  Clearing  House  Association — Interest  on  deposits. 

Dear  Sir:  At  your  request,  I  beg  to  supplement  my  letter  of  the  4th  instant, 
expressing  the  opinion  that  an  amendment  to  the  constitution  of  yoiu*  association, 
which  shall  provide  a  maximum  rate  of  interest  on  deposits  is  violative  of  no  law. 
The  only  question  that  has  been  raised,  as  I  imderstand,  is  as  to  whether  or  not  it 
could  be  held  to  offend  the  laws  against  combinations  in  restraint  of  competition. 
I  shall  address  myself  to  that  proposition. 

The  deposit  of  money  with  a  banking  institution  creates  the  relation  of  debtor 
and  creditor,  and  any  arrangements  between  the  parties  as  to  the  rate  of  interest 
to  be  paid  is  clearly  not  an  act  affecting  interstate  commerce  within  the  meaning  of 
the  Sherman  antitrust  law  (Hopkins  v.  United  States,  171  U-  S.,  578). 

The  Question,  therefore,  must  be  determined  in  respett  of  the  local  statute  law 
and  of  tne  common  law. 

That  the  prohibition  against  monopolies  and  restraints  of  trade,  contained  in  chapter 
690  of  the  Laws  of  1899  (New  York),  does  not  apply,  would  seem  to  require  no  dis- 
cussion.   The  act,  in  so  far  as  it  needs  to  be  considered,  reads  as  follows: 

"Section  1.  Every  contract,  agreement,  arrangement,  or  combination  whereby 
a  monopoly  in  the  manufacture,  production,  or  sale  in  this  State  of  any  article  or 
commodity  of  coinmon  use  is  or  may  be  created,  established,  or  maintained;  or 
whereby  competition  in  this  State  in  the  supply  or  price  of  any  such  article  or  com- 
modity is  or  may  be  restrained  or  prevented,  or  whereby  for  the  purpose  of  creating, 
estabhshing,  or  maintaining  a  monopoly  within  this  State  of  the  manufacture,  pro- 
duction, or  sale  of  any  such  article  or  commodity,  the  free  pursuit  in  this  State  of  any 
lawful  business,  trade,  or  occupation  is  or  may  be  restricted  or  prevented,  is  hereby 
declared  to  be  against  public  policv,  illegal,  and  void. " 

It  is  obvious  that  neither  credits,  nor  money  itself,  are  articles  or  commodities 
manufactured,  produced,  or  sold  witnin  the  meaning  of  the  act.  While  money  may 
in  some  instances  be  regarded  as  an  article  or  a  commodity,  it  is  but  a  medium  of 
exchange,  and  its  manufacture  or  production  is  confined  to  the  Government  itself. 
The  act  was  desiened  to  relate  only  to  such  articles  or  commodities  as  are  themselves 
used  or  consumed  in  the  maintenance  of  life  (Matter  of  Jackson,  57  Misc.,  1;  Opinions 
of  the  Attorney  General,  1904,  p.  534;  Senate  Journal  of  1897,  Jan.  15,  p.  43;  Jan. 
20,  pp.  67-69;  Resolution,  Jan.  5,  p.  50;  Laws  of  1893,  chap.  716;  Laws  of  1896, 
chap.  267;  In  re  Welch,  29  Fed.  Cas.,  605). 

TTiat  money  was  not  contemplated  as  coming  within  the  provisions  of  this  act  is 
further  evidenced  if  evidence  were  needed,  by  the  provisions  of  the  stock  corporation 
law  (par.  14),  reading  as  follows: 

"Sec.  14.  Combinations  prohibited:  No  domestic  stock  corporation  and  no  foreign 
corporation  doing  business  in  this  state  shall  combine  with  any  other  corporation  or 
person  for  the  creation  of  a  monopoly  or  the  unlawful  restraint  of  trade  or  for  the  pre- 
vention of  competition  in  any  necessary  of  life." 

This  is  but  another  form  of  expressing  the  antimonopoly.  act,  in  so  far  as  it  relates 
directly  to  corporations,  but,  by  an  earher  section  of  the  stock  corporation  law  (par. 
5),  it  itf  declared  that  this  paragraph  "shall  not  apply  to  moneyed  corporations." 

It  is  provided  in  paragraph  5b0  of  the  penal  law  that — 

'*If  two  or  more  persons  conspire    ♦    *    * 
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*'6.  To  commit  anv  act  injurious  to  the  public  health,  to  publiV  tnomUr  or  to  tokfe 
or  commerce,  or  for  the  perversion  or  obstruction  of  justice,  or  of  the  dueadminiatrtti^n 
of  the  laws — 
"Each  of  them  is  guilty  of  a  mif demeanor/' 

In  order  to  come  within  the  condemnation  of  this  statute,  it  would  be  necessar)'  to 
hold  that  your  proposed  restriction  would  be  an  act  ''injurious  *  *  *  to  trade 
or  commerce." 

It  may  be  said  that  all  statute  laws  bearing  upon  the  subject,  and  the  common  law. 
are  aimed  against  the  creation  and  maintenace  of  monopoly  and  such  restrunt  ol 
individual  freedom  in  trade  as  are  unreasonable  and  tend  to  tlie  injury  of  the  public, 
as  well  as  of  the  individual.  An  agreement  in  partial  restraint  of  trade  has  in^'»ritbly 
been  upheld  where  it  has  been  **such  only  as  to  afford  a  fair  protection  to  the  intereste 
of  the  party  in  favor  of  whom  it  is  given,  and  not  so  laige  as  to  interfere  with  the 
interests  of  the  public."  (Nordenfeldt  v.  Maxim-Nordenfeldt  Co.  (1894),  App.  Cts.. 
535,  567:  Oregon  Steam  Navigation  Co.  v.  Windsor,  20  Wall.,  64,  66.^  The  evil  of 
monopoly,  that  has  been  and  is  sought  to  be  overcome  bv  the  law,  is  the  conseqneat 
enhancement  of  prices  (Standard  Oil  Co.  r.  United  States,  221  U.  S.,  1,  54.  56-57.> 
It  was  said  in  People  r.  North  River  Sugar  Refining  jCo.,  XXII  Abbott's  N.  C,  at 
page  207:  "Any  combination,  the  tendency  of  which  is  to  prevent  competition  in  its 
broad  and  general  sense  and  to  control,  and  thus  at  will  enhance  priees,  to  the  detriment 
of  the  public,  is  a  legal  monopoly."  A  monopoly  in  commercial  law  "is  the  abuse  o^ 
'free  commerce,  by  which  one  or  more  individuals  have  procuired  the  advantage  of 
flelling  alone  or  exclusively  all  of  a  particular  kind  of  merdiandise  or  commodity  to 
the  detriment  of  the  public."     (In  re  Greene.  52  Fed.,  104,  115,  116.) 

Applying  the  tests  as  above  set  forth  to  the  proposed  actioB  on  the  part  of  the  clearing 
house,  it  is  manifest  that  it  does  not  fall  witnin  the  condemnatioD  of  the  law,  as  not 
only  is  its  purpose,  but  the  resultant  will  be,  not  to  restrain  trade,  but  to  promote  it, 
not  to  create  a  monopoly,  but  to  avoid  it.  Bidding  for  money  by  offering  advanced 
interest  rates  to  depositors  must,  if  carried  far  enough,  tena  to  the  wiSidrawal  of 
funds  from  smaller,  though  entirely  solvent,  institutions,  into  tiie  amtrol  of  the 
more  powerful  institutions,  which  by  reason  of  the  greater  volume  of  business  done 
by  them  can  afford  to  make  smaller  profits.  The  tendency  of  such  a  course  is  toward 
that  which  the  law  condemns,  even  though  it  could  not  readi  the  deeree  of  creating 
a  monopoly.  It  seems  needless  to  suggest  the  possible  evils  that  woiud  flow,  if  such 
bidding  process  were  unchecked,  from  the  sudden  or  protracted  drain  upon  the 
resources  of  the  smaller  banks,  and  from  the  inevitable  effect  upon  interest  ratee  to 
borrowers  and  upon  the  market  fop  securities.  On  the  other  hand,  the  fixing  of  a 
maximum  rate  to  depositors  at  a  reasonable  point  below  the  discount  rate  of  the 
Federal  reserve  bank  leaves  a  range  for  individual  freedom  of  action  below  that 
maximum,  and  would  tend  to  stabilize  the  money  market  and  |Nx>vide  against  such 
a  weakening  of  the  banking  structure  as  above  referred  to.  Its  object  is,  and  its  effect 
woidd  be,  not  to  enhance,  but  to  prevent  the  undue  enhanc»nent  of,  prices  for  monev, 
and,  hence,  it  not  only  could  not  operate  to  the  detriment  of  the  public  but  would 
be  a  positive  benefit  to  trade  and  commerce.  There  is  contemplate  no  interference 
with  the  broadest  use  of  his  money  by  the  depositor.  The  investment  markets  of 
the  world  will  always  be  open  to  him. 

I  might  add,  although  it  lends  no  weight  to  the  position  taken  above,  that  the 
clearing  house  is  a  voluntary  association  having  for  one  of  its  purposes  *^the  mainte- 
nance of  conservative  banking  through  wise  and  intelligent  cooperation."  While 
the  advantages  of  membership  are  of  the  greatest  importance,  nevertheless,  member- 
ship is  not  an  absolute  essential  to  the  conduct  of  the  banking  business  by  any  duly 
authorized  institution.  Your  constitution  does  not  act  upon  or  bind  thoise  who  are 
not  members  or  who  do  not  clear  through  members. 

The  questions  under  consideration  were  discussed  in  the  opinion  (unpublished)  of 
Judge  Everett  Smith  in  Peoples  Savings  Bank  r.  First  National  Bank  et  al.,  in  the 
Superior  Court  of  the  State  of  Washington,  King  County,  and  the  legality  of  a  restrictive 
provision  adopted  by  the  Seattle  ul earing  Association,  somewhat  similar  to  that 
proposed  by  tne  New  York  Clearing  House  Association,  was  upheld. 
Very  truly,  yours, 

Charles  E.  Rushmore. 

Walter  E.  Frew,  Esq., 

Chairman  Clearing  House  Committee^  New  York  OUy. 

With  this  statement  I  now  formally  give  notice  to  amend  the  constitution  of  the 
association  by  the  addition  of  a  new  article  to  be  designated  Article  XI  and  byre- 
numbering  the  present  Article  XI  so  that  the  same  shwl  be  designated  Article  XII, 
which  new  Article  XI  shall  read  as  follows: 
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ARTICLE   XI.  INTEREST  ON  DEPOSITS. 

Section  1.  No  member  of  this  association,  or  bank  or  trust  company,  or  others 
clearing  through  any  member,  shall  agree  to  pay,  or  shall  pay,  directly  or  indirectly 
on  any  credit  balance,  payable  on  demand  or  within  30  days,  of  any  bank  (other 
than  a  savings  bank  locatea  in  the  State  of  New  York),  trust  company,  or  other  insti- 
tution conducting  a  banking  business,  or  private  banker  or  bankers,  located  in  the 
United  States  or  Canada,  or  of  any  agenc^r  of  a  foreign  bank  located  in  the  city  of 
New  York,  or  upon  any  certificate  of  deposit,  so  payable,  issued  to  or  for  the  account 
of  any  sucn  bank,  institution,  person,  persons,  or  agency,  interest  at  a  rate  in  excess 
of  I  per  cent  per  annum  when  the  then  90-day  discount  rate  for  commercial  paper  at 
the  Federal  reserve  bank  of  New  York  is  2  per  cent  or  less,  and  an  additional  one- 
fourth  of  I  per  cent  for  every  one-half  of  1  per  cent  that  such  discount  rate  of  the 
Federal  reserve  bank  shall  exceed  2  per  cent,  except  that  the  maximum  rate  i^aid  or 
agieed  to  be  paid  on  d.ny  such  credit  balance  or  certificate  of  deposit  shall  not  in  any 
case  be  higher  than  3  per  cent  per  annum;  nor  shall  any  member,  or  nonmember 
clearing  through  a  member,  pay  or  agree  to  pay  on  any  like  credit  balance  of,  or  like 
certificate  of  deposit  issued  to,  any  savings  Dank  located  in  the  State  of  New  York, 
or  any  person,  copartnership,  corporation,  or  agency  othe^  than  those  specified  ana 
included  above^  interest  at  a  higher  rate  than  3  per  cent  per  annum;  nor  on  any  time 
deposit,  or  certificate  of  deposit  payable  later  than  30  days  from  the  date  thereof,  at 
a  higher  rate  than  3)  per  cent  per  annum.  The  fore^ing  provisions  are  not  intended 
to  apply  to  the  accounts  of,  or  certificates  of  deposit  issuea  to,  corporations  or  copart- 
nersnips  organized  and  located  in  foreign  countries  other  than  Canada  and  having  no 
agency  located  in  the  city  of  New  York,  nor  to  affect  such  interest  rates  as  are  or  may 
be  fixed  or  regulated  by  law. 

The  clearing  house  committee  upon  ascertaining  to  the  satisfaction  of  a  majority  of 
its  members  that  a  member  or  nonmember  clearing  through  a  member,  has  violated 
the  provisions  of  this  section  shall  report  their  findings  to  the  association  and  if  ap- 
proved  by  a  majority  vote  of  all  the  members  of  the  association  the  offending  member 
or  nonmember  shall  be  fined  $5,000.  On  the  second  offense  the  member  or  such 
nonmember  shall  be  subject  to  expulsion  from  the  clearing  house  association  and  the 
committee  will  proceed  to  act  as  the  constitution  provides  for  the  expulsion  of  a 
member. 

New  York  Clearing  House, 

New  York,  April  8,  1918. 
Dear  Sir:  Referring  to  the  provisions  of  Article  XI  of  the  clearing  house  consti- 
tution, relating  to  interest  on  aeposits  to  be  paid  by  clearing  house  institutions,  we 
beg  to  advise  you  that  the  90-day  rate  for  commercial  paper  at  the  Federal  reserve 
bank  of  New  York  ha\lng  been  advanced  to  4f  per  cent,  tne  maximum  rate  of  inter- 
est to  be  paid  under  the  sliding  scale  at  this  time  will  be  2J  per  cent. 
By  order. 

Walter  E.  Frew, 
Chairman  Clearing  House  Committee, 
William  J.  Gilpin,  Manager. 


May  8,  1918. 

Dear  Mr.  Jay:  After  you  left  last  night  I  heard  from  Mr.  A.,  of  Boston,  advising 
that  the  clearing  house  there  had  yesterday  afternoon  fully  considered  the  interest 
question  and  established  a  ruling  providing  that  the  limited  rate  would  apply  only 
to  banks  and  bankers'  balances,  with  a  3  per  cent  maximum.  The  rate  will-  be  scaled 
from  1  per  cent  when  the  Federal  reserve  bank  rate  is  2  per  cent  or  less  than  2\  per 
cent  and  will  go  up  one-fourth  per  cent  for  each  one-half  per  cent  advance  in  the  Fed- 
eral discount  rate,  so  that  on  an  advance  in  discount  rate  from  4i  per  cent  to  5  per 
cent  the  interest  rate  will  be  2 J  per  cent.  They  also  established  a  penalty  of  $1,000 
for  the  first  violation  and  expulsion  from  the  clearing  house  for  the  second  offense. 
Mr.  A.  kindly  offered  to  send  the  text  of  the  ruling  to  you  last  night,  so  that  it  would 
reach  you  at  the  hotel  to-day. 

In  Philadelphia  a  meeting  was  held,  but  it  was  determined  that  there  was  no  com- 
petition for  deposits  there  which  made  it  necessary  or  advisable  to  take  action,  and 
none  was  taken. 

Mr.  B.  and  all  of  the  local  officers  of  the  A.  B.  A.  are  out  of  town  handling  the  Hot 
Springs  convention.  Two  of  his  secretaries,  however,  remained  in  the  office,  but 
they  are  uninformed  as  to  any  definite  action  that  was  taken  by  any  clearing  house 
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and  had  no  data  in  the  office.  One  of  them  tells  me  that  she  remembers  Mr.  6.  ind 
Mr.  C.  discussing  the  matter,  and  her  recollection  of  the  conversation  is  dfat  it  ^13 
decided  that  the  matter  could  be  dropped  at  that  time. 

Things  are  c;enerallv  quiet  here  to-day,  with  money  somewhat  firmer,  and  indica- 
tions are  that  oefore  the  end  of  the  day  we  will  see  our  loans  up. 
Sincerely,  yours, 

E.  R.  K 
Pierre  Jav,  Esq.,  Jloiel  Seneca,  Rochester,  N.  Y. 


June  15, 1918. 
Dear  Gov.  Harding:  The  inclosed  letter  from  Bank  A  explains  itself . 
In  our  last  conference  on  the  subject  of  interest  rates,  I  unaerstood  that  the  Fedwal 
Reserve  Board  proposed,  after  the  Liberty  loan  was  placed,  to  take  up  the  whole 
subject  of  interest  rates  in  other  Federal  reserve  districts  to'  see  whether  arrange- 
ments similar  to  those  effected  in  New  York  might  not  be  concluded. 
Possibly  you  may  feel  willing  to  have  me  give  some  specific  advice  to  Bank  A. 
Very  truly,  yours, 

Benj.  Strong,  Governor. 
Hon.  W.  P.  G.  Harding, 

Governor  Federal  Reserve  Board. 


Bank  A, 
New  York,  June  11,  1918. 
Hon.  Benjamin  Strong, 

Oovemor  Federal  Reserve  Bank,  New  York,  N,  Y, 
My  Dear  Sir:  In  view  of  the  recent  action  of  the  members  of  the  New  York 
clearing  house  in  voluntarily  reducing  interest  rates  on  bank  accounts,  you  may 
be  interested  in  the  inclosed  circular  received  from  Bank  A  of  a  reserve  'city  not 
in  the  second  district,  in  which  they  invite  bank  accounts  and  agree  to  allow 
interest  thereon  at  the  rate  of  3  per  cent  per  annum  on  balances  of  $5,000  or  over. 
Very  truly,  yours, 

Vice  President  and  Secretanf. 

June  21,  1918. 
To:  Mr.  Jay. 
From:  Benj.  Strong. 

The  attached  letter  from  Gov.  Harding  explains  itself.  I  really  think  the  time 
has  arrived  when  we  should  discuss  with  our  clearing  house  people  some  sli^t 
revision  of  their  interest  plan  and  take  up  aggressively  throughout  the  district  tne 
subject  of  reduction  in  the  general  level  of  interest  rates  allowed  on  deposits. 

Federal  Reserve  Board, 

Washington,  June  20,  19 IS. 
Dear  Gov.  Strong:  I  have  your  letter  of  the  15th  instant  inclosing  letter  from  ihe 
Bank  A,  which  I  return  here-^th. 

I  have  Mrritten  on  behalf  of  the  board  letters  to  all  Federal  reserve  banks  and  to  the 
clearing  houses  of  the  principal  cities,  asking  that  some  action  be  taken  to  reduce  ex- 
cessive rates  of  interest  on  bank  balances.  The  trust  companies  and  some  of  the 
national  banks  in  one  of  the  reserve  cities  not  in  your  district  have  made  the  practice 
of  paying  3  per  cent  on  bank  balances  for  a  number  of  years,  and  1  have  realized 
that  that  city  is  going  to  be  a  difficult  point  to  handle. 

I  have  had  in  mind  for  some  time  past  a  trip  to  two  of  the  reserve  cities,  but  my 
duties  here  have  been  so  exacting  of  late  that  1  have  not  had  an  opportunity  of  visil- 
ing  eithar  city.  I  intend  to  do  so,  however,  in  the  near  future.  Meanwhile,  I  »p 
writing  Mr.  A,  asking  him  to  post  himself  on  the  situation  in  one  of  them,  and  to  join 
me  there  at  a  convenient  time. 
Very  truly,  yours, 

W.  P.  G.  Harding,  Gorenior. 
Mr.  Benjamin  Strong, 

Governor  Federal  Reserve  Bank,  New  York. 


Digitized  by 


Google 


AGRICULTURAL.  INQUIRY,  615 

July  19,  1918. 
Dear  Gov.  Harding:  Owing  to  Gov.  Strong's  absence,  some  of  his  correspondence 
has  been  delayed. 

The  question  of  payment  of  higher  rates  of  interest  in  other  centers  and  of  banks 
V^ymg  3  per  cent  or  more  on  active  balances,  as  I  understand  it,  will  be  taken  up  soon 
and  that  it  is  your  intention  to  visit  personally  one  of  the  reserve  cities  as  soon  as  you 
can  arrange  to  do  so  conveniently,  and  1  assume  that  when  it  is  done,  you  will  hive 
repreeentativep  from  two  of  the  reserve  cities  in  this  district  cover  tfie  situation  in 
western  New  York,  in  which  location  we  find  the  worst  situation  in  our  district  in 
regard  to  excessive  rates  of  interest. 
Very  truly,  yours, 

R.  H.  Trbman,  Deputy  Governor. 
Hon.  W.  P.  G.  Harding, 

Governor  Federal  Reserve  Board, 


August  29,  1918. 

Dear  Gov.  Harding:  At  our  directors'  meeting  yesterday  aftemqpn  no  quorum 
was  present,  this  being  the  second  time  in  the  history  of  the  bank  we  have  failed  to 
have  a  quorum  at  our  directors*  meeting.  Consequently,  we  did  nothing  at  the  meet- 
ing except  discuss  the  Question  of  establishing  a  fixea  discount  rate  for  bankers' 
acceptances,  which  would  be  in  addition  to  our  present  open  split  rate  for  transactions 
in  Uiese  bills.    I  understand  that  Mr.  Case  will  write  you  upon  the  subject  later  on. 

After  the  directors'  meeting  we  had  a  joint  meeting  between  our  executive  com- 
mittee and  the  New  York  clearing  house  committee,  at  which  there  was  some  little 
discussion  of  the  recent  action  of  the  clearing  house  in  establishing  a  compulsory 
cbaree  of  one-tenth  of  I  per  cent  against  bankers'  acceptances  payable  in  other  cities. 
While  there  was  no  argument  as  to  the  merits  of  the  case,  I  am  inclined  to  think  that 
the  committee  has  under  consideration  modif>'ing  their  rules  as  far  as  they  apply  to 
bankers'  acceptances. 

This  reminds  me  of  the  scale  of  interest  rates  adopted  by  the  New  York  clearing 
house  last  spring  and  of  your  statement  to  me  over  the  telephone  that  Minneapolis  was 
considering  eetablishing  a  similar  scale,  with  the  proviso  that  no  increases  should  be 
made  at  any  time  except  upon  general  w'eement  of  the  members  of  the  clearing  house. 
Can  you  advise  me  as  to  what  progress  mnneapolis  is  making  in  this  direction?  When 
once  this  principle  has  been  established  we  should  like  to  discuss  it  with  some  bankers 
here. 

Very  truly,  yours, 

Pierre  Jay,  Chairman. 

Hon.  W.  P.  G.  Harding, 

Governor  Federal  Reserve  Board. 


Federal  Reserve  Board, 
Washington,  August  31,  1918. 
Dear  Mr.  Jay:  Replying  to  your  letter  of  the  29th  instant  would  state  that  I  have 
had  some  correspondence  with  Gov.  Wold,  of  the  Federal  reserve  bank  of  Minneapolis, 
with  reference  to  ha\'ing  the  clearing  house  of  that  city  make  some  agreement  whereby 
the  schedule  of  rates  on  deposits  now  in  existence  shall  be  considered  as  the  maximum, 
with  the  further  understanding  that  no  increases  shall  be  made  at  any  time  except  by 

fmeral  agreement  of  members  of  the  clearing  house  and  after  consultation  with  the 
ederal  Keserve  Board. 

I  am  writing  Mr.  Rich  to-day  to  advise  me  of  what  has  been  done  in  the  matter  and 
will  advise  you  as  soon  as  I  receive  his  reply. 
Very  truly,  yours, 

W.  P.  G.  Harding,  Governor. 
Mr.  Pierre  Jay, 

Chairman  Federal  Reserve  Bank,  New  York. 


Federal  Reserve  Board, 
Washington,  September  16,  1918. 
Dear  Mr.  Jay:  Referring  to  your  letter  of  recent  date  making  inquiry  as  to  what 
action  has  been  taken  by  the  Minneapolis  Clearing  House  with  reference  to  deposit 
rates,  would  state  that  I  am  advised  by  Mr.  Rich,  Federal  reserve  agent  at  Minne- 
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apolis,  that  some  time  ago  the  clearing  house  adopted  a  rule  establishing  a  rate  of  2} 
per  cent,  and  providing  that  no  change  or  increase  shall  be  made  in  this  rate  until  the 
rule  is  modified  by  furtner  action  on  tne  part  of  the  clearing  house. 
Very  truly,  yours, 

W.  P.  G.  Harding,  Governor, 
Mr.  Pierre  Jay, 

Federal  Reserve  Agent,  New  York. 


December  10, 1918. 

Dear  Gov.  Harding:  The  New  York  Clearing  House  Association  is  engaged,  from 
time  to  time,  in  effecting  revisions  of  their  rules  governing  the  collection  ot  checks  as 
well  as  time  items,  and  consideration  of  these  rules  has  bearing  upon  the  rules  of  the 
clearing  house  in  reeiard  to  interest  rates  upon  deposit  accoimts.  It  is,  of  course, 
difficult  to  distinguiwi  between  compensation  for  a  service  rendered,  like  collections, 
and  rates  of  interest  on  balances,  which  merge,  in  effect,  in  arranging  the  terms  of  an 
account. 

At  a  meeting  of  the  clearing  house  committee,  which  I  attended  yesterday,  I  took  tiie 
liberty  of  pointing  out  one  difficulty  which  I  anticipated  would  be  experienced  in  this 
city  in  the  matter  of  rates  on  the  balances  of  correspondent  banks,  which,  as  you  know, 
are  now  determined  by  the  rate  of  discount  of  this  oank. 

It  seems  to  me  qidte  likely  that  when  we  work  into  the  period  of  general  liquidation 
and  when  money  rates  ease  up  considerably,  it  will  be  unlikely  mat  this  bank  will 
materially  reduce  its  rate  of  discount,  if  at  all.  I  should  8upp<ie  that  easier  money 
conditions  than  now  prevail  would  afford  the  opportunity  for  a  liquidation  of  our  dis- 
counts and  loans.  Under  those  conditions,  with  no  change  in  our  rates,  there  would 
be  no  opportunity  under  the  rules  of  the  clearing  house  to  effect  a  reduction  in  the 
rates  now  allowed  on  correspondents'  balances,  whereas  conservative  banking  at  that 
time  might  render  such  action  necessary.  I  can  even  imagine  conditions  arising 
where  we  might  advance  our  rates,  thus  necessitating,  under  the  present  rule,  an 
advance  in  the  rates  authorized  by  the  clearing  house  rule,  when,  in  fact,  such  a  course 
might  be  unwise  and  unsound. 

On  the  whole,  I  believe  this  whole  subject  of  rates  on  balances  should  now  be  given 
careful  consideration  and  policies  adopted  which  will  be  an  added  saf^:uard  against 
the  troublesome  time  when  bank  loans  and  deposits  must,  in  fact,  be  liquidated. 

The  point  always  arises  in  these  discussions  that  unless  the  arrangements  for  control 
of  interest  rates  allowed  on  accounts  of  correspondents  is  effective  in  other  money  cen- 
ters, the  New  York  banks  are  at  a  great  disadvantage. 

I  am  writing  to  inquire  whether  it  may  not  now  oe  possible  to  make  a  study  of  tiiis 
whole  subject  of  rates  allowed  by  banks  on  their  deposit  accounts  in  the  hope  that 
some  comprehensive  plan  may  be  adopted  throughout  the  country  and  one  which 
will  be  a  protection  a^nst  unsound  methods  that  may  develop  when  interest  rates 
are  lower  and  competition  more  brisk. 

I  believe  the  members  of  the  clearing  house  committee  would  be  helpful  in  making 
this  study,  and  if  you  thought  wise  for  me  to  do  so,  I  might  arrange  to  have  a  sub- 
committee meet  with  you  in  Washington  to  discuss  the  subject. 
Very  truly,  yours, 

Benj.  Strong  Governor, 

Hon.  W.  P.  G.  Harding, 

Governor y  Federal  Restrve  Board, 

December  14, 1918. 
Dear  Gov.  Strong:  I  acknowledge  receipt  of  your  letter  of  the  10th  instant, re- 
garding the  clearing-house  rule  as  to  rates  upon  deposit  accounts.  This  is  the  matter 
which  we  discussed  over  the  telephone  a  few  days  ago,  and  I  wish  to  confinn  now 
what  I  said  then,  that  the  board  will  be  glad  to  discuss  the  subject  with  a  committee 
of  the  clearing  house  here  in  Washington,  or,  if  you  think  it  would  be  advantageous, 
a  committee  of  the  board  can  arrange  early  in  the  new  year  to  go  to  New  York  for 
the  purpose  of  discussing  the  matter  with  tne  clearing-house  authorities  there. 
Very  truly,  yours, 

W.  P.  G.  Harding,  Governor. 
Mr.  Benjamin  Strong, 

Governor  Federal  Reserve  Bank,  New  York, 
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[Telegram.] 

Lake  Georoe,  N.  Y.,  January  6,  1919 
Pierre  Jay, 

Federal  Reserve  Bank,  New  York,  N.  Y. 
Sugeest  arranging  meeting  of  clearing  house  committee  with  Harding  to  disr'iiss 
extending  plan  for  controlling  interest  on  balances  to  other  cities  and  modifying 
arrangements  in  New  York  to  avoid  arbitrary  increase  in  rates  when  ours  advance. 
Wiggin  knows  our  views,  and  favorable. 

Benj.  Strong 


Personal.  December  17,  1919. 

My  Dear  Mr. :  At  the  last  meeting  which  Mr.  Jay  and  I  had  with  the 

clearing-house  committee,  you  will  recall  we  had  some  discussion  of  the  provision 
of  the  constitution  of  the  clearing-house  association  governing  rates  of  interest  allowed 
by  members  of  the  clearing  house  upon  out-of-town  bank  deposits.  Since  the  meeting 
I  have  learned  of  no  proposal  for  a  reconsideration  of  this  matter  along  the  lines  of 
our  discussion,  and  am  writing  to  ask  if  there  is  any  possibility  of  a  review  of  the 
subjeqt  being  made. 

Of  course  you  understand  that  it  is  impossible  for  us  to  forecast  what  may  from 
time  to  time  be  the  policy  of  the  reserve  bank  as  to  rates,  but  it  has  long  seemed  to  me 
to  be  undesirable  tnat  the  rates  allowed  upon  these  balances  by  New  York  banks 
should  be  automatically  associated  with  the  discount  rate  of  the  Federal  reserve 
bank.  Should  our  policy  necessitate  further  advances  in  rates,  the  consequence  would 
be  an  automatic  increase  in  rates  for  out-of-town  deposits,  and  I  fear  that  once  such 
advances  are  made  by  New  York  banks  competitive  rate  changes  will  take  place  in 
other  cities  and  the  whole  subject  of  competition  for  bank  deposits  at  constantly 
increasing  rates  will  again  come  up  to  bother  us. 

There  may  be  a  number  of  methods  of  dealing  with  this  matter,  some  of  them, 
possibly,  better  than  the  one  which  was  sug^jested  at  our  meeting;  but,  perhaps,  I 
may  repeat  that  suggestion,  which  certainly  is  based  upon  the  useful  experience  of 
many  years  by  the  Ix>ndon  banks.  Whenever  the  bauK  rate  changes  in  London  the 
clearing  bankers^  committee  meets,  and,  in  the  light  of  the  change  in  the  bank  rate, 
fixes  the  rate  to  be  allowed  upon  bankers'  balances.  The  change  is,  however,  not 
automatic,  and  the  only  thing  that  is  automatic  is  the  review  of  the  situation  which 
ia  made  by  the  bankers'  committee.  Might  it  not  be  possible  for  our  clearing  house 
to  adopt  some  similar  plan,  or  a  better  one  if  it  can  be  found,  and,  before  making  it 
the  subject  of  a  change  in  the  constitution,  ascertain  in  detail  from  the  members  of 
the  clemng  house  whether  the  plan  will  not  meet  with  their  support? 

As  I  believe  you  undoubtedly  realize,  the  officers  and  directors  of  the  Federal 
reserve  bank  consider  it  a  part  of  their  duty  to  their  members  to  promote  in  every 
way  the  establishment  of  sounder  banking  practices  in  this  district.  Our  proposals 
in  this  matter  are  designed  to  that  end,  and,  I  believe,  meet  with  the  hearty  approval 
of  the  Federal  Reserve  Board. 

I  will  be  glad  to  learn  from  you  what  are  the  views  of  the  members  of  the  clearing- 
house committee,  and  whether  it  is  likely  that  anything  will  be  done  in  the  matter. 
Very  truly,  yours, 

B.  S. 

Mr. , 

New  York  City, 


December  23,  1919. 

Dear  Gov.  Harding:  As  you  know,  we  have  made  representations  to  the  New 
York  Clearing  House  committee  as  to  the  method  which  now  prevails  for  determining 
the  rate  of  interest  allowed  upon  out-of-town  bank  balances  by  New  York  banks  which 
are  members  of  the  dearin^-nous^e  association.  It  has  seemed  to  us  that  the  provision 
for  an  automatic  increase  in  the  rate  when  our  90-day  discount  rate  advances  is  an 
unwise  one.  A  general  increase  in  rates  allowed  on  out-of-town  bank  balances  by 
the  New  York  banks  is  liable  to  start  competition  for  deposits  between  New  York 
and  other  centers — an  unwholesome  banking  development  at  any  time,  and,  I  believe, 
particularly  so  at  this  time. 

I  have  been  sounding  the  sentiment  of  the  clearing  house  a  little  bit  on  this  matter 
and  find  that  tiiey  have  tfie  feeling  that,  having  put  through  the  present  plan  upon 
our  urgency  and  yours,  the  position  of  the  New  York  banKs  will  be  a  most  difficult 
and  unsatisfactory  one  under  anv  other  arrangement  than  the  present,  unless  similar 
understandings  are  arrived  at  with  the  clearing  houses  in  the  other  banking  centers 
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of  the  countrv,  principally  Boston,  Philadelphia,  Chicago,  St.  Louis,  and  possibly 
Cleveland  and  Pittsburgh. 

The  feeling  seems  to  prevail  in  New  York  that  the  clearing-house  banks  here  are 
the  only  ones  that  have  an  interest  understanding  on  out-of-town  bank  balances  and 
that  no  further  chanee  should  be  made  in  the  arrangement  until  the>  can  have  some 
assurancQkthat  other  banking  centers  will  be  subjected  to  the  same  disciplinary  rule. 
Do  you  think  it  would  be  possible  to  make  some  general  progress  in  the  other  resene 
districts?  Of  course,  I  would  be  most  reluctant  to  attempt  any  move  in  this  direction 
from  New  York,  as  we  feel  here  that  developments  in  otner  reserve  districts  in  these 
matters  should  proceed  upon  reconunendations  made  by  the  board  rather  than  as  the 
result  of  any  influence  which  we  can  exert. 

Mr.  Jay  and  I  both  feel  that  the  present  situation  in  this  regard  is  an  unfortunate 
one,  because  while  our  rate  in  a  measure  controls  the  rates  allowed  by  clearing-house 
banks,  it  is  likewise  true  that  our  action  in  the  matter  of  rates  is  somewhat  influenced 
by  the  fact  that  it  brings  about  a  general  chan^  in  Uie  interest  situation. 

Mr.  Kenzel  just  draws  my  attention  to  an  inaccuracv  due  to  faulty  dictation  in 
my  letter  of  December  17  in  regard  to  the  bill  market.  I  stated  that  it  had  been  our 
policy  to  buy  bills  at  rates  below  our  discount  rates.  That  was  true  during  the  period 
when  we  were  developing  this  business,  and  I  was  referring  to  the  policy  of  the  past. 
For  some  time  now  we  have,  as  you  know,  been  buying  bills  in  the  open  market  at 
rates  somewhat  above  our  discount  rate,  notwithstanding  which  they  keep  piling  in 
on  us.  Mr.  Kenzel  has  written  Mr.  Strauss  a  further  letter  on  this  subject  whiA  I 
hope  you  will  be  good  enough  to  read. 
Faithfully,  yours, 

B.  S. 

Hon.  W.  P.  G.  Harding, 

Governor  Federal  Reserve  Board,  Washington^  D.  C. 


December  26,  1919. 
To:  Mr.  Strong. 
From:  Mr.  Jay. 

I  have  read  your  letter  with  interest.  My  impression  is  that  Chicago,  St.  Tjouis, 
Boston,  and  one  or  two  others  adopted  a  provision  identical  with  that  which  was 
adopted  by  our  New  York  clearing  house  a  couple  of  years  ago,  and  I  feel  quite  sure 
that  Minneapolis  at  the  same  time  adopted  the  exact  rule  which  we  now  want  the 
New  York  clearing  house  to  adopt,  namely,  that  our  rate  forms  the  basis  for  the  maxi- 
mum rate  to  be  paid  on  bank  aeposits  by  the  members  of  the  Minneapolis  clearinc 
house,  but  that  tne  maximum  does  not  become  effective  unless  by  specific  action  by 
the  members  of  the  clearing  house.  "   i 


Federal  Reserve  Board, 
Washington,  December  27\  1919. 
Subject:  Readjustment  of  relation  of  interest  rates  on  bank  balances  to  discount 

rates  at  Federal  reserve  banks. 

Dear  Sir:  Early  in  1918,  as  you  may  remember,  there  was  a  disposition  on  the  part  j 
of  large  banks  all  over  the  country  to  indulge  in  sharp  competition  for  bank  balances  ' 
and  to  offer  inducements  in  the  way  of  increased  rates  of  interest.  Some  of  the  banks 
in  New  Y^ork  were  bidding  as  high  as  3  per  cent  for  balances  of  other  banks  payable 
on  demand,  and  the  rates  offered  for  time  deposits  were  higher.  This  led  to  reprisals 
on  the  part  of  interior  banks,  and  the  bidding  for  business  by  marking  up  interest 
rates  on  deposits  threatened  to  interfere  seriously  with  the  financial  operations  of 
the  Government.  Finally,  the  clearing  hotise  banks  of  New  York  agreed  to  fix  a 
rate  of  2}  per  cent  on  bank  balances  payable  on  demand,  with  the  proviso  that  the 
interest  rates  would  be  automatically  advanced  or  reduced  one-quarter  of  1  per  cent 
with  each  advance  or  decline  of  one-half  of  1  per  cent  in  the  90-day  rate  at  the  Federal 
reserve  bank  of  New  York.  This  rate  is  now  4|  per  cent,  and  should  it  be  advanced 
at  any  time  to  5  per  cent  the  rate  of  interest  paid  by  New  York  banks  for  out-of-town 
bank  balances  would  advance  automatically  to  2}  per  cent,  and  a  5i  per  cent  rate  at 
the  New  York  reserve  bank  would  advance  the  interest  rate  on  bank  balances  auto-  I 
matically  to  3  per  cent,  and  so  on.  | 

The  board  wishes  to  be  free  to  approve  such  discount  rates  as  it  may  deem  neceeaarv  I 
to  bring  about  a  proper  control  of  credits,  but  it  is  anxious  at  the  same  time  to  avoid 
a  disturbance  of  the  whole  bankine  situation  such  as  would  most  likely  result  from 
an  advance  in  the  interest  rate  allowed  on  out-of-town  balances  by  the  New  York 
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-clearing  house  banks.  The  board  has  sounded  out  the  New  York  clearing  house 
•  <x>mmittee  in  order  to  ascertain  how  it  feels  regarding  a  modification  of  the  present 
Tule  and  is  informed  that  the  committee  is  not  disposed  to  act  without  some  aefinite 
Imowledge  as  to  the  course  which  will  be  pursued  by  the  banks  in  other  important 
-centers. 

The  board  has  decided,  therefore,  to  invite  representative  bankers  from  all  parts  of 
^he  country  to  meet  in  Washington  on  Tuesday,  January  6,  1920,  for  the  purpose  of 
discnasing  this  matter  in  the  hope  that  some  way  will  be  found  of  abrogating  the 
-existing  entangling  alliance  between  Federal  reserve  bank  discount  rates  and  interest 
Tates  on  deposits  without  endangering  existing  banking  relationships.  You  are 
requested  to  bring  this  to  the  attention  of  the  clearing  house  authorities  in  your  city 
as  well  as  all  branch  bank  cities  in  yoiu*  district  ana  to  invite  each  clearing  house 
dissociation  to  have  a  representative  here  on  the  date  named. 
Very  truly,  yours, 

W.  P.  G.  Harding  Governor. 
(Letter  to  chairmen  of  all  Federal  reserve  banks.) 


[Telegram.) 

Minneapolis,  December  SI,  1919. 
Pierre  Jay,  A'ew  York. 

Rate  of  interest  on  deposits  paid  by  Minneapolis  and  St.  Paul  banks  is  not  based 
by  rule  on  Federal  reserve  bank  rates.  Clearing  house  niles  for  both  cities,  however, 
Teads  as  follows:  '*No  bank  shall  pay  its  bank  depositors  interest  on  their  balances  in 
•excess  of  the  rate  paid  by  banks  in  the  city  of  Chicago  as  fixed  by  the  rule  of  the  Chi- 
-CBgo  Clearing  House  Association."  Competition  would  necessarily  compel  Twin 
•City  banks  to  follow  Chicago  rate.  Rich,  Agent. 


ITelegram.] 

Washington,  D.  C,  January  5, 19t0. 
Jay,  New  York. 

Meeting  clearing  house  representatives  will  be  held  to-morrow  in  the  auditorium 
-of  the  New  Interior  Building  Eighteenth  and  F  Streets  NW.  at  10  a.  m. 

Embbson. 
(Relayed  to  Mr.  Jay  at  Baltimore.) 


[Telegram.] 

Warhington,  January  6,  19S0. 
■Jay,  New  York. 

At  the  conference  in,  Washington  to-day  attended  by  representatives  of  about  25 
clearing  houses  the  following  resolutions  were  adopted: 

**  Whereas  the  Federal  Reserve  Board  invited  the  representatives  of  the  clearing  house 
from  various  parts  of  the  country,  here  assembled,  to  attend  a  conference  in  re- 
gard to  the  interest  ratespaid  on  deposits  throughout  the  country  and  Gov.  Harding, 
of  the  Fedeial  Reserve  Board,  has  outlined  very  clearly  the  present  financial  situa- 
tion and  the  probability  of  advances  in  rates  by  the  Federal  reserve  banks;  and 

"* Whereas  it  is  the  opinion  of  the  conference  that  the  present  method  in  several  of  the 
lai^ger  centers  of  tne  country  of  regulating  interest  on  bank  balances  by  a  sliding 
scale  based  upon  the  90-day  Federal  reserve  bank  discount  rate  is  not  wholly 
satisfactory;  and 

''AVhereas  until  more  satisfactory  regulations  are  adopted  governing  the  rates  of 
interest  to  be  paid  on  balances  it  is  most  important  that  existing  regulations  should 
not  be  abrojgated;  and 

*' Whereas  it  is  the  opinion  of  this  conference  that  the  Federal  reserve  banks  should 
always  be  free  to  establish  their  rates  of  discount  without  reference  to  any  clearing 
house  reflations  as  to  the  payment  of  interest;  and 

"Whereas  ]t  is  the  opinion  of  this  conference  that  the  payment  of  high  rates  of  interest 
on  bank  or  commercial  balances  is  unsound  and  is  bad  banking,  and  that  every 
e£fort  should  be  made  to  avoid  such  a  practice ; 
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"Now,  therefore,  in  order  to  make  prosress  along  safe  and  conBervative  lines  it  is 
requested  that  the  Federal  Reserve  Board  invite  the  clearing  houses  in  each  Fedoal 
reserve  city  to  select  three  lepresentatives  from  its  Federal  reserve  district  to  attend 
a  meeting  to  be  held  on  or  about  the  23d  day  of  January,  1920,  at  Chica^,  HI.,  to 
consider  this  whole  question  of  interest  on  balances  in  order  that  some  basis  may  be 
agreed  upon  that  will  be  mutually  satisfactory,  conducive  to  conservative  banking, 
and  benefit  the  entire  business  ana  banking  community/* 

The  Federal  Reserve  Board  has  considered  and  approved  the  action  of  conference, 
and  requests  you  to  ask  clearing  house  in  your  city  to  appoint  three  delegates  to 
conference  to  be  held  in  Chicago  January  23,  such  delegates  to  give  such  representa- 
tion to  various  sections  of  your  Federal  reserve  district  as  your  local  clearing  house 
considers  appropriate.  Please  advise  by  letter  names  of  delegates.  Conf^ence 
resolutions  given  to  press  to-night. 

Hardino. 


Januaby  8, 1920. 
James  A.  Stillman,  Esq., 

President  Clearing  House  Association^  New  York  City. 
Dear  Mr.  Stillman:  At  the  meeting  of  representatives  of  clearing  houses  In  Wash- 
ington on  January  6  the  following  preamble  and  resolutions  were  adopted: 

**  Whereas  the  Federal  Reserve  Board  in\ited  the  representatives  of  the  clearing  houa© 
.from  various  parts  of  the  country,  here  assembled,  to  attend  a  conference  in  regard 
to  the  interest  rates  paid  on  deposits  throughout  tiie  country  and  Gov.  Harding,  of 
the  Federal  Reserve  JBoard,  has  outlined  very  clearly  the  present  financial  situation 
and  the  probability  of  advances  in  rates  by  the  Federal  reserve  banks;  and 

**  Whereas  it  is  the  opinion  of  the  conference  that  the  present  method  in  several  of  the 
larger  centers  of  the  country  of  regulating  interest  on  bank  balances  by  a  sliding 
scale  based  upon  the  90-day  Federal  reserve  bank  discount  rate  is  not  wholly  satis- 
factory; and 

"Whereas  imtil  more  satisfactory  r^ulations  are  adopted  governing  the  rates  of  in- 
terest to  be  paid  on  balances  it  is  most  important  that  existing  regulations  should 
not  be  abrogated;  and 

"Whereas  it  is  the  opinion  of  this  conference  that  the  Federal  reserve  banks  should 
always  be  free  to  establish  their  rates  of  discount  without  reference  to  any  clearinc: 
house  regulations  as  to  the  payment  of  interest;  and 

"Whereas  it  is  the  opinion  of  this  conference  that  the  payment  of  high  rates  of  interest 
on  bank  or  commercial  balances  is  unsound  and  is  bad  banking  and  that  evert- 
effort  should  be  made  to  avoid  such  a  practice: 

''Now.  therefore,  in  order  to  make  progress  along  safe  and  conservatK'e  lines,  it  is 
requested  that  the  Federal  Reserve  Board  invite  the  clearing  houses  in  each  Federal 
reserve  city  to  select  three  representatives  from  its  Federal  reserve  district  to  attend 
a  meeting  to  be  held  on  or  about  the  23d  day  of  January,  1920,  at  Chicago,  111.,  to  con- 
sider this  whole  question  of  interest  on  balances  in  order  that  some  basis  may  be 
agreed  upon  tJiat  will  be  mutually  satisfactory,  conducive  to  conservative  banking, 
and  benefit  the  entire  banking  business  and  banking  comniunity." 

The  Federal  Reserve  Board  has  considered  and  approved  the  action  of  the  confer- 
ence and  has  requested  me  to  ask  the  New  York  Clearing  House  Association  to  appoint 
three  delates  to  the  conference  to  be  held  at  Chicago.  January  23,  1920,  such  dele- 
gates to  give  such  representation  to  the  various  sections  of  this  Federal  reserve  dis- 
trict £is  the  New  York  Clearing  House  Association  may  consider  appropriate. 

Trusting  that  it  will  be  agreeable  to  the  New  York  Clearing  House  Association  to 
comply  with  the  request  of  the  Federal  Reserve  Board  and  that  in  due  course  I  niay 
receive  from  you  the  names  of  the  del^ates  appointed  for  transmission  to  the  board, 
I  am. 

Very  truly,  yours, 

Pierre  Jay,  Chairman, 


January  15,  1920. 
Dear  Gov.  Harding:  I  understand  that  there  is  a  chance  that  the  New  York 
Clearing  House  will  adopt  some  change  in  its  reflations  in  regard  to  interest  rate? 
to-morrow.  I  am  hoping  very  much  that  this  will  not  militate  against  the  meeting 
in  Chicago.  I  believe  that  tlie  New  York  Clearing  House,  even  if  it  does  take  actioo 
in  advance  of  the  Chicago  meeting,  will  send  a  delegate  and  invite  Buffalo  and  one 
other  city  in  the  district  to  send  a  delegate. 
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I  am  very  much  in  hopes  that  ybu  will  be  able  to  get  the  meeting  in  Chicago  to 
iake  some  action  with  regard  to  limiting  the  interest  to  be  paid  on  individual  deposits. 
Now  that  the  matter  is  up  so  squarely  it  seems  our  one  great  opportunity  to  actually 
wcure  action. 

Very  truly,  yours, 

PiEBRE  Jay,  Chairman. 
Hon.  W.  P.  G.  Harding, 

Oovemor  Federal  Reserve  Board ,  Washington,  D,  C. 


New  York  Clearing  House, 
77-8S  Cedar  Street,  New  Yorh,  January  16,  1920. 
Pierre  Jay,  Esq,, 

Chairman  Federal  Reserve  Bank  of  New  York, 

New  York,  N.  Y. 
Dear  Mr.  Jay:  In  accordance  with  your  request  of  the  8th  instant,  addressed  to 
Chairman  James  A.  Stillman,  the  following  gentlemen  have  been  appointed  as  dele- 
gates to  the  conference  to  be  held  at  Chicago,  lil.,  January  23,  1920;  Messrs.  James  S. 
Alexander,  president  National  Bank  of  Commerce,  New  York,  N.  Y.;  Charles  H. 
Sabin,  presiaent  Guaranty  Trust  Co.,  New  York  N.  Y.;  Clifford  Hubbell,  president 
Fidelity  Trust  Co.,  Buffalo,  N.  Y. 

Referring  to  your  recent  telephone  message,  I  have  advised  these  gentlemen  that 
you  will  arrange  for  hotel  accommodations  at  Chicago. 
.Very  truly,  yours, 

W.  J.  Gilpin,  Manager, 


Washington,  D.  C,  January  17, 
Federal  Reserve  Agent: 

Please  ascertain  by  wire  if  necessity  current  rates  of  interest  paid  by  commercial 
banks  in  principal  centers  in  your  district  on  bank  deposits,  on  open  accounts  sub- 
ject to  check,  on  time  certificates  and  savings  deposits.  Please  wire  this  information 
to  Federal  Reserve  Agent  Heath,  Chicago,  before  23d  instant  in  order  that  conferees 
mav  have  this  knowledge  before  them.  Please  urge  full  attendance  at  conference 
of  del^atee  appointed  by  your  clearing  house. 

Harding. 


[Telegram.] 


Federal  Reserve  Bank  op  New  York, 

January  il,  19t0. 
WiLUAM  A.  Heath, 

Federal  Reserve  Agent, 

Federal  Reserve  Bank  of  Chicago,  Chicago,  III.. 
At  request  of  Gov.  Harding  and  for  use  of  clearing  house  conferees  the  following 
are  current  rates  of  interest  paid  by  the  commercial  banks'  principal  centers  in  this 
district: 

Albany:  "Interest  on  bank  deposits,  2i  per  cent;  checking  accounts,  2  per  cent  on 
balances  $10,000  and  over.    Special  time  deposits,  ^  per  cent  and  4  per  cent." 
Bu^o:  *' Current  accoimt  aoout  3  per  cent,  inactive  4  per  cent,  inoividual  check- 

a accounts,  infinite  variety,  ranging  from  zero  to  4  per  cent  on  lowest  quarterly 
nee.    Time  certificates,  3  to  4  per  cent,  according  to  arrangements.    Savings 
accounts,  4  per  cent." 

Rochester:  "Bank  deposits  average  3  per  cent,  checking  account  no  interest. 
Time  certificates,  3J  per  cent.    Savings  deposits,  3^  per  cent. 

Syracuse:  "Two  per  cent  daily  balances,  3  per  cent  monthly  balances,  4  per  cent 
quarterly  balances,  when  interest  is  paid.  Savings  banks  accounts  and  time  certifi- 
cates, 4  per  cent.    Bank  accounts,  2  per  cent." 

Watertown:  Three  per  cent  on  bant  deposits  subject  to  check,  no  interest  on  busi- 
ness checking  accounts,  and  4  per  cent  on  savings  accounts." 
Clifford  Hubbell  unable  to  attend;  will  wire  name  of  substitute  when  available. 

Pierre  Jay,  Federal  Reserve  Agent. 
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New  York  Clearing  House, 

New  York,  Mardi  8, 19t0. 

Dear  Sir  :  We  be^  to  hand  you  herewith  copy  of  a  question  relating  to  the  payment 
of  interest  on  deposits,  and  a  ruling  thereon  made  this  day  by  the  clearing  hooBe- 
committee: 

Question, — Would  it  be  an  evasion  of  the  spirit  or  letter  of  the  clearing-house  am- 
stitution  provision  regulating  the  payment  of  interest  on  deposits  (Art.  A  I)  to  offer 
or  a^ee  to  pay  depositors  3^  per  cent  interest  on  all  or  any  part  of  an  open  account, 
providing  the  depositor  indicaties,  either  orally  or  in  writing,  that  a  certain  part  d 
such  deposit  will  not  be  needed  for  current  accoimt  transactions;  and  would  it  be  an 
evasion  to  u^ee  to  pay  3i  per  cent  on  the  entire  balance  of  an  open  account,  providing^ 
some  part  of  the  account  has  been  fixed  for  a  stipulated  time  in  excess  of  30  days? 

Ruling. — Offering  or  agreeing  to  pay  3J  per  cent  interest  on  deposits  under  either 
of  the  sug^ted  plans  would  be  an  evasion  of  the  spirit  and  letter  of  the  constitutiofi. 

ArticleXl,  section  1,  permits  the  payment  of  3i  per  cent  interest  only  "on  any 
time  deposit,  or  certificate  of  deposit  payable  by  its  terms  later  than  30  days  from  the 
date  thereof." 

Time  deposits  are  deposits  on  which  payment  can  not  l^ally  be  required  withia 
30  days,  and  the  fact  that  a  deposit,  or  any  part  of  it,  is  not  oisturbed  for  a  eivok 
period  does  not  constitute  it  a  time  deposit.  The  terms  of  a  deposit  at  its  date  aet»- 
mine  whether  it  is  a  demand  or  time  deposit,  and  any  agreement  or  understanding 
to  treat  a  deposit  alternatively  for  the  purpose  of  payment  of  inter^t  would  be  an 
evasion  of  the  constitutional  requirement. 

By  order: 

James  A.  Stillman, 
Chairman  Clearing  House  Committee. 

Gov.  Strong.  Now,  I  realize  that  this  is  a  very  imperfect  state- 
ment of  money-market  matters  in  New  York  as  a  preliminary  to  a 
description  of  the  policies  which  were  adopted  by  the  reserve  bank 
during  all  of  this  period.  After  going  over  what  I  have  stated,  if 
the  committee  will  permit  me  I  may  want  to  fill  in  some  matters 
that  seem  to  be  inadequately  dealt  with. 

At  previous  hearings  of  the  commission  the  question  has  been 
asked  as  to  what  relation  was  borne  between  volume  of  credit  (which 
in  turn  depends  to  some  extent  upon  the  rate  policy  of  the  reserve 
s  vstem)  and  prices.  It  has  been  repeatedly  stated,  and  I  shall  reiterate 
the  statement,  that  prices  are  no  concern  of  the  Federal  reserve 
system,  directly.  In  other  words,  I  do  not  think  that  the  discount 
policies  of  the  reserve  bank  should  be  determined  by  watching  a 
chart  or  an  index  of  the  price  level.  Our  business  is  credit,  ana  if 
you  will  consider  that  the  dealing  with  credit  has  a  reaction  upon 
prices,  I  will  admit  that  it  has.  You  can  not  very  well  effect  a  great 
contraction  of  credit  without  its  having  an  effect  UDon  prices. 

But  the  important  thing  to  consider  is  this,  ana  that  is  that  the 
rate  of  the  reserve  bank  and  its  relation  to  prices  is  a  reflection  of 
conditions  rather  than  an  effort  to  create  conditions.  The  reserre 
bank  rates,  as  will  appear  from  my  statements,  which  are  expressions- 
of  opinion,  should  be  considered  rather  a  reflection  of  what  is  going- 
on  tnan  as  a  cause  of  what  is  going  on  in  the  credit  market. 

Now,  I  should  like  to  take  tne  lioerty  of  reading  and  asking  to  be 
admitted  in  the  record,  a  short  extract  from  a  report  whiSi  was 
made  by  a  commission  which  was  appointed  by  the  British  Parlia- 
ment, tne  report  being  commonly  known  as  the  "Cunliffe  report/'" 
dated  August  15,  1918,  this  committee  having  been  appointed  by 
the  Parliament  ''to  consider  the  various  prob^ms  whicn  will  arise- 
in  connection  with  currency  and  the  foreign  exchanges  durine  the 
period  of  reconstruction  and  report  upon  the  steps  required  to  bring 
about  the  restoration  of  normal  conditions  in  due  course,  and  to 
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consider  the  working  of  the  bank  act  of  1844,  and  the  constitution 
and  functions  of  the  Bank  of  England,  with  a  view  of  recommend- 
ing any  alterations  which  may  appear  to  them  to  be  necessary  or 
desirable/'  I  am  reading  it  because  it  has  a  bearing  upon  thia 
question  of  the  relation  between  bank  rate  and  prices  conceming^ 
which  I  feel  very  sure  we  do  not  know  enough  yet. 
The  excerpt  from  that  report  is  as  follows  [reading] : 

THB  CURRENCY  SYSTEM  BEFORE  THE   WAR. 

Under  the  bank  charter  act  of  1844.  aptart  from  the  fiducianr  issue  of  the  Bank  of 
England  and  the  notes  of  Scottish  and  Irish  bi^s  of  issue  (which  were  not  actually 
le^  tender),  the  currency  in  circulation  and  in  bank  reserves  consisted  before  the- 
war  entirely  of  gold  and  subsidiary  coin  or  of  notes  representing  ^Id.  Gold  was 
freely  coined  by  the  mint  without  any  charge.  There  were  no  restrictions  upon  the^ 
import  of  gold.  Sovereigns  were  freely  given  by  the  bank  in  exchange  for  notes  at 
par  value,  and  there  were  no  obstacles  to  the  export  of  gold.  Apart  from  the  pre- 
sentation lor  minting  of  gold  already  in  use  in  the  arts  (which  under  normal  conditions^ 
did  not  take  place),  there  was  no  means  whereby  the  leeal-tender  currency  could  be 
increased  except  the  importation  of  gold  from  abroad  to  form  the  basis  of  an  increase- 
in  the  note  issue  of  the  Bank  of  En^and  or  to  be  presented  to  the  mint  for  coinage, 
and  no  means  whereby  it  could  be  diminished  (apart  from  the  normal  demand  for  me- 
arts,  amounting  to  about  £2,000,000  a  year,  which  was  only  partly  taken  out  of  the^ 
currency  supp^)  except  the  export  m  bullion  or  sovereigns. 

Since  the  passing  of  the  act  of  1844  there  has  been  a  great  development  of  the  check 
system.  The  eesence  of  that  system  b  that  purchasing  power  is  largely  in  the  form, 
of  bank  deposits  operated  upon  by  check,  legal-tender  money  being  required  only  for 
the  purpose  of  the  reserves  held  by  the  banks  against  those  deposits  and  for  actual 
pubuc  circulation  in  connection  with  the  payment  of  wages  and  retail  transactions. 
The  provisions  of  the  act  of  1844  as  applied  to  tnat  system  have  operated  both  to  correct 
unfavorable  exchanges  and  to  check  undue  expansions  of  credit. 

When  the  exchanges  were  favorable,  gold  flowed  freely  into  this  countiy  and  an 
increase  of  legal-tender  money  accompanied  the  development  of  trade.  When  the^ 
balance  of  trade  was  unfavorable  and  the  exchangee  were  adverse,  it  became  profit- 
able to  export  gold.  The  would-be  exporter  bought  his  gold  from  the  Bank  of  Ei^land 
and  paid  for  it  by  a  check  on  hie  account.  The  bank  obtained  the  gold  from  the  issuer 
department  in  exchano^e  for  notes  taken  out  of  its  banking  reserve,  with  the  result, 
that  its  liabilities  to  depositors  and  its  banking  reserve  were  reduced  by  an  equal 
amount,  and  the  ratio  of  reserve  to  liabilities  consequently  fell.  If  the  process  was 
repeated  sufficiently  often  to  reduce  the  ratio  in  a  d^ee  considered  dangerous,  the^ 
bank  raised  its  rate  of  discount.  The  raising  of  the  discount  rate  had  the  immediate 
effect  of  retaining  money  here  which  would  otherwise  have  been  remitted  abroad 
and  of  attracting  remittances  from  abroad  to  take  advantage  of  the  higher  rate,  thus 
checking  the  outflow  of  gold  and  even  reversing  the  stream. 

If  the  adverse  condition  of  the  exchanges  was  due  not  merely  to  seasonal  fluctua- 
tions but  to  circumstances  tending  to  create  a  permanently  adverse  trade  balance, 
it  is  obvious  that  the  procedure  above  described  would  not  have  been  sufPcient.  It 
would  have  resulted  in  the  creation  of  a  volume  of  short-dated  indebtednei«  to  foreign 
countries  which  would  have  been  in  the  end  disastrous  to  oxii  credit  and  the  position 
of  Ix>ndon  as  the  financial  center  of  the  world.  But  the  raising  of  the  bank's  discount 
rate  and  the  steps  taken  to  make  it  effective  in  the  market  necessarily  led  to  a  general 
rise  of  interest  rates  and  a  restriction  of  credit.  New  enterprises  were  therefore  post- 
poned and  the  demand  for  constructional  materials  and  other  capital  goods  was 
Ie«ened. 

At  this  point  he  is  referring  to  the  traditional  policy  of  the  Bank  of 
England  before  the  war.     [Continuing  reading:] 

The  consequent  slackening  of  employment  also  diminished  the  demand  for  con- 
nimable  goods,  while  holders  of  stocks  of  commodities  carried  largely  with  borrowed 
monejr,  being  confronted  with  an  increase  of  interest  charges,  if  not  with  actual  diflS- 
cultv  in  renewing  loans,  and  with  the  prospect  of  falling  prices,  tended  to  prees  their 
goods  on  a  weak  market.  The  result  was  a  decline  in  general  prices  in  the  home  market 
which,  by  checking  imports  and  stimulatiiig  exports,  corrected  the  adverse  trade  bal- 
ance which  was  the  primary  cause  of  the  difficulty. 

When  apart  from  a  foreign  drain  of  gold,  crecut  at  home  threatened  to  become 
unduly  expanded,  the  old  currency  system — 
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That  is,  the  system  before  the  war — 

tended  to  restrain  the  expansion  and  to  prevent  the  consequent  rise  in  domestic  prieee 
which  ultimately  causes  such  a  drain.  The  expansion  of  credit,  by  forcing  u|>  (nicee, 
involves  an  increased  demand  for  legal  tender  currency  both  from  the  banks  in  order 
to  maintAJn  their  normal  proportion  of  cash  to'liabilities  and  from  the  eeneral  public 
for  the  payment  of  wages  and  for  retail  transactions.  In  this  case  also  tne  demand  for 
such  currency  fell  upon  the  reserve  of  the  Bank  of  England,  and  the  bank  was  there- 
upon obliged  to  raise  its  rate  of  discount  in  order  to  prevent  the  fall  in  the  proportion 
ot  that  reserve  to  its  liabilities.  The  same  chain  of  conseouencee  as  we  have  just 
described  followed  and  speculative  trade  activity  was  similarly  restrained.  There 
was  therefore  an  automatic  machinery  by  which  the  volume  of  purchasing  power  in 
this  country  was  continuously  adjusted  to  world  prices  of  commodities  in  general. 
Domestic  prices  were  automatically  regulated  so  as  to  prevent  excessive  imports;  and 
the  creation  of  banking  credit  was  so  controlled  that  banking  could  be  anfely  per- 
mitted a  freedom  from  State  interference  which  would  not  have  been  possible  under 
a  less  rigid  currency  system. 

Under  these  arrangements  this  country  was  provided  with  a  complete  and  effective 
gold  standard.  The  essence  of  such  a  standard  is  that  notes  must  always  stand  at 
absolute  parity  with  gold  coins  of  equivalent  face  value,  and  that  both  notes  and 
ffold  coins  stand  at  absolute  parity  with  gold  bullion.  When  these  conditions  are 
fulfilled,  the  foreign  exchange  rates  with  all  countries  possessing  an  effective  gold 
standard  are  maintained  at  or  within  the  gold  specie  points. 

The  committee  included,  among  others,  liord  Cimliffe,  governor 
of  the  Bank  of  England,  chairman;  Sir  Charles  Addis,  Hongkong  & 
Shanghai  Banking  Corporation;  Sir  John  Bradbury,  secretary  to  the 
treasury;  G.  C.  Casseis,  Bank  of  Montreal;  W.*  H.  N.  Goschen, 
chairman  of  the  clearing  bankers'  committee;  Lord  Inchcape,  of 
Strathnaver;  A.  C.  Pigou,  professor  of  political  economy,  Cam- 
bridge University:  and  G.  F.  Stewart,  ex-governor  of  the  Bank  of 
Ireland. 

I  am  submitting  that  to  the  commission  as  an  opinion  expressed 
by  a  coiamittee  of  capable,  experienced  British  bankers  and  economists, 
whose  names  are  appended  to  that  report,  as  to  the  relation  between 
the  bank  rate  and  credit  and  prices;  and  it  is  necessary,  I  think,  to 
admit  for  the  purpose  of  5^our  discussion  and  your  report,  that  one 
of  the  effects  ol  an  advance  in  the  discoimt  rate  of  the  reserve  banks 
is  necessarily  to  restrain  borrowing;  and  a  restraint  upon  borrowing 
necessarily  must  have  an  effect  in  holding  down  a  rising  price  market, 
and  in  time  it  may  bring  about  a  decline  in  prices.  Tnat  is,  viewing 
our  rate  wholly  in  a  domestic  sense,  the  rate  policy  of  the  reserve 
system,  as  with  the  Bank  of  England,  will  not  be  a  complete  thing 
until  in  later  years  we  also  have  mtroduced  the  effect  of  movements 
of  gold  upon  credit  and  prices  in  the  nations,  when  in  fact  we  b^in 
to  lose  our  reserve,  because  the  international  trade  balance  has  gone 
against  us  and  our  reserve  percentage  as  a  result  goes  down. 

We  would  then  pos.sibly  nnd  it  necessary  to  increase  our  rate  of 
discoimt,  and  if  the  Federal  reserve  system  operates  as  the  English 
banking  system  operated  before  the  war,  the  effect  of  the  increase  of 
our  rate  and  the  increased  cost  of  the  credit  will  be  exactly  as  described 
in  that  report.  It  will  bring  about  a  reduction  in  prices  which  might 
have,  advanced  too  high,  so  as  to  stimulate  too  many  imports  and 
have  started  a  drain  of  gold  against  the  country.  It  will  reduce  the 
price  level  possibly  to  a  point  where  again  we  may  export  goods. 

There  is,  of  course,  this  difference  between  the  American  Federal 
reserve  system  and  the  Bank  of  England,  and  American  trade  and 
British  trade,  namely,  that  such  a  large  proportion  of  British  trade 
is  international  trade  and  such  a  large  proportion  of  ours  is  domestic 


Digitized  by 


Google 


AGBIOULTUEAL  INQUIRY.  625 

They  f^e  converters  of  raw  material  into  manufactured  materials  for 
export,  and  the  eflFect  of  changes  in  bank  rate  there  is  somewhat  dif- 
ferent from  what  it  will  be  here.  It  has  an  immediate  effect  upon 
the  flow  of  funds  in  and  out  of  London.  We  do  not  know  yet  wnat 
effect  changes  in  our  bank  rate  will  have  in  this  coxmtry  in  that 
respect. 

For  instance,  when  the  Bank  of  England  advances  its  discount 
rate,  those  who  hold  bills  payable  in  London  and  who  find  market 
rates  advancing  often  find  it  more  profitable  to  carry  those  bills  to 
maturity  rather  than  to  discount  them  in  the  London  market.  That 
keeps  a  load  of  discounts  off  of  the  market.  At  the  same  time, 
when  the  Bank  of  England  increases  its  rate  of  discount,  as  I  have 

('ust  described,  it  generally  results  in  an  advance  in  the  rates  which 
>anks  pay  upon  bankers'  balances,  which  has  a  tendency  to  attract 
balances  to  London.  And  those  are  all  developments  consequent, 
to  some  extent,  upon  changes  in  bank  rates  which  effect  a  reestab- 
lishment  of  equiUbrium  as  described  in  the  report  I  have  just  read. 

Representative  Sumners.  Would  not  the  increase  of  the  discoimt 
rate  to  approximately  the  legal  interest  rate  in  a  country  district 
also  result  in  a  calling  of  the  loans?  Wouldn't  it  amoimt  to  the 
calling  of  the  loans  outetanding  in  that  district? 

Gov.  Strong.  I  think  it  would  only  do  so  if  the  effect  of  the  increase 
in  the  reserve  bank  rate  was  to  put  it  above  the  rate  at  which 
people  generally  were  borrowing  money  from  the  banks.  Take  the 
average  coimtry  bank  throughout  the  interior  of  the  United  States. 
Many  of  them  have  continuously  throughout  this  period,  I  have  no 
doubt — I  have  not  seen  the  absolute  figures — but  I  have  no  doubt 
that  they  have  continuously  been  realizmg  upon  their  loans  to  their 
customers  considerably  higher  rates  than  those  charged  them  by  the 
reserve  banks;  that  is,  charged  the  member  bank  by  the  reserve 
bank.  And  the  pressure  to  liquidate  those  loans  would  not  be  very 
severe  if  there  was  still  a  margi^  of  profit  on  discounting  at  the 
reserve  bank. 

The  Chairman.  Well,  that  I  think  is  true  up  to  May,  1920.  I  am 
not  so  sure  as  to  subsequent  to  that  time. 

Gov.  Stbong.  Well,  Mr.  Chairman,  I  hesitate  to  speak  for  any 
section  of  the  country  outside  of  New  York,  and  I  should  not  do  so. 
Possibly  I  am  guilty  of  surmise.  But  I  have  seen  sheets  of  the  dis- 
counts made  by  member  banks  with  other  reserve  banks  in  one  or 
two  cases,  where  this  pressure  could  not  be  very  strong.  On  sheet 
after  sheet,  I  don't  think  I  saw  any  rates  charged  by  member  banks 
of  less  than  8  per  cent. 

Where  pressure  to  liquidate  has  been  exerted  by  the  rate  more 
than  in  any  other  section  of  the  country  is  in  New  York,  and  even 
in  New  York  that  pressure  has  not  arisen  until  comparatively 
recently.  I  mean  it  has  not  been  a  very  insistent  pressure,  because 
right  down  to  the  present  time  the  conmiercial  paper  rate  has  been 
continuously,  and  is  now,  above  our  rate.  The  rates  which  have  been 
below  our  rate  have  been  the  rates  for  bankers'  acceptances  and 
Treasury  certificates  of  indebtedness. 

During  all  of  this  period,  Mr.  Chairman,  since  the  declaration  of 
war,  asi  have  said,  the  problem  of  this  New  York  call  money  market 
has  been  constantly  beiore  us  in  New  York,  and  I  think  I  should 
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now  describe  in  detail  the  measures  that  were  taken  to  deal  with  it. 
And  I  am  approaching  the  point  where  I  want  to  submit  to  the  com- 
mission some  of  the  facts  in  regard  to  the  policies  which  we  adopted, 
taken  from  the  records  of  the  bank. 

The  Chairman.  Gov.  Strong,  I  do  not  want  to  suggest  that  we 
take  an  adjournment  at  this  time,  but  it  is  now  5  oclock.  I  am 
willing  to  quit  whenever  you  are. 

Gov.  Strong.  I  am  ready  to  do  so  now.  However,  I  am  in  your 
hands  for  as  long  asyou  are  prepared  to  listen  to  me. 

The  Chairman.  We  will  taKe  a  recess  now  until  10  o'clock  to-mor- 
row morning. 

(Thereupon,  at  5  o'clockp.  m.,  Monday,  August  8, 1921,  an  adjourn- 
ment was  taken  until  10  o  clock  a.  m.  of  the  tollowing  day,  Tuesday, 
August  9,  1921.) 

BILLIONS  of 
DOLLARS 


1919 


19^0 


l9Zt 


Loans  of  Repobtinq  Banks  in  the  United  States  and  Street  Loans  of  New  Yomc  Citt  Baws| 

street  loans  are  those  of  52  large  banks  reporting  daily  to  the  Federal  Reserve  Bank  of  New  York,  ae^ 
include  both  loans  for  their  own  account  and  for  the  account  of  their  correspondents.    (  Loearithmk  dcawj 

Source  of  infonnatlon:  Annual  reports  of  the  Federal  Reserve  Board,  F^eral  Reserve  Bulletin  wfm 
press  statements,  and  daily  reports  of  banks  to  the  Federal  Reserve  Bank  of  New  York*.  '         1 
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TXJBSDAY,  ATJOTJST  9,  1921. 

Congress  of  the  United  States, 
Joint  Commission  of  Agricultural  Inquiry, 

Washington^  D,  C. 
The  joint  commission  met,  pm^uant  to  adjournment  on  yesterday, 
at  10  o'clock  a.  m.,  in  room  No.  70,  Capitol  Building,  Representative 
Sydney  Anderson   (chairman)  presiding. 

The  Chairman.  The  commission  will  come  to  order.  Gov.  Strong, 
you  may  proceed  with  your  statement. 

STATEMElf T  OF  HOlf .  BElf JAMIlf  STBOlfO,  OOVEBlf OB  OF  THE 
FEDEBAL  BESEBVE  BANK  OF  IfEW  TOBK— Besnmed. 

Gov.  Strong.  Mr.  Chainnan,  in  the  course  of  yesterday's  discus- 
sion  of  the  various  elements  of  expansion  in  the  banking  system,  and 
since  the  adoption  of  the  Federal  reserve* act.  Congressman  Mills 
asked  a  Question  which  I  do  not  think  was  fully  answered  by  my 
reply,  and  if  you  will  permit  me  I  would  like  to  make  the  answer  a 
little  more  complete  now. 

You  will  recail  that  I  introduced  some  figures  indicating  that  the 
power  of  expansion  of  $100,000  imported  gold  deposited  in  bank 
reserves  worked  out  according  to  a  classification  to  certain  figures. 
I  want  now  to  distinguish  between  the  expansion  which  results  first 
from  the  multiplication  of  deposits  and  second  through  conversion 
of  deposits  into  note  issues  of  the  Federal  reserve  bank.  When  the 
Federal  reserve  bank  grants  credit  to  a  member  bank,  that  credit 
becomes  a  .reserve  balance  for  the  member  bank,  and  will  support  an 
expansion  of  loans  and  deposits  by  the  member  banlcs  as  a  whole  in 
certain  proportions,  which  can  not  be  absolutely  figured,  but  can  be 
roughly  figured. 

Ignoring  the  element  of  notes  which  we  find  by  experience  bear 
the  relation  of  about  3  to  2  to  reserve  deposits,  and  based  upon  the 
reserve  percentages  in  central  reserve  cities,  the  expansion  of  the 
deposit  account  alone  would  work  out  roughly,  say,  20  to  1,  and  the 
average,  roughly,  of  expansion  possible  with  all  classes  of  member 
banks,  central  reserve  cities,  reserve  cities,  and  country  banks,  is 
roughly,  say,  28  to  1.  But  that  percentage  does  not  develop,  because 
a  part  of  tnat  credit  is  converted  by  natural  operation  into  a  note 
currency  instead  of  a  deposit  balance  or  deposit  currency  and,  of 
course,  the  note  currency  aoes  not  provide  the  same  basis  as  do  reserve 
deposits  for  expansion  by  member  banks,  because  notes  do  not  serve 
as  reserves  in  the  vaults  of  member  banks.  The  power  of  expansion 
resulting  from  the  note  issues  of  the  Federal  reserve  banks,  it  is  clear, 
arises  when  such  notes  are  counted  as  actual  reserve  money  which  is 
only  when  they  are  held  in  the  reserves  of  the  nonmember  State 
banks. 
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The  Chairman.  Is  that  expansion  vou  are  referring  to  now  an 
actual  expansion,  or  theoretical,  based  on  experience? 

Gov.  Strong.  It  is  an  actual  expansion,  Mr  Chairman,  but  the 
figures  I  am  introducing  are  theoretical;  they  are  what  are  found  to 
be  permitted  with  the  percentages  worked  out  to  the  limits  allowed 
by  the  usual  r^erves. 

Representative  Ten  Eyck.  Can  you  take  these  figures  and  work 
out  a  longer  time  expansion  ? 

Gov.  Strong.  I  can  do-it. 

Representative  Ten  Eyck.  In  a  general  way? 

Gov.  Strong.  I  would  like  to  introduce  a  table  which  I  shall  have 

{prepared.     It  is  not  a  difficult  one,  and  when  it  is  prepared  I  would 
ike  to  introduce  it. 

Representative  Ten  Eyck.  And  it  should  be  introduced  following 
this  point  of  your  explanation. 
Gov.  Strong.  Yes,  sir. 

Representative  Ten  Eyck.  It  should  be  introduced  at  this  point, 
so  that  it  will  follow  inmiediately  your  explanation. 

The  following  table  shows  the  expansion  imder  the  national  banking  system  which 
theoretically  could  follow  the  deposit  of  1400,000  of  gold  in  a  national  bank  situated 
in  a  central  reserve  city,  where  the  required  reserve  was  25  per  cent.  That  bank 
could  lend  1300,000,  which,  upon  being  withdrawn  and  deposited  in  a  second  national 
bank,  would  permit  the  lending  of  $225,000.  That  $225,000,  upon  being  withdrawn 
and  deposited  in  a  third  national  bank,  would  permit  the  lending  of  $168,750,  and  so 
on.  Tne  sum  of  all  the  deposits  created  would  equal  the  sum  of  the  loans  and  resen*^, 
and  would  be  four  times  the  $400,000  of  gold  originally  deposited. 

Table  A. 


Deposited. 


Held  as 
reserve. 


Lotned. 


First  National  Bank. 

Second  National  Bank 

Third  National  Bank. 

Fourth  National  Bank 

Fifth  National  Bank 

Ultimate  theoretical  expansion 


$400,00a00  $100,000.00 

300,000.00  75,000  00 

225,000.00  56,29Ql00 

168,750  00  1  42.187.50 

126,58150  3I,64a«3 


$300,00a» 
225,000  00 
168,7501 00 
126,56130 
M,92Lr 


1,600,000.00 


4oo,ooaoo 


1,200,  ooa  06 


Gov.  Strong.  Yes.  In  discussing  the  New  York  Stock  Exchan^ 
call-money  market,  the  volume  of  loans,  and  so  on,  I  think  it  is 
important  to  submit  for  the  record,  if  the  commission  feels  it  is  justi- 
fied in  printing  it,  a  conmiunication  by  the  Federal  Reserve  Board, 
which  was  sent  to  Congress  in  response  to  a  Senate  resolution  passed 
on  March  8,  1920,  the  communication  being  dated  March  27,  1920. 
It  contains  rather  an  important  description  and  report  upon  the  call 
money  market  by  the  Federal  Reserve  Board. 

Senator  Harrison.  Is  that  a  Senate  <iocument  ? 

Gov.  Strong.  Yes,  sir. 

Senator  Harrison.  I  do  not  think,  then,  it  is  necessary  to  intro- 
duce it  into  the  record. 

Tlie  Chairman.  No;  it  is  available  to  all  the  members  of  the 
commission. 

Gov.  Strong.  I  simply  call  the  attention  of  the  commission  to  it. 

The  Chairman.  The  members  of  the  commission  may  consult  it 
if  they  desire. 
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Senator  Harrison.  It  is  Senate  Document  No.  262,  Sixty-sixth 
Congress,  second  session,  the  subject  being  *' Rates  of  interest  on 
collateral  call  loans." 

Grov.  Strong.  I  will  leave  it,  merely  calling  your  attention  to  it. 
And,  further,  in  that  connection  I  would  like  to  submit  for  the 
cominission's  consideration  a  chart,  of  which  I  have  spare  copies  for 
the  members  to  examine,  and  which  was  prepared  for  the  purpose 
of  showing  the  relation  between  the  increase  and  decrease  in  the 
volume  of  loans  on  the  New  York  Stock  Exchange,  and  the  increase 
and  decrease  in  the  volume  of  loans  generally  in  tne  banking  system. 
Some  800  typical  banks  now  report  once  a  week  to  the  Federal 
reserve  banks,  and  those  reports  are  transmitted  to  the  Federal 
Reserve  Board  for  the  purpose  of  making  an  estimate  of  what  is 
occurring  in  credit  matters  in  the  United  States.  (For  chart  referred 
to  see  p.  626.) 

Gov.  Strong.  This  chart  contains  two  curves — the  upper  one, 
built  up  from  those  reports  to  which  I  have  referred,  shows  the 
amount  in  volume  of  the  loans  and  investments  of  all  of  tiiose  report- 
ing banks;  the  lower  curve,  which  has  been  magnified  ten  times  in 
order  to  bring  it  into  closer  perspective  on  the  chart,  without,  how- 
ever, altering  the  proportions  of  the  lines,  shows  the  fluctuating  vol- 
ume of  loans  made  on  the  New  York  Stock  Exchange  by  the  52  banks 
in  New  York  City  which  make  such  reports  daily  to  us.  And  I  wish 
to  call  the  commission's  attention  to  the  important  fact,  disclosed  by 
the  chart,  that  the  peak,  in  volume,  of  loans  on  the  New  York  Stock 
Exchange  was  in  the  first  part  of  November,  1919. 

From  that,  point  it  is  almost  a  precipitate  decline  down  to  the 
present  time,  whereas  the  volume  of  all  loans  by  all  reporting  banks 
during  that  period  increased  and  did  not  reach  their  peak  until 
October  or  November  of  1920,  nearly  a  year  later.  If  any  inferences 
are  justified  from  this  chart,  they  would  be,  I  think,  two;  one  that, 
as  is  commonly  regarded  to  be  tne  case,  financial  markets  anticipate 
movements  more  promptly  than  other  markets;  and,  second,  that 
the  liauidation  in  the  New  York  stock  market  started  a  year  earlier 
than  tne  liquidation  throughout  the  country;  and  the  effect  of  it  was 
actually  to  release  credit  for  purposes  such  as  agricultural  and 
industrial  and  commercial  uses. 

The  Chairman.  It  is  not  generally  true  that  Uquidation  took  place 
in  the  industrial  sections  very  considerably  earUer  then  it  did  in  the 
country  sections  ? 

Gk)v.  Strong.  Mr.  Chairman,  I  think  that  will  be  completely 
demonstrated  when  the  various  studies  that  are  being  made  are 
available  to  the  commission.  (See  pp.  650-663.)  The  chart  which 
was  on  the  wall  yesterday,  showing  the  relations  between  reserve 
changes  in  the  12  reserve  districts,  to  my  mind,  clearly  discloses  that 
fact.     (See  p.  593.) 

The  Chairman.  Had  they  taken  place  at  the  same  time,  the  ex- 
pansion and  the  reduction  of  the  reserves  would  have  been  very  much 
greater  at  some  points  than  it  was  ? 

Gov.  Strong.  If  that  whole  process  of  expansion  and  contraction 
had  been  coincident  throughout  the  country,  the  extremes  of  the 
curves  would  have  been  very  much  wider.  I  have  no  doubt  about 
that.  I  beUeve  it  would  be  possible  to  construct  a  chart  showing 
what  would  have  happened  had  those  movements  coincided. 
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Representative  Sumners.  During  this  period  of  liquidation  in  the 
stock  market,  what  became  of  the  stocks  that  were  sold,  which  evi- 
dently had  been  carried  as  collateral  ? 

Gov.  Strong.  That  question  reaches  right  at  the  point  of  liquidation 
in  the  stock  market.  Stocks  in  a  liquidating  market  pass  from  what 
are  described  as  weak  hands  to  strong  hanos;  stocks  pass  from  the 
hands  of  those  who  buy  them  and  carry  them  with  borrowed  money 
to  those  who  buy  them  and  pay  for  them.  And  I  had  just  suggested 
for  the  record  that  that  matter  was  not  very  clearly  brought  out  in 
yesterday's  discussion.  When  the  speculator  buys  a  blocK  of  stock 
for  which  he  pays  $120,000  and  borrows  $100,000  to  do  so,  he  creates 
an  asset  and  a  liabiUty  upon  the  books  of  the  bank  that  loans  him 
the  money.  When  liquidation  takes  places  and  that  speculative 
owner  of  stock  finds  it  necessary  to  sell  his  stock,  then  some  one 
comes  along  with  a  bank  balance  and  pays  him  for  it,  the  effect  of 
which  is  to  eliminate  from  the  assets  of  the  banks  a  loan  of  $100,000, 
and  a  deposit  of  $100,000,  and  that  is  the  process  of  liquidation. 

Representative  Sumners.  Are  there  any  records  that  would  tend  I 
to  disclose  the  relative  proportion  of  stock  exchange  transactions 
which  are  of  a  speculative  nature  and  those  which  represent  pur- 
chases and  sales  as  amons  people  one  of  whom  has  some  stock  that 
he  wants  to  dispose  of  ana  one  of  whom  wants  to  buy  ? 

Gov.  Strong.  There  are  records  which  would  indicate  what  the  i 
tendency  is  but  which  would  not  give  absolute  fibres.  The  best 
evidence.  Congressman,  of  such  a  movement,  I  beheve,  is  found  in 
the  stock  books  of  corporations  whose  stocks  are  dealt  in  on  the 
exchange,  where,  in  a  period  of  liquidation,  what  is  known  as  the 
odd-lot  biiyer.  appears  m  the  market;  then,  with  stock  like  that  of 
the  Steel  Corporation  and  General  Motors  and  others,  you  will  find 
the  number  of  stockholders  increases  tremendously  in  a  declining 
market.  Figures  have  recently  been  published  in  New  York  market 
reviews  showing  the  changes  in  the  number  of  stockholders  in  those 
two  companies.  And  what  happens  is  that  the  pubUc,  in  a  declining 
market,  see  that  stocks  are  sellmg  at  a  bargain  and  come  in  with  the 
cash,  bu]^  the  stock,  and  take  it  out  of  the  stock  loan  account. 

Now,  in  yesterday^s  discussion  the  inference  might  have  been 
drawn  from  what  I  stated  that  when  liquidation  is  forced  on  the 
stock  exchange  by  very  high  rates  of  interest — by  what  may  be 
described  as  panicky  rates — the  very  existence  of  those  rates  would 
tend  to  draw  money  from  other  sources  for  the  relief  of  the  markets 
and  that  the  high  rate  is  the  cause.  Now,  I  do  not  think  that  is  so. 
There  will  be  cases,  perhaps,  where  it  will  be  so — ^where  banks  have 
money  to  spare  and  want  to  take  advantage  of  these  high  rates.  But 
to  state  what  takes  place  in  general  terms  and,  I  beheve,  with  fair 
accuracy,  the  real  relief  which  is  afforded  to  the  stock  market  in  such 
a  condition,  where  reUef  is  almost  unobtainable  and  borrowers  must 
have  money,  comes  from  the  sale  of  the  collateral.  That  is  what  makes 
such  a  money  market  dangerous.  And  these  forced  sales  distribute 
the  stocks  from  the  hands  of  the  borrowers  to  the  hands  of  new 
owners,  who  pay  in  full  for  them. 

According  to  my  observation — and  I  have  seen  it  happen  in  New 
York  more  than  once — when  a  bad  break  arises  in  the  New  York 
stock  market,  due  to  bad,  panicky  conditions.  Wall  Street  i^  filled 
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with  bargain  hunters  who  come  there  to  buy  cheap  stock,  and  that 
is  the  red  effect  on  the  stock  market  caused  by  panicky  money  rates. 

Representative  Sumners.  Are  those  purchasers,  as  a  rule,  people 
who  have  some  capital  that  they  want  to  invest  in  an  interest-beanng 
security,  or  speculators  on  a  small  scale  who  happen  to  have  a  little 
money  and  believe  they  can  buy  on  the  present  market  and  then  on 
an  up  turn  cash  out  and  make  a  little  money  ? 

Gov.  Strong.  They  are  undoubtedly  of  both  characters,  but  the 
characteristic  of  such  a  situation  is  that  it  attracts  a  large  number  of 
people  to  buy  these  stocks.  And  I  may  say  in  passing  that  nothing 
dMerent  takes  place  in  stocks  than  takes  place  m  commodities,  and 
when  one  considers  what  policy  should  be  adopted  by  the  Federal 
reserve  bank  in  fixing  rates  we  nave  got  to  bear  in  mind  that  such  a 
rate  policy  as  furnishes  an  inducement  to  the  speculator  to  buy  in  a 
market  where  goods  are  being  sold  under  distress  conditions  does 
not  afford  real  relief  to  the  man  that  needs  it,  in  my  opinion. 

The  Chairman.  Concretely,  then,  if  you  were  to  adopt  at  this  time 
a  low-rate  policy  in  respect  to  Government  bonds — suppose,  for 
instance,  that  the  Federal  Reserve  Board  should  establish  a  rate  of 
3i  per  cent  for  rediscoimts  on  Government  paper,  what  would  be 
the  effect  of  the  adoption  of  such  a  policy  during  the  period  of 
liquidation  ? 

Gov.  Strong.  I  hesitate  to  prophesy  absolutely  what  would  be  the 
effect.  I  can  point  out  one  of  the  dangers,  however,  of  such  a  policy. 
Take  the  case  of  the  crops  that  are  now  being  produced  at  a  cost  very 
much  below  what  last  year's  crop  cost.  The  sentiment  of  the  coun- 
try, whether  justified  or  not — and  personally  I  do  not  think  it  is 
justified — has  undoubtedly  led  many  people,  especially  the  farmers, 
to  believe  that  there 'wilf  not  be  enough  credit  .to  take  care  of  an 
orderly  marketing  of  their  crops,  so  that  they  can  pay  their  loans  at 
the  banks.  Now,  let  us  sav  tnat  the  sentiment  prevails  to  such  an 
extent  that  immediately  the  crop  is  made  and  immediately  it  is 
harv^ted  it  goes  fo  the  central  markets;  in  the  case  of  wheat  it  goes 
to  the  elevators  in  the  central  markets,  and  in  the  case  of  cotton  it  goes 
directly  to  the  ports  and  concentration  points.  Suppose  we  made  a 
rate  of  discoimt  which  enables  the  speculative  buyer  on  the  market  to 
come  into  the  market  and  buy  those  stocks  of  farm  produce,  I  think 
you  are  giving  the  speculator  the  means  at  a  very  low  cost  to  enable 
him  to  accumulate  tnose  stocks  of  farm  produce.  I  tliink  that  is  the 
danger.  T  do  not  want  to  prophesy  that  it  will  happen,  and  I  do 
not  prophesy  that  it  will  happen,  because,  personally,  I  beUeve  there 
is  going  to  be  ample  credit  to  take  care  of  tnis  next  crop. 

Developing  that  point  a  little  fur.ther,  take  last  year's  crop  of 
cotton  compared  to  this  year's,  and  assume  that  cotton  last  year  was 
financed  upon  the  basis  of  a  cost  reflected  in  the  price  of  40  cents  per 
pound;  ana  cotton  this  year  has  got  to  be  financed  at  a  cost)  reflected 
in  a  price  of  12  cents  per  pound.  Last  year's  cotton  crop,  roughly 
figured,  required  a  credit  tnree  or  four  tunes  as  large  as  this  year's 
crop.  Last  vear's  crop  was  on  a  $2,000,000,000  basis,  and  this  year's 
crop  is  on  a''$500,000,000  basis. 

Representative  Ten  Eyck.  That  is  always  the  case  in  times  of 
high  prices  ? 

Gov.  Stkong.  That  Ls  always  the  case  in  times  of  hich  prices.  The 
difficulty  last  year  was  the  cost  at  which  the  crop  had  neen  produced, 
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and  the  difficulty  of  making  loans  large  enough  to  oany  the  producers 
after  the  declme  took  place. 

Senator  Lenroot.  Governor,  do  I  understand  that  the  same  per- 
centage of  credit  will  be  extended  at  the  high  peak  as  is  extended 
now? 

Gov.  Strong.  No,  sir;  I  can  not  answer  that. 

Senator  Lenroot.  If  it  was  not,  it  would  not  be  four  times  the 
amount  it  was  last  year. 

Gov.  Strong.  It  would  not  be  four  times  as  much;  but  I  used 
those  figures  simply  to  illustrate  the  relationship  between  the  two— 
between  a  low-pnced  crop  and  a  high-priced  crop. 

Senator  Lenroot.  There  would  not  be  that  same  relationship, 
however. 

Gov.  Strong.  No,  sir;  last  year's  crop  was  13,500,000  bales,  ap- 
proximately, and  this  vear's  crop  is  estimated  at  approximately  eight 
and  a  quarter  milUon  bales. 

Senator  Lenroot.  I  would  like  to  ask  a  question  about  this  chart 
This  [indicating]  represents  street  loans  of  eight  or  ten  billion  dollars; 
this  is  magnified  ten  times?     (See  page  626.) 

Gov.  Strong.  Yes;  the  volume  is,  but  the  relative  amount  of 
increase  is  not  magnified.     It  merely  raises  that  line  on  the  chart. 

Senator  Lenroot.  The  actual  figures  show  $16,000,000,000;  that 
would  be  an  increase  of  $8,000,000,000.  But  this  is  magnified  ten 
times;  so  the  actual  increase  is  about  $800,000,000. 

Gov.  Strong.  Yes;  I  could  give  you  the  exact  figures  reported 
to  us  daily,  Senator. 

Senator  Lenroot.  Just  to  take  your  chart  so  that  anyone  that 
reads  the  record  may  imderstand  iC — as  a  matter  of  fact,  the  actual 
increase,  as  shown  by  the  increases  from  January  to  November  on 
street  loans  is  $800,000,000,  approximately  ? 

Gov.  Strong.  It  is  approximately  that;  yes,  sir. 

Senator  Lenroot.  Is  that  an  unusual  expansion? 

Gov.  Strong.  It  is  impossible  to  answer  that,  because  we  have  not 
had  the  data  upon  which  to  make  a  comparison.  The  only  data 
which  wo  have  showing  the  fluctuation  of  loans  on  the  New  York 
Stock  Exchange  are  those  which  we  began  to  get  in  November,  1918, 
when  these  reports  were  first  sent  to  .us,  and  we  have  no  data  showing 
the  volume  of  the  loans,  for  example,  as  in  such  a  period  of  expansion 
previous  to  this  as  the  one  which  cuhninated  in  1907,  when  a  similar 
occurrence  took  place.     We  have  no  data  for  comparison. 

Senator  Lenroot.  In  yoiup  judgment,  did  that  expansion  from 
January  to  November  in  itself  have  any  efl'ect  or  was  it  one  of  the 
causes  of  tiie  break  which  afterwards  followed  ? 

Gov.  Strong.  I  think  it  was  one  of  the  causes  of  the  break,  in  the 
sense,  Senator,  that  that  market,  with  all  other  markets,  commodities, 
and  everything  else,  got  top-heavy.  It  had  got  too  high  in  the  burst 
of  speculation  that  raged  not  only  over  this  country  but  oVer  the  whole 
world. 

Senator  IjENROOT.  Then  if  this  expansion  had  not  occurred,  the 
break  would  probably  not  have  been  as  great;  if  this  particular  ex- 
pansion had  not  occurred,  the  break  womd  not  have  been  as  great? 

Gov.  Strong.  On  this  market? 

Senator  Lenroot.  Generally. 
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Gov.  Stbong.  Yes;  that  applies  to  all  markets. 

Senator  liENROOT.  But  the  expansion,  I  take  it,  from  this  chart, 
was  greater  than  the  ordinary  expansion  during  that  same  period, 
relatively  speaking? 

Gov.  Strong.  Yes;  the  rise  in  the  values  was  greater  than 

Senator  Lenroot  (interposing).  No;  the  rise  in  volume  of  street 
loans  was  verv  much  greater  than  the  rise  in  credit  generally,  as  shown 
by  the  chart  f 

Gov.  Strong.  Yes-  it  is  so  shown  by  the  chart;  jes,  sir.  I  would 
like  to  pursue  that  a  little  further,  to  he  very  certam  that  that  is  the 
fact. 

Senator  Lenroot.  Yes. 

Gov.  Strong.  Of  course;  these  reports,  Senator,  are  made  from 
figures  submitted  by  only  800  banks,  and  that  would  exclude  the 
percentage  or  volume  of  expansion  which  took  place  in  the  agri- 
cultural sections,  which  we  regard  as  very  much  ^eater  than  in  the 
commercial  sections. 

Senator  Lenroot.  This  particular  expansion  seems  to  be  very 
mudi  greater  than  the  general  expansion  of  credit  during  that  period. 
Gould  that  have  been  controlled  so  as  to  have  prevented  it,  in  part, 
at  least  ? 

Gov.  Strong.  I  hope  to  make  a  full  report  on  the  measures  that 
were  taken.  Senator,  on  that  matter. 

Senator  Lenroot.  I  will  notpress  it  now,  then. 

Representative  Ten  Eyck.  Tne  fact  that  the  street  loans  started 
to  drop  in  October — I  think  the  peak  was  in  October 

Gov.  Strong  (interposing).  It  was,  in  fact,  November  3. 

Representative  Ten  Eyck.  Is  that  the  reason  why  loans  and  in- 
vestments started  to  increase  at  that  time,  due  to  the  speculator  and 
the  weak  investor  starting  to  sell  his  stock,  or  transferring  them  from 
a  broker's  loan  to  a  banker's  loan,  which  then  would  become  an 
investment  by  buying  their  stock  out  and  out,  but  still  owing  the 
bank  for  part  of  it;  is  that  one  of  the  reasons  why  that  line  for  loans 
and  investments  started  to  rise  or  increase  ? 

Gov.  Strong.  Loans  and  investments  ? 

Representative  Ten  Eyck.  Yes;  loans  and  investments. 

Gov.  Strong.  I  should  say  that  the  cause  of  the  earUer  decline  in 
the  stock  market,  and  consequently  the  earlier  decline  in  the  volume 
of  loans,  which  are  interrelated,  of  course,  arose  in  very  large  part 
from  the  nervousness  of  holders  of  speculative  stocks  at  the  peak  of 
the  rise  in  the  stock  market,  and  consequently  in  the  rise  of  tne  loan 
account,  because  they  were  afraid  there  was  not  going  to  be  enough 
credit  to  support  the  speculation.  And  when  1  come  to  describe 
what  happened  in  that  period,  I  think  you  will  appreciate  they  had 
reason  to  feel  uneasy. 

Representative  Ten  Eyck.  I  think  I  know  the  reason,  and  think 
I  appreciate  the  situation  at  that  time.  But  at  this  particular  time, 
the  loan  accoimt,  through  investments,  increased,  while  the  loan 
accoimt  on  the  street  decreased.  I  wondered  whether  there  \^as  any 
relation  between  them,  on  accoimt  of  transfers  from  one  condition  to 
the  other.  You  know,  often  a  man  buys  stock  on  the  market  and 
leaves  it  with  his  broker^  and  then  comes  a  time  when  he  says,  '*I 
guess  I  had  better  get  this  out  of  the  broker's  hands  and  buy  it  out- 
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light/'  At  the  same  time  he  does  not  put  up  much  more  money,  but 
borrows  money  at  the  bank^  and  puts  the  stock  up,  at  the  bank,  as 
collateral,  and  the  bank  holds  it,  instead  of  the  broker;  is  that  not  a 
fact? 

Gov.  Strong.  Yes,  sir. 

Representative  Ten  Eyck.  I  wondered  whether  that  had  any  rela- 
tion to  this  situation  ? 

Gov.  Strong.  Of  course,  banks  do  not  buy  stocks,  as  a  rule. 

Representative  Ten  Eyck.  I  am  not  tallang  about  banks;  I  am 
talking  of  the  in(?ividual  investor  who  buj^s  his  stock  through  a 
broker,  and  the  broker  may  have  carried  him  five  months  or  two 
months  or  one  month,  but  there  comes  a  time  when  he  says  to 
himself,  ^'I  think  I  had  better  take  this  stock  out  of  the  market 
and  buy  it  out  and  out, "  but  in  doing  so  he  goes  to  his  bank,  where 
he  has  credit,  and  borrows  enough  money  to  take  that  stock  up. 
and  puts  the  stock  up  as  collateral  in  that  bank.  Now,  when  he 
does  that,  that  loan  comes  in  the  line  of  loans  and  investments, 
does  it  not  ? 

Gov.  Strong.  Yes,  sir. 

Representative  Ten  Eyck.  Is  that  not  one  of  the  reasons  why 
that  line  ran  up  and  increased  while  the  other  one  was  going  down, 
or  is  that  so  small  that  it  made  no  difference  ? 

Gov.  Strong.  I  would  have  to  surmise  in  order  to  answer  your 
question,  until  we  have  had  time  to  analyze  the  account  which  is  shown 
on  the  chart  as  ''loans  and  investments  of  all  reporting  banks." 
But,  surmising  only,  I  think  what  happened  was  that  the  demand 
for  agricultural  and  industrial  accommodations  increased  throughout 
that  period  so  rapidly  that,  as  shown  on  the  charts,  our  reserve 
percentage  constantly  decreased,  and  it  was  the  outside  pressure 
for  accommodation  to  take  care  of  this  volume  of  commodities, 
with  the  increased  pressure  that  was  put  on  the  money  market, 
that  was  one  of  the  causes  of  the  liquidation.  The  rise  in  the  money 
market  simply  indicates  one  of  the  elements  causing  liquidation  in 
the  stock  market. 

Representative  Ten  Eyck.  I  appreciate  that;  but  doesn't  this 
have  something  to  do  with  it  ? 

Gov.  Strong.  I  think  it  may.  Congressman,  but  I  could  not  say 
without  analyzing  the  figures,  and  I  do  not  like  to  surmise  where 
we  are  in  a  position  to  get  the  actual  figures. 

There  is  still  another  chart  relating  to  this  matter,  which  bears 
three  curves.  (See  opposite  pag®-)  ^®  shows  the  total  loans  and 
investments  of  the  New  York  City  reporting  banks — the  70  banks 
to  which  I  have  referred;  the  second  is  a  similar  curve  showing  the 
loans  and  investments  of  all  banks  outside  of  New  York  City  report- 
ing to  us;  the  third  curve  shows  the  loans  and  investments  of  all 
reporting  banks,  including  the  New  York  City  banks.  I  also  offer 
a  chart  comparing  the  decline  in  deposits  of  New  York  City  banks 
with  the  decline  in  deposits  in  the  800  banks  of  the  whole  country. 
(See  p.  636.) 

I  do  not  think  there  is  any  necessity  for  commenting  upon  those 
charts,  unless  something  is  suggested  by  them  to  the  members  of 
the  commission. 
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Gov.  Strong.  In  connection  with  that  first  chart,  which  includes 
all  loans,  including^  stock  exchange  loans,  the  point  that  you  raised, 
Congressman  Ten  Eyck,  should  have  been  made  clear.  It  was  stupid 
of  me  not  to  do  it.  In  the  first  chart  which  I  submitted,  the  curve 
which  shows  the  loans  and  investments  of  all  reporting  banks,  ^the 
upper  curve,  includes  the  street  loans  of  the  New  YorK  City  daily 
reporting  banks. 

Kepresentative  Ten  Eyck.  I  see. 

Gov.  Strong.  And  the  significance  of  that  is  that  notwithstanding 
the  decline  in  the  volume  of  the  street  loans  the  other  curve  continuea 
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weekly  preset  statements. 

to  go  up,  showing  that  the  release  of  credit  effected  by  the  reduction 
of  credit  on  the  rfew  York  Stock  Exchange  was  taken  up  by  other 
classes  of  loans  in  the  banks  of  the  country. 

Representative  Sumners.  You  stated  a  moment  ago  that  the  eflfect 
of  a  high  interest  rate  in  the  money  market  was  to  cause  a  speculator 
to  turn  his  investment  loose,  and  that  the  stock  turned  loose  by  the 
speculator  imder  a  high  interest  rate  was  absorbed  by  the  investors 
throughout  the  country.  Is  there  anything  to  show  how  much 
money  during  that  sort  of  a  situation  comes  m  from  the  country  at 
large  m  order  to  absorb  these  shares  of  stock  pressed  upon  the  market 
by  the  high  interest  rate  ? 
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Gov.  Strong.  I  know  of  no  means  of  getting  at  the  absolute  data, 
(Congressman,  but  certain  information  can  be  obtained  which  would 
throw  some  partial  light  upon  that  question.  The  effect  upon  the 
loan  account  in  a  declining  market  arises  from  two  causes.  As 
stock  values  decline,  those  who  have  bouc'ht  them  on  mamn  must 
put  up  more  margin  and  draw  upon  their  oank  accounts,  wnich  has 
a  tendency  to  reduce  this  loan  account.  And  then  the  class  of 
investor  I  speak  of  comes  in  and  buys  stocks  outright,  and  that  also 
reduces  the  loan  account.  The  two  together  would  result  in  gradu- 
ally paying  for  stocks  which  had  formerly  been  carried  on  loans. 
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Bank  Deposits  in  New  York  Cht  and  Outside. 

Total  deposits  of  reportine  banks  in  New  York  City  and  in  the  Unitod  States 
outside  New  York  Citv  tbelast  week  of  each  month.    (Lofi;arlthmic  scale.) 

Source  of  information:  Federal  Reserve  Bulletin  and  weekly  press  statements  of 
the  Fe*leral  Reserve  Board. 

Representative  Sumners.  There  is  an  opinion  very  widespread 
throughout  the  country  that  the  custom  of  d^ealing  in  these  stocks  by 
speculative  investors,  resulting  in  such  fluctuations  of  interest  rates 
and  purchases  and  sales  has  a  general  disorganizing  and  demoralizing 
eflFect  upon  the  volume  of  avauable  money  scattered  throughout  the 
coimtry;  have  you  any  data  with  reference  to  that,  or  any  opinion 
with  reference  to  it?  •  i_-       t 

Gov.  Strong.  I  think  possibly  the  Senate  document  to  which  I 
have  alluded  will  give  some  information. 

Representative  Sumners.  Very  well. 


Digitized  by 


Google 


AGRICULTURAL  INQUIRY.  637 

Gov.  Strong.  Now,  in  regard  to  the  general  organization  of  the 
New  York  stock  exdiange  money  market.  We  have  had  many  dis-^ 
cussions  with  the  officers  of  the  New  York  stock  exchange,  looking 
to  a  better  organization  of  that  matter.  The  stock  exchange  is  a 
necessary  part  of  the  financial  organization  of  the  country,  and  it 
seems  to  me  the  correct  attitude  to  assume  toward  it  is  to  reduce  it 
to  such  a  condition  of  management  by  the  authorities  of  the  exchange, 
if  you  please,  that  extreme  developments  in  money  rates,  and  so  on, 
will  not  be  a  disturbing  element.  As  vou  know,  in  the  London  market 
thev  have  what  is  known  as  term  settlements,  fortnightly  settlements, 
and  they  do  not  make  loans,  as  we  do,  from  day  to  day,  in  New  York. 

The  Stock  Exchange,  as  I  have  disclosed  in  the  dfata  I  have  sub- 
mitted, is  making  a  study  of  these  matters,  on  which  they  have 
made  considerable  prop*ess,  in  order  to  economize  in  the  amount  of 
credit  required  to  conduct  the  New  York  Stock  Exchange  business. 
The  first  step  taken,  some  years  ago,  was  to  establish  the  New  York 
Stock  Exchange  clearing  house.  The  result  is  that  only  the  net 
amount  of  a  given  stock  Dought  and  sold  on  a  given  day  is  actually 
paid  for.  That  has  the  effect  of  very  much  reducing  the  amount  of 
credit  to  be  employed  in  conducting  the  day's  transactions.  Then, 
recently,  there  nas  been  perfected  a  plan  by  which  stock  exchange 
loans  are  cleared.  I  am  unable  to  give  you  a  clear  idea  of  it,  how- 
ever, without  more  study,  but  it  is  also  spoken  of  in  these  documents. 
Its  effect  will  be  to  reduce  the  volume  of  credit  required. 

And  the  third  step,  which  may  be  developed  by  the  exchange 
authorities,  may  be  to  inaugurate  some  form  of  term  settlement. 
Now,  that  is  a  difficult  thing  to  bring  about  in  the  New  York  Exchange. 
It  is  different  from  the  situation  m  the  London  market,  because  in 
New  York  we  have  only  one  class  of  broker.  In  London  they  have 
two  classes,  the  jobber  and  the  broker.  The  broker  enters  into 
neeotiations  with  the  jobber,  and  gives  his  obligation  to  the  jobber, 
and  therefore  there  is  an  obligation  behind  an  obligation.  Now, 
it  may  be  that  in  the  evolution  of  the  New  York  Stock  Exchange 
sometning  of  that  kind  may  be  worked  out.  And  I  am  assured  by 
the  authorities  of  the  exchange  that  they  are  working  diligently,  so 
as  to  perfect  arrangements  to  avoid  these  fluctuations  in  rates  for 
call  money. 

I  have  personally  felt,  however,  that  the  Federal  reserve  bank  of 
New  York  and  its  rate  are  pretty  well  emancipated  from  the  workings 
of  the  New  York  Stock  Exchange,  because  of  the  feeling  among 
lenders  that  they  prefer  those  kmds  of  securities,  which  are  avail- 
able for  discoimt  at  the  Federal  reserve  bank,  in  case  of  need. 

In  order  to  throw  further  light  upon  the  question  of  the  amount  of 
funds  which  flow  into  New  York  and  out  of  New  York  from  other 
Federal  reserve  banks,  which  I  understand  is  a  matter  of  consider- 
able interest  to  the  commission,  on  July  29  a  questionnaire  was 
sent 

Senator  Harrison  (interposing) .  This  year  ? 

Gov.  Strong.  July  29  of  this  year,  a  questionnaire  was  prepared 
and  sent  to  the  62  leading  banks  and  trust  companies  of  New  York 
City  with  which  the  Federal  reserve  bank  of  New  York  has  had  con- 
tinuous relationship  during  the  period  of  strain  in  the  money  market. 
You  will  remember  I  referred  to  the  ** money  committee"  which  was 
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formed,  and  many  of  these  banks  are  still  cooperating  with  us  in  . 
carrying  out  the  policies  originally  imdertaken  by  that  committee. 

The  basis  of  such  a  table  as  I  am  now  presenting  must  be  fair,  in 
order  that  the  data  obtained  may  be  f aor.  And  1  think  I  should 
read  to  the  commission  the  letter  which  was  sent  out  with  the  ques- 
tionnaire, in  order  to  indicate  just  what  kind  of  replies  might  be 
expected  to  this  inquiry.     [Reading:] 

July  29, 1921. 

My  Dear  Mr. :  It  is  desirable  to  assemble  certain  data  as  of  November  15, 

1920,  showing  accommodation  then  given  by  banks  in  New  York  City  to  banks, 
firms,  corporations,  etc.,  located  entirely  or  principally  in  other  Federal  reeer\'e  dis- 
tricts ana  the  amount  of  the  deposits  carried  by  them  in  New  York  City  banks  on 
that  date.  The  names  of  individual  banks  reporting  figures  to  us  will  be  held  in 
strict  confidence  and  only  total  figures  will  be  used.  These  total  figures  will  be  trans- 
mitted to  Gov.  Strong,  who  is  now  in  Washington. 

It  is  realized  that  the  gathering  of  this  material  will  impose  much  work  on  the  banks, 
but  I  trust  that  you  wfll  see  fit  to  use  the  best  endeavors  of  your  institution  in  its 
preparation.  A  blank  form  is  attached  which  gives  the  details  of  the  information 
desured.  It  is  understood  that  there  will  be  many  cases  where  it  will  be  difficult  to 
determine  fairly  whether  or  not  depositors  or  borrowers  may  be  considered  principally 
to  be  within  or  outside  this  Federal  reserve  district.  In  such  cases  it  is  expected  that 
each  bank  will  use  its  own  judgment,  but  the  general  principle  to  be  observed  is  that 
the  object  of  this  inquirj'  is  to  make  a  fair  disclosure  of  the  amount  of  out-of-distria 
balances  carried  in  New  York  and  the  amount  of  money  loaned  to  out-of-district 
borrowers. 

We  recjuest  a  response  by  noon  on  Tuesday,  August  2,  and  thank  you  for  your 
cooperation  in  this  matter. 
Yours,  very  truly, 

J.  H.  Case,  Deputy  Governor. 

Senator  Harrison.  Why  was  November  15  selected  ? 

Gov.  Strong.  It  was  selected  because  it  coincides  with  the  call 
made  by  the  Comptroller  of  the  Ciurrency  for  the  condition  of  the 
banks  on  that  date;  and  reference  was  made  by  him  in  some  of  his 
correspondence  to  some  figures  made  as  of  that  date,  which  I  think 
were  brought  out  in  a  ramer  illuminating  fashion  by  Congressman 
Mills  when  he  cross-examined  the  comptroller.  The  result  of  this 
(juestionnaire  is  rather  important,  Mr.  Chairman,  and  I  leave  it  for 
insertion  in  the  record,  if  the  commission  desires  to  have  it  printed. 

The  Chairman.  Without  objection,  it  may  be  inserted  in  the 
record. 

(The  tables  referred  to  are  as  follows:) 

Loans  to  correspondents  located  outside  second  district  and  loans  and  inrestments  ofdailif 
reporting  banks^  as  of  Nov.  15 ^  1920. 

Loans  to  banks $249, 465, 96^ 

Loans  to  railroads  and  public-service  corporations 44,  (Ml,  7H> 

(a)  Agricultural  loans $91, 427, 466 

(6)  Industrial  loans 796, 872, 155 

(c)  All  other  loans 193, 469, 448 

Total  of  (a),  (6),  and  (c) 1, 081, 769, 069 

Total  loans  outside  second  district , 1, 375, 276, 750 

Total  loans  and  investments 5, 444, 680,  OOO 
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Deposits  of  correspondents  located  outside  of  second  district  and  total  borrowings  from 
Federal  reserve  bank^  as  of  Nov.  16 y  1920, 

DepoeitB  of  banks $564, 173, 936 

Deposits  of  railroads  and  public-service  corporations 76, 837, 303 

(o)  Agricultural  deposits $24, 677, 482 

(b)  Industrial  deposits 601, 852, 738 

(c)  All  other  deposits 110, 910, 239 

Total  of  (a),  (6),  and  (c)/ 637, 440, 459 

Total  deposits  outside  second  district 1, 278, 451, 6S8 

Total  borrowings  from  Federal  reserve  bank 880, 640, 000 

Gov.  Strong.  As  I  say,  Mr.  Chairman,  the  result  of  this  ques- 
tionnaire discloses  that  out-of-town  bank  deposits  carried  by  the 
banks  responding  to  the  questionnaire  amounted  to  a  total  of 
$564,000,000;  the  deposits  of  railroads  and  public-service  corpora- 
tions amounted  to  $77,000,000.  I  am  reading  the  nearest  amount, 
in  round  figures,  in  millions  of  dollars.  Agricultural  deposits 
amounted  to  $24,000,000.  Industrial  deposits  amounted  to  $502,- 
000,000.  All  other  deposits  amounted  to  $111,000,000.  The  total 
amount  of  agricultural,  industrial,  and  all  other  deposits  amounted 
to  $637,000,000.  And  the  total  amount  of  all  deposits,  including 
the  banks  and  public  service  corporations  and  railroads  amounted  to 
$1,278,000,000.  At  the  date  oi  this  report  these  reporting  banks 
were  borrowing  from  the  Federal  reserve  bank  of  New  York 
$881,000,000. 

Senator  Harrison.  The  banks  in  New  York  were  borrowing 
eight  hundred  and  some  odd  millions  ? 

Gov.  Strong.  Yes;  the  banks  in  New  York  were  borrowing  this. 

Senator  Harrison.  And  as  I  caught  the  figures,  the  banks  outside 
of  New  York  had  on  deposit  some  $560,000,000. 

Gov.  Strong.  $564,000,000. 

Now,  the  loans  of  like  class  among  all  New  York  Citv  banks  at  that 
time  were  as  follows:  Loans  to  banks  outside  of  New  York  City, 
$249,000,000;  loans  to  railroads  and  public  service  corporations, 
$44,000,000;  agricultural  loans,  $91,000,000;  industrial  loans, 
$797,000,000;  all  other  loans,  $194,000,000.  The  total  of  agricul- 
tural, industrial,  and  all  other  loans,  $1,082,000,000.  The  total  of  all 
loans  outside  of  the  district,  $1,375,000,000.  And  the  total  of  all 
loans  and  investments,  including  those  within  the  district,  was 
$5,445,000,000. 

The  contrast  brought  out  by  these  figures,  which,  I  think,  are  as 
accurate  as  can  be  prepared,  if  the  banks  followed,  as  I  believe  they 
did,  instructions  to  present  a  fair  showing  on  this  question,  is  that 
the  total  of  all  deposits  made  in  New  York  banks  Dy  institutions, 
business  corporations  and  banks  outside  of  the  district  is  $1^278,- 
000,000;  and  the  total  of  loans  made  by  all  banks  in  New  York  to 
borrowers  outside  of  the  district  is  $1,375;000,000. 

Senator  Harrison.  If  I  caught  the  figures  right,  the  banks  outside 
of  New  York  had  deposited  in  the  banks  in  New  York  $564,000,000, 
and  the  banks  in  New  York  had  rediscounted  and  loaned  to  banks 
outside  of  New  York  $240,000,000  ? 

Gov.  Strong.  Yes;  the  actual  figures  are  $249,465,965. 

I  should  call  the  commission's  attention  to  another  thing  in  con- 
nection  with   these   figures,   however.     Notwithstanding   that   the 
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Federal  reserve  banks  perform  a  great  variety  of  services  for  their 
*  members,  aside  from  loaning  them  money  when  thej  need  it,  the 
Federal  reserve  banks  are  nevertheless  not  in  a  position  to  p^onn 
many  other  services  which  their  members  require,  and  large  balances 
are  consequently  carried  with  correspondent  banks  in  the  c^tral 
reserve  cities  and  the  reserve  cities  as  compensation  for  services 
rendered — services  which  we  are  imable  to  render  imder  the  law. 

Senator  Haerison.  You  could  not  give  us  the  figures  as  to  the 
loans  carried  for  the  stock  exchange? 

Gov.  Strong.  I  could  by  sending  out  another  questionnaire;  that 
is,  not  with  absolute  accuracy,  but  it  would  give  a  fair  showing. 

Senator  Harbison.  Do  you  think  the  proportion  is  about  the 
same? 

Gov.  Strong.  Well.  I  think  the  proportion  of  figures  of  this 
character  by  the  small  banks  is  negli^ble.  For  instance,  there  are 
one  or  two  banks  to  whom  we  sent  this  questionnaire  that  have  no 
loans  or  deposits  of  the  character  indicated  at  all.  And  when  we 
come  to  the  small  banks  in  New  York  City,  we  will  find  they  have  no 
deposits  from  and  no  loans  to  out-of-town  borrowers.  Thev  would 
be  a  negligible  factor.  They  would  increase  the  total  somewhat,  but 
by  a  very  small  amount. 

Senator  Harrison.  What  per  cent  of  the  banks  in  New  York  City 
belong  to  the  Federal  reserve  system,  and  what  per  cent  does  not;! 
presume  you  have  stated  that  already  ? 

Gov.  Strong.  I  have  not  stated  it.    But  my  recollection  is  that  90 

ger  cent  in  resources  of  all  the  banks  in  the  district  belong  to  the 
ederal  reserve  system,  and  10  per  cent  do  not. 

Senator  Lbnroot.  That  is,  in  resources,  and  not  in  number  ? 

Gov.  Strong.  Yes;  in  resources,  not  in  number. 

Senator  Lbnroot.  It  is  the  resources  that  are  important. 

Gov.  Strong.  I  have  charts  and  tables  with  some  figures  attached, 
going  with  some  detail  into  these  matters.  They  show,  for  instance, 
m  one  chart  loans  placed  for  correspondents  by  New  York  banks 
on  the  stock  exchange,  and  the  balance  carried  in  their  accounts 
that  are  not  loaned.  (See  p.  644.)  There  is  a  comparison  of  the 
amount  that  the  New  York  banks  are  loaning  on  their  own  account 
on  the  New  York  Stock  Exchange,  and  the  amount  they  are  loanin£ 
for  correspondents.  (See  p.  645.)  And  there  are  various  tables  ana 
charts,  giving  all  of  these  figures  with  interest  rates.  (See  also  pp. 
545,  546,  548-554  and  557-567.)  I  think  the  data  are  of  sufficient 
importance  to  include  in  the  record,  if  the  commission  desires  to  do  so. 

The  Chairman.  Without  objection,  it  will  be  included  in  the  record. 

(The  charts  and  data  referred  to  are  printed  in  full,  as  follows:) 

OUT-OF-DISTRICT  DEPOSITS   IN   NeW   YoRK  CiTY  BaNKS  AND   LOANS  OF  NeW  YoBK 

City  Banks  to  Out-of-District  Banks,  Corporations,  Firms,  etc. 

The  accommodation  granted  during  the  height  of  the  credit  demand  by  New  York 
City  banks  to  banks,  corporations,  firms,  etc. ,  in  other  Federal  reserve  aistricts,  and 
the  decline  in  deposits  carried  by  them  in  New  York  City  banks,  is  manifested  in 
the  following: 

(A)  The  deposits  of  New  York  City  banks  declined  more  rapidly  than  the  deposits 
of  oanks  elsewhere  in  the  country. 

(B)  The  deposits  of  New  York  City  banks  declined  more  in  proportion  to  the 
decline  of  their  loans  than  did  the  deposits  of  banks  in  the  country  as  a  whole. 

(C)  The  balances  of  correspondent  banks  with  New  York  City  banks  and  the 
amount  of  stock  market  loans  placed  for  the  account  of  correspondent  banks  (forming 
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a  substantial  part  of  interior  funds  placed  in  New  York)  declined  rapidly  during 
1920,  with  minor  fluctuations. 

(D)  In  November,  1920,  the  loans  to  out-of-town  correspondents  by  six  of  the  laiffest 
New  York  City  banks  were  reported  by  them  to  be  larger  than  ever  before,  even  before 
the  establishment  of  the  Federal  reserve  system. 

(£)  On  February  14,  1921,  the  loans  to  banks,  railroads  and  corporations  outside 
New  York  State  by  the  five  New  York  City  banks  which  were  then  the  largest  bor- 
rowers at  the  Federal  reserve  bank,  were  $280,000,000  more  than  their  borrowings 
at  the  reserve  bank, 

THB  DECLINS  IN   DEPOSrTS. 

Throughout  1920  the  deposits  of  reporting  member  banks  outside  of  New  York 
Ci^  maintained  an  approximately  even  level  at  about  19,150,000,000.  The  deposits 
of  New  York  City  baiikis,  however,  in  the  first  11  months  of  the  year  fell  $370,000,000. 


Fbdsral  Rssbbve  Banks. 


Rbportino  Banks. 
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Loams  and  Dkposits  of  Repobtino  Banks  in  the  United  States  Compared  with  Eaknino  Assets, 
Note  Cibculation,  and  Mehbeb  Bank  Resebye  Deposits  op  all  Fedebal  Resebve  Banks. 

Sonroe  of  information:  Annual  reports  of  the  Federal  Reserve  Board,  Federal  Reserve  Bulletins,  and 
weekly  press  statements. 

By' December  31  a  decline  in  the  deposits  of  all  banks  in  the  country  was  practically 
entirely  accoimted  for  by  the  loss  of  deposits  in  New  York  City  banks.  On  that  day, 
in  spite  of  a  normal  end-of-the-year  accimiulation  of  funds  in  New  York,  the  deposits 
of  tne  72  New  York  City  banks  which  report  weekly  to  the  Federal  Reserve  Board 
were  $505,000,000  below  their  high  point  readied  on  September  19,  1919. 

Id.  1921  the  deposits  of  banks  outside  the  city  began  to  decline,  but  at  a  much 
slower  rate  than  in  New  York  City.  By  the  middle  of  February,  1921  (Feb.  11)  the 
deipoatB  of  New  York  City  banks  had  declined  1961.000,000  from  their  high  point  as 
against  a  decline  of  $59,000,000  from  maximiun  of  oanks  elsewhere  in  the  country. 
Tnere  were  heavy  daily  losses  in  the  gold  settlement  fimd  and  the  New  York  reserve 
bulk  sold  acceptances  to  other  Federal  reserve  banks  to  o^set  those  losses  in  part. 

The  accompuiying  diagram  shows  the  movement  of  deposits  in  New  York  City  banks 
and  in  banks  outside  New  York  City  as  of  this  last  reporting  date  of  each  month  in 
1919,  1920,  and  in  1921  up  to  July  13.     (See  p.  636.) 
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THE  DECLINE  IN  DEPOSITS  COMPARED  WITH  THE  DECLINE  IN  LOANS. 

The  loans  of  the  reporting  banks  throughout  the  country  corresponded  dosely  in 
their  rate  of  increase  and  decrease  from  month  to  month  during  1920,  and  until  May, 
1921,  the  rates  of  decrease  were  closely  the  same.  Since  that  time  loans  have  con- 
tinued to  decrease  but  deposits  have  remained  practically  stationary,  due  largely 
to  the  accumulating  base  oi  gold — that  is,  gold  imports  have  about  o£met  the  dedine 
in  deposits  resulting  from  the  extinguishment  of  loans.    (See  p.  641.) 

In  New  York  City,  however,  the  decrease  in  deposits  was  proportionately  greater 
than  the  decrease  in  loans  and  it  is  only  very  recentlv  that  there  has  been  subfltantial 
correspondence  between  them.    (See  pp.  ^5  and  636.) 

The  following  table  gives  a  detailed  comparison  for  1920  and  1921.  The  figures  are 
as  of  the  last  reporting  day  of  each  month,  and  in  the  case  of  the  reporting  banks  in  all 
districts  covers  only  uie  period  from  October  15, 1920,  inasmuch  as  that  was  the  date 
on  which  the  loans  of  those  banks  reached  their  maximum: 

Percentage  decline  from  maximum. 


Date. 

AU  districts. 

New  York  aty. 

Loans. 

Deposits. 

Loans. 

Deposits. 

1919. 
Sept.  26 

11 

Oct.  31 

0.9 
5.4 
4.1 

4.2 
6.2 
4.9 
4.4 

6.8 
5.3 
5.9 
5.6 
4.8 
5.5 
8.0 
6.6 

1015 
l^O 
13.9 
16.5 
18.6 
1&5 

11 

Nov.  28 

LQ 

Dec.  26 

Ki 

1920. 
Jan.  30 

X4 
4.0 
3.3 
2.6 
2.3 
2.1 
2.7 
8.4 
2.4 
3.8 
6.6 
3.8 

6.2 
7.5 
8.1 
&9 
8.8 
8.6 

h.9 

Feb.  27 

ia2 

Mar.  26 

&i 

Apr.  30 

5.S 

May28 

4.9 

June  25 

5.5 

JulySO 

7.4 

Aug.  27 

10.0 

8ept.24 

7.1 

Oct.  29 

1.5 
3.2 
3.1 

5.9 
6.9 
7.5 
9.7 
11.2 
11.4 

la? 

Nov.26 

117 

Dec.  31 

9.S 

1921. 
Jan.  28 

16.1 

Feb.25 

18.0 

Mar.  25 

16.7 

Apr.27 

17.5 

MAy25 

16.  S 

June  29 

14.7 
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DepontSj  loans  and  investmentSj  and  borrowings  of  reportinq  member  banks  in  the  sec- 
ond Federal  reserve  district  (last  week  of  each  mon^), 

[In  thousands  of  dollars.] 


Jan.  31... 
Feb.  28-. , 
Mar.  28.. 
Apr.  25... 
May  29... 
June  27.. 
July  25... 
Aug.  29. . 
Sept.  26.. 
Oct.  31.. 
Nov.  28.. 
Dec.  26.. 


Jan.  30.. 
Feb.  27.. 
Mar.  26.. 
Apr.  30.. 
May  28.. 
June  25.. 
July  30.. 
Aug.  27. 
Sept.  24. 
Oct.  29.. 
Nov.  26.. 
Dec.  31.. 


Jan.  28.. 
Feb.  25.. 
Mtr.25.. 
Apr.  29., 
May  25.. 
June  29. 
July  20.. 


1919. 


1920. 


1921. 


Now  York  City  banks. 


Demand, 
time,  and 
(Jovem- 

ment 
deposits. 


4,780,679 
4,722,772 
4,762,151 
4,838,420 
4,810,063 
5,076,619 
4,839,894 
4,981,605 
5,322,831 
6,319,828 
5,106,804 
5,136,856 


17,480 
SO,  932 
58,579 
17,876 
71,002 
84,745 
32,121 
99,444 
61,443 
52,858 
46,322 
30,824 


4,658^242 
4,461,581 
4,526,056 
4,482,110 
4,623,051 
4,638,788 
4,369,492 


Loans 
and 
invest- 
ments. 


5,160,262 
5,275,669 
5,204,842 
6,275,698 
6,265,697 
6,343,348 
6,283,299 
5,428,749 
6,738,026 
6,788,916 
6,467,708 
5^469,894 


5,427,677 
5, 194, 191 
6,205,240 


5^349,412 
5^352,991 
5,270,483 
6^199,796 
5,287,850 
5, 115, 162 
4,990,827 
6,117,645 


4,813,393 
4,736,491 
4,804,660 
4,707,560 
4,601,980 
4,699,688 
4,483,063 


Borrow- 
ings. 


462,367 
645,905 
640,207 
470,008 
66^531 
45fi>384 
677,403 
657;  828 
524, 873 
687,019 
715,606 
675,775 


704,573 
784,403 
732,768 
663,390 
609,590 
611,843 
683,814 
814,050 
749,027 
881,607 
803,266 
765,922 


825,610 
799,568 
605,390 
607,840 
405,338 
283,174 
312,670 


All  reporting  banks. 


Demand, 
time,  and 
Govern- 
ment 
deposits. 


5^234,911 
6,205,256 
6,224,244 
5,333,626 
5,348,911 
5,617,819 
5,306,784 
6,601,618 
5»  837, 080 
5^836,696 
5,628,144 
6,672,846 

5,666,471 
6,485,721 
6,580,018 
5,752,166 
6,804,330 
5,766,789 
6,665,284 
6,527,642 
5,674,051 
5,483,436 
5,371,282 
6,567,336 


5,220,685 
6,116,586 
6, 175, 706 
5,142,604 
5,171,442 
5,283,491 
5,007,815 


Loans 
and 
invest- 
ments. 


5,699,532 
5^834,938 
5,763,638 
5,848,525 
6,905,650 
6,872,402 
6, 831, 149 
6,028,111 
6,345,434 
6, 396, 771 
6,077,936 
6,060,867 


6,036,420 
6,876,159 
5,896^611 
5^997,679 
6,048,234 
6,048,831 
6,974,472 
5,908,657 
6,989,001 
5,812,316 
5,686,321 
5^809,488 


5,528,252 
5,443,946 
5,609,333 
5,413,362 
5,303,714 
6,395,609 
6^175,707 


Borrow- 
ings. 


523,729 
706,567 
606, 89g 
637,321 
638,73a 
523,837 
643, 37S 
626,964 
599,395 
760,965 
789,347 
735,032 


758,72a 
851,650 
800,377 
723,022 
671,709 
674, 144 
746, 121 
876, 67» 
806,915 
946, 24S 
874,332 
831,782 


873,478 
848, 6ia 
658,141 
6f67,861 
453,528 
338,467 
360,082 


On  February  11,  1921,  the  depoeits  of  the  72  New  York  City  member  banks  which 
report  weekly  to  the  Federal  reserve  bank  were  18  per  cent  below  the  hig^  point 
reached  on  September  19, 1919.  The  total  loans  of  these  same  banks  on  the  same  day 
showed  a  decline  of  12  per  cent  from  the  high  point  reached  on  October  10,  1919.  In 
the  country  as  a  whole,  nowever,  member  banss  reported  that  their  depoeits  and  loans 
had  both  declined  7  per  cent  from  maximum.  Whereas  there  was  eqtutlity  of  decline 
in  loans  and  deposits  in  the  country  as  a  whole,  there  was  inequality  of  decline  in 
loans  and  deposits  in  New  York. 

The  following  explanation  of  this  inequality  appeared  in  the  Monthly  Review  of 
the  Federal  reserve  agent  at  New  York  for  March  1: 

''This  is  due  in  great  measure  to  the  fact  that  there  has  been  a  marked  tendency 
for  loans  to  shift  from  other  parts  of  the  country  to  New  York,  the  financial  center. 
As  pressure  to  liquidate  has  increased  in  other  Federal  reserve  districts  upon  banks^ 
corporations,  and  individuals,  a  growing  demand  for  loans  has  been  manifested  in 
New  York,  irom  those  districts.  Much  of  this  demand  has  been  upon  banks  of  large 
resources  in  New  York  City  doing  a  nation-wide  business.  Not  only  have  they  given 
accommodation  in  large  amounts  to  banks  and  corporations  in  other  parts  of  the  coun- 
try, but  the  balances  which  banks  ordinarily  keep  with  them  have  been  drawn  down. 
From  January  1  to  February  19  the  deposits  of  the  leading  New  York  City  banks  de- 
clined 1515,000,000,  of  which  about  $110,000,000  represents  the  drawing  down  of 
deposits  in  New  York  City  by  out-of-town  bank  correspondents,  and  is  in  addition  to 
the  accommodation  New  York  City  banks  have  given  to  banks  and  corporations  in 
the  interior." 
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BALAN0B8  AND  LOANS  OF  OUT-OF-TOWN  C0RRB8P0N  DENTS. 

Early  in  January  of  1920  the  balances  of  out-of-town  correspondents  with  New  York 
City  banks  amounted  to  about  $840,000,000  and  the  loans  placed  for  them  on  the  stock 
exchange  amounted  to  about  $680,000,000,  making  a  total  of  about  $1,520,000,000. 
These  bidances  and  loans,  forming  togetner  a  substantial  part  of  funds  from  the  interior 
placed  in  New  York  City,  declined  $450,000,000.  During  1921  this  decline  has  con- 
tinued but  at  a  slightly  slower  rate,  as  illustrated  in  the  accompanying  diagram. 
Whether  by  withdrawal  of  balances  or  in  the  reduction  of  loans  placed  for  the  account 
of  out-of-town  banks,  in  either  case,  movement  of  funds  away  from  New  York  has 
resulted.    At  present  (July  20)  the  amount  of  loans  placed  for  outof-town  ccxTespond- 

MILLIONS 
OF  DOLLARS 


1919  19£0  19IC1 

uinM>?-TowN  Funds  With  52  Nrw  York  City  Banks. 

White  area  shows  balances  of  ont-of-tow^n.  correspondents  each  week  In  52  Kew  York  Cltv  banks  and  dark 
«rea  shows  street  lonns  placed  by  these  New  York  City  banks  for  oat-of-town  oorrespondents. 
Source  of  information:  Daily  reports  to  the  Foderalresorve  bank  of  New  York. 

ents  is  below  $400,000,000  and  lower  than  at  any  time  since  the  spdng  of  1919;  and  the 
total  of  balances  and  loans  is  $175,000,000  less  than  on  January  7,  1921,  and  aboat 
$550,000,000  less  than  in  January,  1920. 

There  is  naturally  a  close  interrelation  between  the  rates  on  the  stock  exchange  for 
call  money  and  the  supply  of  funds  but  it  was  not  until  the  volume  of  street  loans 
had  begun  to  decline  in  1919  that  the  highest  rates  for  that  year  were  reached.  On 
the  two  accompanying  distfirame  the  volume  of  loans  placed  for  out-of-town  banks  and 
the  voliune  of  loans  placed  by  New  York  Gity  banks  for  their  own  account  are  shown 
in  comparison  with  the  average  call  loan  rates.    (See  pp.  545  and  546.)    In  1919 
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the  lesBening  of  the  supply  began  in  late  October  and  was  reflected  some  two  weeks 
later  in  an  average  rate  in  excess  of  14  per  cent.  In  the  closing  weeks  of  the  year 
out-of-town  banks  withdrew  money  which  had  been  placed  on  call  to  the  amount  of 
about  $110,000,000.  While  city  banks  made  up  a  part  of  the  funds  so  withdrawn 
the  average  rate  rose  nearly  to  20  per  cent  for  a  few  days  and  shortly  thereafter  sharply 
declined.    Early  in  the  year  the  volume  of  loans  placed  on  call  by  New  York  City 

MILLIONS 

OF  DOLLARS 
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Strkft  ]x)ans  of  S2  New  York  Cnr  Baxks. 


Wblte  area  shows  loans  outstanding  each  week  for  their  own  aormint,  and  dark  area  amount  outstand- 
ing each  week  for  the  account  of  correspondents. 
8otin»  of  information:  Dally  reports  to  the  Federal  reserve  bank  nf  New  York. 

banks  for  their  own  account  declined  more  than  $250,000,000,  gomg  much  below 
the  amount  placed  by  them  for  their  outof-town  correspondents.  This  withdrawal 
was  reflected  in  an  average  rate  late  in  January  of  1920  of  about  14  per  cent.  Through- 
out 1920,  with  occasional  fluctuations,  the  volume  of  stock  exchange  loans  declined 
but  rates  fluctuated  within  substantially  the  same  limits  throughout  the  rest  of  the 
year,  reflecting  the  decreased  activity  of  the  market. 
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Balances  of  otU-of-town  correspondents  and  street  loans  placed  for  their  account  OMk 
reporting  banks,  New  York  City). 

[000  omitted.] 


Date. 


Jan.  3. 
Jan.  10.. 
Jan.  17.. 
Jan.  24.. 
Jan.  31.. 
Feb.  7... 
Feb.  14.. 
Feb.  21.. 
Feb.  28.. 
Mar.  7... 
Mar.  14.. 
Mar.  21.. 
Mar.  28.. 
Apr.  4... 
Apr.  11.. 
Apr.  18.. 
Apr.  25.. 
May  2... 
May  9... 
Mav  16.. 
May  23.. 
May  29.. 
June  6... 
June  13.. 
June  20.. 
June  27.. 
Julys,.. 
July  11.. 
July  18.. 
July  25.. 
Aug.  1... 
Aug.  8... 
Aug.  15.. 
Aug.  22.. 
Aug.  29.. 
S€pt.5.. 
Sept.  12. 
Sept.  19. 
Sept.  26. 
Oct.  3... 
Oct.  10.. 
Oct.  17.. 
Oct.  24. . 
Oct.  31.. 
Nov.  7.. 
Nov.  14. 
Nov.  21 . 
Nov.  28. 
Dec.  5... 
Dec.  12.. 
Dec.  19.. 
Dec.  26.. 


1919. 


Balances 
of  out- 
of-town 
corre- 
spond- 
ents. 


S758,528 
753,031 
798,664 
754, 374 
740,304 
744,838 
742,671 
692,957 
720,879 
725,036 
735,167 
708.552 
702.946 
710,898 
710,360 
720,693 
704,690 
715, 406 
728,627 
732,457 
706,329 
684.909 
746, 148 
738, 110 
726,461 
704,209 
763,938 
771,471 
801,469 
741,085 
785,577 
729,437 
763,843 
710,799 
693,747 
709,773 
723.214 
772,026 
705,826 
747,737 
727,646 
790,521 
755,068 
759,025 
768,269 
782,638 
766,565 
769,363 
763,127 
755,418 
754,815 
779,277 


Loans 

for 
account 
of  corre- 
spond- 
ents. 


1920.  ' 

Jan.2 820,436 

Jan.9 ,  825,476 

Jan.  16 '  838,867 

Jan. 23 ,  780,582 

Jan.30 749,061 

Feb.6 740,736 

"  ■    "  746,235 
713,842 


Feb.  13 

Feb.20 .-_, 

Feb.27 1  707,460 

Mar.5 720,834 


Mar.  12. 
Mar.  19. 
Mar.  26. 
Apr.  2.. 
Apr.  9.. 
Apr.  16. 


730,397 
748,787 
699,004 
744,387 
737,226 
729, 112 


Total. 


1219.743 
232,371- 
250,  (»3  i  1, 
213,551  I 
237,705  1 
235,699 
241.588  ; 
259,231  ' 
263.838  i 
280,309  '  1, 
290,399  I  1, 
290,291 
"    394  I  1, 

J79  I  1. 

100  I  1, 

r76  I  1, 

)61 


)57  I  1, 

m  '  1, 

169  I  1, 

i87  ,  1, 

r95  I  1, 


1, 

1: 
}; 

1, 
1, 

ii 

1: 

1, 

m  I  1, 
m  1 1, 

»5     1, 

roi  !  1, 

iOl  '  1, 
J82  1, 
)50  I  1, 
»5  '  1, 
146  I  1\ 

m\  1, 
m\  1, 

m  ;  1, 

<E20  I  1, 

(26  1, 

)23  1, 


MS 
113 
\M 
168 
)62 
L36 

m 

)51 
{80 
)57 
t99 

m 
m 

m 

)16 


634,666 
670,474 
681,581 
677,785 
674,628 
681,323 
669,833 
649,919 
648,785 
638,108 
625,741 
636,795 
621,822 
611,567 
627,192 
631,726 


m  I 

102  ' 

r47  I 

«5  ' 
)09 
>37 
159 

188 

ri7 

W5 

m 
^3 

MO 
J77 

r60 

i69 
551 
163 
518 
i26 
)16 

m 

196 
>23 
H5 
$77 

K)7 

ro7 

r36 
»7 
194 
»42 
r33 

H7 
B60 
116 
$15 
»42 
$47 

m 

150 
>75 
i64 

m 

m  , 

!99 

r98 

S8 
141 
NX)  , 


1,455,002 
1,495,950 
1,520,448 
1,458,867 
1,423,689 
1,422,058 
1,415,068 
1,363,761 
1,356,246 
1,358,942 
1,356,138 
1,385,582 
1,320,826 
1,355,954 
1,364,418 
1,360,838 


Date. 


1920. 

Apr.  23 

Apr.  30 

May7 

May  14 

May21 

May28 

June4 

June  11 

June  18 

June  25 

July  2 

July9 

July  16 

July  23 

July  30 

Aug.6 

Aug.  13 

Aug.  20 

Aug.  27 

Sept.3 

Sept.  10 

Sept.  17 

Sept.  24 

Oct.l 

Oct.  8 

Oct.  15 

Oct.  22 

Oct.  29 

Nov.5 

Nov.  12 

Nov.  19 

Nov.  26 

Dec.  3 

Dec.  10 

Dec.  17 

Dec.  24 

Dec.  31 

1921. 

Jan.7 

Jan. 14 

Jan.  21 

Jan. 28 

Feb. 4 

Feb.  11 

Feb.  18 

Feb.  25 

Mar.  4 

Mar.  11 

Mar.  18 

Mar.  25 

Apr.  1 

Apr.  8 

Apr.  15 

.\pr.22 

Apr.29 

May  4 

May  11 

May  18 

May  25 

June  1 

June  8 

June  15 

June  22 

June  29 

July  6 

July  13 

July  20 


Balances 
of  out- 
of-town 
corre- 
spond- 
ents. 


$686,988 
674,307 
734,840 
690,000 
693,691 
671,811 
694,284 
676,840 
702,109 
661,792 
721, 138 
709,558 
728,960 
680,970 
658,397 
671,575 
653,807 
659,126 
653,876 
676, 173 
686, 6U 
713,809 
659,990 
678,724 
668,939 
729,093 
683,255 
642,340 
060,544 
650,577 
639,701 
631,300 
633,115 
616,806 
647,786 
620,733 
643,461 

682.460 
677,231 
666,709 
62^,872 
622; 614 
605,053 
631,439 
616,420 
613,958 
599,632 
603,319 
r»8, 628 
589,(^5 
599,979 
582,650 
578,384 
571,206 
603,897 
595,526 
675,489 
545,749 
570,594 
551,709 
573, 125 
537,369 
539,035 
580,413 
557,224 
555,975 


Loans 

for 
account 
(rf  corre- 
spond- 
ents. 


Total. 


1 


S637,423 
608,902 
612,964 
595,339 
582,552 
549,647 
625,078 
618,140 
522,549 
506,467 
501,173 
527,929 
519,536 
530,085 
533,568 
530,470 
525,463 
533,299 
513,507 
513,805 
527,171 
640,646 
529,292 
522,042 
534,083 
536,868 
'""  110 
04 
123 
03 
175 
40 

m 

XXi 
164 

>18 
64 


il,324,411 

ii,27«,a» 

i  1,347.834 
l,2g6,3» 
;  1,276,243 
'  1,221,45S 
1,219,36 
1,194,980 
l,2M,6Si$ 
1, 168^259 
1,222,311 
1,237,4^7 
l,2^5<e 
1,211,0S5 
1,191,965 
1,202,043 
1,179,360 
1,102,385 
1,167,3S3 
1,188.«7S 
1,213,6M 
1,264,335 
1.189,282 
1,200,766 
1,203.022 
1,264,961 
1,232.265 
1,201,353 
1,234, 4S7 
1,239,980 
1,200,576 
1,153,030 
l,147,Sa 
1,132,  S^ 
1,133,739 
1,062,351 
1,070,225 


4S9.615 

445,224 

445,040 

431.483 

43S;036 

456,^49 

463,908 

450,838 

458,772 

463,862 

459,081  ; 

461,065 

4.^,347 

425,723 

427,072  . 

440,797 

440,318  ; 

447.041  I 

461,068  ' 

460,765 

456.103  ; 

434,884 

472.624 

457,758 

422.682 

395.260 

384,788 

40S.764 

393,373 


1,122,075 
1,122,455 
1,111,7« 
1,067,355 
1,060,650 
1,061,402 
1,005,347 
1067,258 
1,072, 730 
1,068,  «4 
1,062,350 
1,009,603 
1,025,402 
1,025.718 
1,009,722 
1,019,  la 
1011,534 
1,050, 9tf 
1,056.5M 
10J6;254 
1,001,852 
1,005,47^1 
1,023,333 
1030, 8S3 
960,061 
934. 3» 

on.  301 

966, 9!» 
948,  «S 
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Street  loans,  New  York  City  daily  reporting  banks. 
(000  omitted.l 


Loans  for 
account 
ofcorr©- 
spond- 
ente. 


Loans  for 

own 
account. 


1219,743 
232.371 
250,063 
243,551 
237,706 
235.  A99 
241,588 
259,231 
263,838 
280,309 
290,399 
290,291 
304,804 
300,479 
295,400 
319,976 
339,661 
367,057 
371,891 
383,169 
414,687 
408,796 
455,048 
466,413 
477,484 
478, 168 
493,052 
536,136 
569,238 
578,651 
588,680 
601,057 
590,699 
657,934 
575, 198 
5«0,874 
694,016 
581,390 
577^989 
583,805 
612,701 
650,601 
666,382 
689,650 
736,295 
735,446 
740,896 
725,936 
716,671 
677,820 
657,326 
639,923 


634,566 
670,474 
681,681 
677,785 
674.628 
681,323 
669,833 
649,919 
648,785 
6;J8,108 
625,741 
636,796 
621,822 
611,567 
627,192 


714,756 
694,443 
640,590 
624,520 

{22 
L71 
135 
161 
ill 
)93 
)01 
)19 
142 
M8 


Total. 


Loans  for 
account 
of  corre- 
spond- 
ents. 


1  30 

]  53 

1,266,116 
1,290,743 
1,292,343 
1,301,042 
1,313,024 
1,355,011 
1,376,689 
1,417,293 
1,451,336 
1,511,175 
1,518,266 
1,422,896 
1,368,114 
1,350,847 
1,312,087 
1,308.340 
1,29S9G9 
1,302.501 


1,349,322 
1,364,917 
1,322,171 
1,302,305 
1,2S0,995 
1,237,645 
1,154,004 
1,094,364 
1.091,246 
1,073,919 
1,076,734 
1,088.796 
1,080,841 
1,087.009 
1.088)840 


1020. 

Apr.  16 

Apr.  23 

Apr.  30 

May7 

May  14 

May  21 

May  28 

June  4 

June  11 

June  18 

June  26 

July  2 

July  9 

July  16 

July  23 

July  30 

Aug.  6 

Aug.  13 

Aug.  20 

Aug.  27 

Sept.3 

Sept.  10 

Sept.  17 

Sept.  24 

Oct.l 

Oct.  8 

Oct.  16 

Oct.  22 

Oct.  29 

Nov.5 

Nov.  12 

Nov.  19 

Nov.  26 

Dec.  3....:.. 

Dec.  10 

Dec.  17 

Dec.  24 

Dec.  31 


Loans  for 

own 
account. 


185 
68 
70 
«3 
!59 
07 
105 
71 
46 
1&2 
42 
183 

110 
04 

123 

03 

r75 

40 

08 

00 

154  i 

18 

64 


1921. 

Jan. 7 439,615 

I   Jan. 14 445,224 

Jan.21 446,040 

Jan. 28 '  431,483 

Feb.4 ^..!  438,036 

Feb.  11 i  456,349 

Feb.  18 463,908 

Feb.  25 450,838 

Mar.4 458,772 

Mar.ll I  463,862 

I  Mar.  18 ;  459,031 

,  Mar.26 451,065 


Apr.l., 
I  Apr.  8... 
I  Apr.  16.. 
I  Apr.  22.. 
I  Apr.  29.. 

May  4... 
I  May  11.. 

May  18.. 
,  May  25.. 
I  Junel... 
j  June  8... 
I  June  15. 
;  June  22.. 
!  June  29.. 
,  July 6... 
,  July  13. . 
'  July  20. . 


436,347 
425,723 
427,072 
440,797 
440,318 
447,041 
461,068 
460,765 
456,103 
434,884 
472,624 
457,758 
422,692 
395,260 
3S4,788 
408,764 
393,373 


346,098 
386,606 
366,992 
340,666 
344,420 
312,710 
313,143 
331,565 
334,583 
319,197 
312,352 
313,957 
320,714 
325,920 
317,086 
307,428 
323,327 
307,531 
309,338 
320,831 
328,385 
358,471 
313,602 
338,666 
331,869 
348,709 
339,683 
332,894 
346,277 


Total. 


11.123,660 
1,106,271 
1,088,865 
1,064,104 
1,019,656 
1,005,441 
970,679 
944,834 
031,030 
962,067 
944,160 
938,151 
946,949 
923,948 
916,662 
912,828 
885,130 
863,386 
879,892 
862,500 
848,224 
871,660 
881,822 
875,700 
896,344 
924,496 
973,074 
949,088 
052,864 
954,626 
036,546 
887,152 
848,091 
852,305 
863,441 
838,100 
807,546 
813,002 


786,  n3 
780,830 
802,032 
772,130 
782,456 
769,060 
777,051 
782,393 
793,365 
783,059 
771,383 
765,022 
757,061 
761,643 
744,168 
748,225 
763,645 
754,572 
770,406 
781,696 
784,488 
793,356 
786,226 
796,424 
754,661 
743,969 
724,471 
741,658 
739,650 
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BORROWING  BT  INTERIOR  BANKS  IN  NBW  TORK. 

Bv  the  autumn  of  1920  NefW  York  Gitv  banks  were  feeling  an  unprecedented  demand 
for  loans  from  outof-town  banks.  This  was  described  in  a  letter  written  by  &e 
assistant  Federal  reserve  a^ent  at  New  York  to  Gov.  Harding  under  date  of  November 
27,  in  which  the  results  of  inquiries  made  at  nine  of  the  largest  banks  in  New  York 
were  given.  Five  of  these  banks  reported  a  demand  from  interior  banks  above  any 
in  their  experience,  even  before  the  Federal  reserve  system  was  established;  one 
bank  reported  unusually  heavv  demands  but  less  than  before  the  Federal  reserve 
svstem  was  established,  and  three  banks  reported  demands  to  be  about  as  usual, 
though  coming,  in  some  instances,  from  small  banks  unable  to  secure  accommodation 
from  near-by  correspondents.    The  summary  results  of  the  inquiry  were  as  follows: 

Bank  1. — Loans  to  interior  banks  heavier  than  ever  before,  laiger  even  than  before 
the  Federal  reserve  was  organized.  Large  number  of  banks  borrowed  which  had 
never  done  so  before. 

Bank  t. — ^Demand  from  interior  banks  has  been  extremely  heavy,  and  above 
previous  periods.  Requests  from  both  large  and  small  banks.  Some  banks  had  never 
borrowed  here  before,  and  felt  humiliated,  it  was  said,  to  be  obliged  to  borrow  at  this 
time. 

Bank  S. — Loans  to  banks  are  almost  twice  the  previous  hi^ — were  41.5  millions  in 
September,  compared  with  22  millions  last  September.  Furthermore,  instead  of 
reaching  a  peak  at  September,  it  has  been  practically  a  levd,  and  there  has  been 
almost  no  reduction. 

Bank  4. — Unprecedented  demands  from  interior  banks.  Illustration  of  unusual  con- 
ditions is  shown  in  the  fact  that  recently  a  depositing  bank  which  had  not  borrowed 
in  40  years  asked  for  money;  another  which  nad  not  borrowed  in  26  years  came  in 
to-day*  banks  began  borrowing  later  this  year  than  has  been  usual. 

Bank  6. — Demands  heavier  than  ever  before.  Many  new  banks  sought  to  open 
borrowing  accounts,  and  others  who  already  had  accounts  but  had  never  used  them 
have  asked  for  money.    Lately  these  loans  have  tended  to  decrease. 

Bank  6. — Demand  from  interior  banks  has  been  more  than  usual,  but  has  not  been 
excessive.  Was  said  to  be  not  as  heavy  as  before  the  Federal  reserve  was  organised. 
Much  of  the  demand  iipon  this  bank  has  been  from  the  cotton  States. 

Bank  7.— On  the  whole  demand  from  interior  banks  has  not  been  in  unusually 
heavy  volume.  Occasionally  individual  banks  have  requested  more  than  they  are 
entitled  to. 

Bank  8. — Amount  lent  to  interior  banks  has  been  about  as  usual.  In  past  month, 
however,  there  has  been  an  increased  demand  from  small  banks  in  the  Northwest— 
many  banks  asked  which  had  never  borrowed  before.  Larger  banks  apparently  have 
borrowed  at  their  Federal  reserve  banks.  Heavier  demands  from  smalls  banks  indi- 
cate that  their  near-by  correspondents,  from  whom  they  normally  borrow,  are  filled  up. 

Bank  9. — Loans  to  interior  banks  reported  not  greater  than  ever  before. 

In  his  acknowledgment  Gov.  Harding  said  that  he  would  bring  the  letter  *'to  the 
attention  of  the  other  members  of  the  board,''  of  whom  the  Comptroller  of  the  Cur- 
rency was  one. 

The  same  situation  is  referred  to  in  a  letter  to  Gov.  Harding  from  the  assistant 
Federal  reserve  agent,  under  date  of  January  27,  in  which  it  was  said  that  *' several 
of  the  largest  banks  tell  us  that  they  are  receiving  numerous  requests  for  loans  from 
banks  in  other  districts,  particularly  in  the  agricultural  sections.  It  appean  from 
what  they  tell  us  that  those  correspondent  banks,  feeling  the  pressure  of  their  local 
Federal  reserve  banks,  are  paying  off  their  loans  with  them  and  are  transferriiu[  those 
loans  to  their  New  York  correspondents,  in  some  instances  using  the  same  amateral 
which  they  had  pledged  with  tne  Federal  reserve  banks.'' 

LOANS  TO  INTERIOR  CORPORATIONS,   ETC. 

On  Febniary  15  Mr.  Jay  sent  to  Gov.  Harding  a  tabulation  of  reports  received  from 
five  of  the  largest  banks  in  New  York  City,  giving  the  total  of  their  loans  to  out-of-tonRn 
correspondents  as  of  the  day  pre^iou8.  Ix)ans  to  banks  outside  New  York  State 
aggregated  $97,000,000,  loans  to  corporations  outside  New  York  State  aggregated 
1645,000.000,  and  loans  to  railroads  $49,000,000,  a  total  of  $791,000,000.  It  appeared 
also  on  that  date  that  the  total  borrowings  of  these  banks  at  the  Federal  reserve  bank  of 
New  York  a^^gregated  $511,000,000,  some  $280,000,000  less  than  their  loans  to  banks 
and  corporations  outside  the  State.  In  addition,  these  banks  had  suffered  a  loss  of 
deposits  since  January  1  amounting  to  $240,000,000.  A  copy  of  this  statement 
follows,  with,  however,  the  addition  of  a  column  snowing  the  balances  on  February 
14  of  out-of-town  correspondents  and  supplementary  tables  she  wring  the  pertinent 
figures  of  the  same  banks  since  the  beginning  of  1920. 
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Outrof'tovm  looM  and  haianetM  of  atU^'town  eorrtipandenU,  fivt  large  New  Ybrh 

City  banki. 

[In  millioDs  of  doUan.] 


Loans  to 
banks 

outside 
New 
York 
State. 

Loans  to 

oorporar 

tions 

outside 

New 
York 
State. 

Loans  to 
railroads. 

Total. 

Balances 
oTout^. 
town 
eorre- 
spond- 
ents. 

Total 
borrow- 
Inesat 
Federal 
reserve 

bank. 

Loss  in 
deposits 

dnoe 
Jan.]. 

1821. 

lUnV  A 

31 
5 

30 
31 
10 

106 
61 
88 
178 
131 

8 
11 

4 
16 
10 

235 
67 
113 
225 
151 

64 
37 
82 
63 
35 

150 
78 
85 

100 
87 

63 

lUnVB 

63 

iunk:r  . 

44 

BankD 

42 

lUnVR 

2S 

Total 

97 

M5 

48 

781 

280 

511 

240 

An  under  date  of  February  14, 1821. 

Depotits,  balances  of  outrof-town  oorrespondenUt  total  loans  and  inveetments,  and  borrow* 
mge  of  five  large  New  York  City  banks, 

[In  millions  of  dollars.] 


Bank  A: 

Jan.  2. 1820. 

Apr.  2, 1820. 

Ji^  2, 1820. 

Oct.  1, 1820. 

Jan.  7, 1821.. 

Apr.  1,1821. 

July  20, 1821 
BtnkB: 

Jan.  2, 1820.. 

Apr.  2, 1820. 

Jifly2,1820. 

Oct.  1, 1820. 

Jan.  7, 1821.. 

Apr.  1.1821. 

JidT  20, 1821 
BankC: 

Jan.  2, 1830.. 

Apr.  2, 1830. 

mj2,ino. 

Oct.  1, 1820. 

Jan.  7, 1821.. 

Apr.  1,1821. 

Ji^  30, 1821 
Bank  D.- 
Jan. 2, 1820.. 

Apr.  2, 1820. 

Jidy2, 1820. 

Oct.  1, 1820. 

Jan.  7, 1821.. 

Apr.  1, 1821 . 
^  Jifly20,1821 
BankE: 

Jan.  2, 1830.. 

Apr.  2, 1820. 

J%  2, 1820. 

Oct.  1, 1830. 

Jan.  7, 1821.. 

Apr.  1,1821. 

July  26, 1821 


Deposits. 


527 
543 
530 
518 
400 
461 
401 

232 
180 
215 
223 
182 
188 
188 

368 
341 
300 
285 
291 
242 
235 

302 
303 
271 
281 
277 
316 
254 

473 
448 
440 
464 
380 
375 
327 


Balances 
out-of- 
town 
corre- 
spond- 
ents. 


80 
81 
73 
75 
70 
61 
58 

41 
47 
42 
40 
42 
38 
35 

118 
86 
83 
88 
88 
74 
70 

85 
74 
71 
68 
65 
62 
55 

43 
30 
42 
40 
38 
32 
28 


Total 
loans 
and 
invest- 
ments. 


500 
517 
488 
483 
441 
426 
378 

336 
267 
325 
315 
318 
286 
246 

381 
306 
332 
326 
308 
243 
238 

344 
316 
287 
288 
282 
332 
276 


461 
415 
482 
401 
408 
345 


Borrow- 

from 
Federa! 
reserve 
bank. 


72 
65 

102 
87 

126 
68 
74 

70 
38 
71 
57 
84 
69 
20 

53 

67 
82 

108 
87 
87 
40 

81 
39 
31 
55 
85 


109 
63 
78 
52 

118 
78 
55 
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Gov.  Strong.  And  further — to  continue  on  this  same  subject— I 
referred  to  another  study  which  is  being  made,  and  which  will  not  be 
completed  for  several  days.     (It  is  here  inserted  as  follows:) 

Agricultural  and  Industrial  Liquidation  May  4,  1920,  to  April  28,  1921. 

The  following  tables  give  an  analysis  of  reports  to  the  Comptroller  of  the  Currency 
and  the  Federal  Reserve  Board  from  about  9,500  banks  througnout  the  country  which 
are  members  of  the  Federal  reserve  system.  The  puiyose  of  the  analysis  was  to  ascer- 
tain what  changes  took  place  during  the  year  ended  April  28,  1921,  in  the  loans  of 
banks  in  agricultural  communities  as  compared  with  the  loans  of  banks  in  nonagii- 

66 

■lAGRICULTUKAr  COUNTIES 

^  57 

^5EMI-AGRICULTURAL'  " 
□  NOH-AGKICULTUKAL^*' 


PBH  CENT. 

INCREASE. 


fhk  cent.  > 
DECREASE 


BORROWINGS  BORROWINGS' 

DEPOSITS              LOANS           FROM  FEDERAL  FROM       _, 

>  RESERVE  CORRESPOMDCNT* 
BANKS 

Per  Cent  Change  Between  May  4,  1920,  and  April  28,  1921,  in  Loans  and  Dbcounts,  Total 
Deposits,  and  Borrowings  of  Member  Banks  in  Agricultural,  Semiagricultural,  antd  Nos* 
agricultural  counties. 

Columns  above  the  line  show  increases  and  columns  below  the  line  decreases. 

Source  of  information:  Reports  of  condition  of  national  bank  to  the  Comptroller  of  the  Currency,  aad 
reports  of  member  State  bauKs  and  trust  companies  to  the  Federal  Reserve  Board. 

cultural  communities.  While  loans  by  country  banks  are  often  made  for  usee  other 
than  to  finance  fanners,  and  many  loans  by  city  banks  are  made  to  move  crops  and 
for  other  purposes  intimately  connected  with  agriculture,  it  is  felt  that  the  figuree 
compare  with  fair  accuracy  the  liquidation  of  industrial  and  agricultural  loans. 

All  counties  in  the  country  were  grouped  in  three  classes — ^agricultural,  semiagn- 
cultural  and  nonagricultural.  Counties  were  classified  as  agricultural  when  the  value 
of  their  products  according  to  data  obtained  from  the  1920  census  reports,  the  Geological 
Survey,  the  Bureau  of  Soils,  and  all  other  available  sources  was  estimated  to  be  not 
less  than  80  per  cent  agricultural,  as  semiagricultural  when  their  products  were 
between  50  and  80  per  cent  agricultural;  and  as  nonagricultiutil  when  their  products 
were  less  than  50  per  cent  agricultural. 
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The  summary  table  below  shows  that  between  May  4,  1920,  and  April  28,  1921,  the 
loans  and  discounts  of  banks  in  agricultural  counties  throughout  the  country  declined 
$36,500,000,  or  slightly  more  than  1.2  per  cent;  the  loans  and  discounts  of  banks  in 
semiagricultural  counties  declined  $18,700,000,  or  1.3  per  cent;  and  the  loans  and  dis- 
<'ounts  of  banks  in  nonagricultural  counties  declinea  $827,100,000,  or  5.6  per  cent. 
The  borrowings  from  the  Federal  reserve  banks  by  banks  in  agricultural  counties 
increased  $127,600,000,  or  56.6  per  cent;  borrowings  by  banks  in  semiagricultural 
counties  remained  practically  stationary;  and  borrowings  by  banks  in  nonagricultural 
counties  declined  $629,100,000,  or  28.5  per  cent. 

Increase  or  decrease  in  loans ^  borrowings,^  and  deposits  of  member  banks ^  1920-tl. 
[Amounts  in  millions  of  dollars.] 


Loans  and  discounts 

BoiTowiDgs  from  Federal  re- 
serve banks 

Borrowings  from  other  banks . 
Total  deposits 


Agricultural 
counties. 


Amount. 


-  36.5 

+  127.6 
+  45.i 
-411.  8 


-1.2 

+5".  6 
+65.7 
-11.1 


Semiagricultural 
counties. 


Per 
cent. 


momit. 

-18.7 

-  0.3 
+  6.1 

-87.7 

-1.3 

-0.2 
+  19.0 
-  5.2 


Nonagricultural 
counties. 

Total. 

Amount. 

c^ent.     ^^'^ 

Per 
cent. 

-827.1 

-629.1 
+  0.5 
-665.7 

-  5.6 
-28.5 

+  a6 

-  4.4 

-  882.3 

-  501.8 
+      51. 8 
-1,165.2 

-  4.5 

-19.5 
+27.3 

-  5.7 

»  Bins  payable  and  rediscounts. 

In  partial  explanation  of  the  relatively  heavy  demand  upon  the  Federal  reserve 
system  by  banks  in  agricultural  counties,  it  appears  that  their  loss  in  total  deposits 
was  11.1  per  cent,  as  against  a  loss  of  4.4  per  cent  by  banks  in  nonagricultural  counties. 

Between  May  4,  1920,  and  April  28,  1921,  member  banks  show  a  total  liquidation 
of  loans  amounting  to  $882,000,000,  of  which  $827,000,000,  or  94  per  cent,  is  shown 
for  banks  in  nonagricultiiral  counties,  while  the  liquidation  in  agricultural  and 
semiagricultural  counties  amounted  to  only  about  $55,000,000.  An  analysis  of  the 
changes  in  loans  by  Federal  reserve  districts  shows  few  important  reductions  for 
banks  in  agricultural  counties,  the  largest  reduction  being  reported  for  banks  in  the 
Kansas  City  district,  where  loans  were  reduced  by  about  $53,000,000.  On  the  other 
hand,  banks  in  the  Richmond  and  Atlanta  districts  showed  somewhat  larger  loans 
this  year  than  a  year  ago.  In  the  semiagricultural  counties  no  important  changes 
are  reported  for  any  of  the  Federal  reserve  districts.  In  the  nonagricultural  coimties 
the  volume  of  liquidation  has  been  material  in  every  Federal  reserve  district,  except 
Cleveland,  which  reports  a  10  per  cent  increase  in  loans. 

The  contrast  between  the  banks  in  agricultural  and  nonagricultural  coimties  is 
even  more  pronounced  when  borrowings  from  the  Federal  reserve  banks  are  compared. 
These  borrowings  increased  for  banks  in  agricultural  counties  by  about  128  millions, 
or  57  per  cent,  particularly  heavy  relative  increases  being  shown  for  the  Atlanta, 
Dallas,  and  Minneapolis  districts.  In  the  semiagricultural  counties  the  amount  of 
loans  from  Federal  reserve  banks  shows  practically  no  changes  for  the  year,  sub- 
stantial increases  in  the  Richmond  and  Atlanta  districts  being  offset  by  a  reduction 
of  10  millions  in  the  Cleveland  district.  In  nonagricultural  counties  the  reduction 
of  borrowings  from  Federal  reserve  banks  is  universal  for  all  the  districts,  except 
Cleveland.  For  the  system  as  a  whole,  the  reduction  in  borrowings  from  Federal 
Teserve  banks  amounted  to  about  502  millions;  for  banks  in  nonagricultural  counties 
the  reduction  was  629  millions,  which  was  offset  in  part  by  an  increase  of  128  millions 
in  the  borrowings  of  banks  in  agricultural  counties. 

Piguree  for  the  several  Federal  reserve  districts  are  shown  in  the  following  table: 
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Increase  or  decrease  in  loans  and  in  borrowings  ^  from  Federal  reserve  banks  by  distrieU, 

1920-n, 
[Amounts  in  millions  of  dollars.) 
LOANS  AND  DISCOUNTS. 


Federal  reserve  district. 

Agricultural 
counties. 

Semiagricultural 
counties. 

Nooagricultural 
countSes. 

Total. 

Amount. 

Per 
cent. 

-  2.1 

+ia2 

+11.0 

-  1.0 
+  2.4 
+  2.9 

-  6.3 

-  2.4 

-  1.9 

-  4.8 
-13.0 
+13.2 

Amount. 

+  1.6 
+  5.4 
+  1.5 
+  7.5 

-  a5 

+  5.1 

-  2.3 
-17.4 

-  0.6 

-  4.6 

-  9.0 

-  6.5 

Per 
cent. 

+  7.7 
+  7.1 
+  4.5 
+  2,0 

-  a3 

+  4.5 

-  2.2 

-  6.0 

-  1.6 

-  6.1 

-ia4 

-  4.3 

Amount. 

Per 
cent. 

Amount. 

Per 
cent. 

Boston 

-  a7 
+15.0 
+  9.6 

-  1.6 
+  4.7 
+  4.4 
-22.8 
-16.4 

-  3.8 
-19.1 
-52.9 
+47.1 

-  36.2 
-426.1 

-  27.8 

+ioa8 

-  9.3 

-  58.7 

-  29.9 
-132.3 

-  73.7 

-  4a7 

-  75.4 

-  17.7 

-  2.7 

-  7.8 

-  2.8 
+  9.5 

-  1.7 
-12.1 
-12.6 

-  6.3 
-11.8 
-12.0 
-13.4 

-  1.8 

-  35.3 
-405.7 

-  16.7 
+108.7 

-  5.1 

-  40.2 

-  55.0 
-166.1 

-  78.1 

-  64.4 
-137.8 
+  24.0 

-  15 

New  York 

-7.1 

Philadelphia 

-  L5 

Cleveland 

+  «." 

Richmond 

-as 

Atlanta 

-  6.1 

Dallas 

-  7.8 

Chicago 

-  5.4 

St.  Louis 

-  9.1 

Minneapolis 

-  8.0 

If Rn«as  CHy. 

-110 

fiftn  Francisco . 

+  1.6 

Total 

-36.5 

-  1.2 

-18.7 

-  1.3 

-827.1 

-  5.6 

-8SL3 

1    -45 

BORROWINGS    FROM    FEDERAL    RESERVE    BANKS.» 


Boston I  +    a  3 

NewYork •  +    0.7 

Philadelphia -    1.9 

Cleveland —    1.0 

Richmond +    6.9 

Atlanta +  16.2 

Dallas +  22.0 

Chicago +  25.9 

St.  Louis +    6. 8 

Minneapolis +  1&3 

KansasClty +  11.3 

San  Francisco +  22. 0 


Total. 


+  11 
+    9. 

-  17. 

-  13. 
+ 
+  120. 
+  93. 
+  45. 
+  42. 
+  102. 
!+  61. 
,+  75. 


+  a6 
+  a3 

-  a2 

-10.0 
+  4.7 
+  9.6 

-  3.8 

-  a2 

-  1.8 

-  a4 

-  1.8 
+  2.8 


+127.6   +  66.( 


+6L6 
+  4.5 

-  6.3 
-34.0 
+26.9 
+96.6 
-25.3  I 

-  a7 

-46.9  ! 

-  7.4  ! 
-23.9  I 

+6ao 


-  29.3 
-208.9 

-  73.3 
+  15.0 

-  8.5 

-  2a9 

-  24.0 
-117.9 

-  8a5 

-  3a5 

-  41.6 

-  L6 


-0.3     -  a2       -629.1 


-23.6 

-  28.5 

-26.5 

-205.9; 

-35.0 

-  75.4  I 

+15.0 

+    4.0 

-  9.8 

+    3.0 

-32.0 

-     4.1 

-6a  5 

-     5.8 

-32.0 

-  92.2 

-59.1 

-  75.5 

-46.9 

-  12.6 

-42.6 

-  32.1 

-  1.5 

+  23,2 

-28.5 

-50L8 

-28.3 
-25.9 
-33.: 
+  19 
+  15 
-3.5 
-  7.4 

-aao 

-48.3 
-14.3 

-25.2 
+16-6 


-19.5 


^  Bills  payable  and  rediscounts. 

A  compariBon  of  borrowinge  with  the  so-called  basic  line  is  presented  in  the  next 
table.  On  April  28,  1921,  the  borrowings  of  member  banks  from  Federal  reserve 
banks  in  agricultural  counties  were  in  excess  of  the  so-called  basic  line  in  the  southern 
and  middle  and  far  western  districts,  with  the  exception  of  Kansas  CHty.  In  semi- 
agricultural  counties  borrowings  were  below  the  basic  line  in  all  the  districts  except 
those  of  Richmond,  Atlanta,  and  Chicago;  while  in  the  nonagricultural  counties  til 
the  districts,  except  Richmond  and  Atlanta,  reported  borrowings  below  the  basic  line. 

Borrouings  ^  jrom  Federal  reserve  banks,  compared  with  ''basic  line"  on  Apr.  ^S,  19it. 

[Amounts  in  milllcms  of  dollars.) 


Federal  reserve 
district. 


Boston 

NewYork.... 
Philadelphia. 

Cleveland 

Richmond 

Atlanta 

Dallas 

Chicago 

St.  Louis 

Minneapolis . . 
Kansas  City.. 
San  Francisco 

Total... 


Agricultural  counties.        Semiagricultural  counties.     Nanagricultura]  counties. 


Borrow- 
ings. 


Amount, 

2.5 

8.8 

8.6 

6.3 

24.3 

29.6 

46.8 

83.4 

23.0 

36.1 

33.3 

51.2 


Basic 
line. 


AmtmrU. 
4.6 
24.6 
15.7 
21.6 
19.9 
15.9 
39.3 
72.2 
22.2 
33.3 
45.1 
41.4 


Ratio  of  I 

basic       ^°^- 
line. 


PtT  cent}  Amount. 


54.3 
35.8  i 
54.8 
29.2 
122.1  i 
186.2 
11  .5 
115.5 
103.6  I 
108.4 
73.8  t 
123.6  I 


1.5 

6.4 

3.6 

19.3 

22.1 

19.4 

11.2 

33.1 

2.0 

4.7 

5.8 

8.5 


353.1  I      355.8  |        99.2  ',      137.6 


Basic 
line. 


Amount 

2.9 

10.7 

6.4 

57.6 

12.7 

12.4 

15.7 

31.6 

4.2 

7.'7 

11.0 

1&6 


Ratio  of 
borrow- 
ings to 

basic 

line. 


Percent. 
51.7 
59.8 
56.3 
33.5 
174.0 
156.5 
71.3 
104.7 
47.6 
61.0 
52.7 
45.7 


Borrow-     Basic 
ings.    I    line. 


I 


Amount)  Amouvi. 


96.2 

574.1 

136.2 

114.5 

78.3 

63.6 

15.7 

25a3 

55.7 

34.5 

56.1 

103.8 


181.1 
1,063.0 

m.o 

180.7 
68.8 
55.0 
28.7 

300.1 
88.8 
39.8 
72.9 

145.5 


19L4  I 


71.9  '  1,577.8     2,4iai 


Ratio  of 
boftow- 
ings  to 

basic 

line. 


Perctnt. 
51.7 

53.0 
79L6 
63.4 
113.5 
115.$ 
54.7 
83.4 
817 
87.0 
77.0 
71.  S 


65w2 


1  Bills  payable  and  rediscounts. 
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The  following  tables  give  figures  for  the  country  and  for  the  several  Federal  reserve 
districts: 

Loans  and  discounts. 


District  1,  Boston: 

Agricultural 

Semiagri^ultural 

Nonagricultural 

District  2,  New  York: 

Agricultural 

Semiagricultural 

Nonagricultural 

District  3,  Philadelphia: 

Agricbltural 

Semiagricultural 

Nonagricultural 

District  4,  Cleveland: 

Agricultural 

Semiagricultural 

Nonagricultural 

District  5,  Richmond: 

Agricultural 

Semiagricultural 

Nonagricultural 

District  6,  Atlanta: 

Agnculturat. 

Semiagricultural 

Nona^cultural 

District  7,  Chicago: 

AgriculturaL 

Semiagricultural 

Nonagricultural 

District  %  St.  Louis: 

AgriculturaL 

Semiagricultural 

Nonagricultural 

District  9,  Minneapolis: 

Agricultural 

Semigricultural 

Noni^ricultural 

District  10.  Kansas  City: 

Agriciutural 

Semiagricultural 

Nonagricultural 

District  11,  Dallas: 

Agricultural 

Semiagricultural 

Nonagricultural 

District^;  San  Francisco: 

Agricultural 

Semiagricultural 

Nonagricultural 


May  4, 1920. 


Sa5,246,397 

21,287,534 

1,332,045,856 

146,502,212 

76,443,410 

5,494,705,478 

87,168,244 

33,249,202 

1,003,740,244 

162,495,912 

367,791,509 

1,062,185,432 

197,334,413 
147,165,715 
552,045,667 

150,312,605 
113,330,013 
484,083,946 

691,867,488 

291,935,614 

2,107,585,822 

200,058,067 
34,878,827 
623,916,781 

395,160,240 

76,255,505 

338,463,580 

406,677,903 
86,990,778 
564,867,395 

359,995,120 
106,605,803 
237,410,342 

357,330,094 
128,267,386 
990,295,886 


Apr.  28,  1921. 


134,523,411 

22,915,168 

1,295,870,067 

161,462,092 

81,890,480 

5,068,604,081 

96,755,983 
34,735,874 
975,930,105 

160,846,267 

375,296,122 

1,163,025,917 

202,080,747 
146,680,925 
542, 706, 143 

1^4,720,320 
118,438,099 
425,350,339 

675,480,514 

274,549,428 

1,975,210,711 

196,212,740 
34,306,868 
550,231,539 

376,032,213 

71,630,394 

297,796,372 

353,818,589 

77,963,042 

489,452,025 

337,216,517 
104,207,690 
207,492,900 

404,449,654 
122,812,963 
972,600,149 


Increase  or 
decrease. 


-  $722,986 
+    1,627,634 

-  36,176,789 

+  14,959,880 
+  6,447^070 
-426,101,397 

+  9,587,739 
+     1,486,672 

-  27,810,139 

-  1,649,645 
+  7,504,523 
+100,840,485 

+    4,746,334 

-  484,790 

-  9,339,524 

+  4,407,716 
+    5,108,686 

-  68,733,607 

-  16,376,974 

-  17,386,186 
-132,375,111 

-  8,845,327 

-  571,959 

-  73,685,242 

-  19,128,027 

-  4,625,201 

-  40,667,208 

-  62,859,314 

-  9,027,736 

-  75,405,370 

-  22,778,603 

-  2,298,113 

-  29,917,442 

+  47,110,560 

-  5,464,423 

-  17,696,737 


Per  cent 
increase  or 
decrease. 


-  2.06 
+  7.66 

-  2.72 

+10.21 
+  7.13 

-  7.76 

+11.00 
+  4.47 

-  2.77 

-  1.02 
+  2,04 
+  9.49 

+  2.41 

-  0.33 

-  1.69 

+  2.93 
+  4.61 
-12.18 

-  2.87 

-  6.96 

-  6.28 

-  1.92 

-  1.64 
-11.81 

-  4.84 

-  6.07 
-12.02 

-13.00 
-10.38 
-13.36 

-  6.33 

-  2.16 
-12.60 

+13.18 

-  4-25 

-  1.79 


Federal  reserve  districts  Nos.  1-12,  inclusive. 

CONSOLIDATED  FIGURES. 

[Agricultural  counties,  2,266;  semiagricultural  counties,  344;  nonagricultural  counties,  432.] 


Capital  and  Suiplus: 

Agnculturat. 

Semiagricultural. 

Nonaoicultural.. 
Demand  deposits: 

Agricultural 

Semiagricultural . 

Nonagricultural.. 
Time  deposits: 

Agncultural 

Semiagricultural. 

Nonagricultural.. 
Loans  and  discounts: 

Agricultural 

Semiagricultural. 

Nonagricultural. . 


May  4,  1920. 


>565, 

260, 

2,316, 

2,344, 
1,064, 
11,424, 

1,370, 

620, 

3,  757, 

3,190, 
1,484, 
14,  791 . 


S.51, 159 
271,224 
403,732 

847,419 
H27, 547 
109,317 

399,728 
055, 519 
603,504 

147,695 
101,476 
336, 429 


Apr.  28, 1921. 


$622,632,805 

279,222,125 

2,500,537,567 

1,875,394,464 

924, 878, 262 

10,273,585,103 

1,428,095,281 

672,256,585 

4,242,397,8^ 

3,153,599,047 

1,465,427,653 

13,964,270,348 


Increase  or 
decrease. 


+  $56,781,646 
+  18,950.901 
+  184, 133;  835 

-  469,452,955 

-  139,949,285 
1,150,524,214 

57,695,553 
+  52,201,066 
+    4?W,794,392 

36,548,648 
18,673,823 

-  827,066,081 


Per  cent 
increase  or 
decrease. 


10.03 
7.28 
7.96 


-  20.02 

-  13.14 

-  10.07 

+  4.21 

+  8.42 

+  12.90 

-  1.15 

-  L26 

-  5.59 
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Federal  reserve  distrids  Nos.  1-12,  inchmve — Continued. 
CONSOLIDATED  FIGURES—Continued. 


May  4, 1920. 


Apr.  28,  1921. 


Increase  or 
decrease. 


Percent 
increase  oi 
decrease. 


Borrowings  from  Federal  reserve  bank: 

1.  Rediscounts- 

Agricultural 

Semiagricultural 

Nonagricultural 

2.  Bills  payable- 

Agricultural 

Semiagricultural 

Nonagricultural 

Total- 
Agricultural 

Semiagricultural 

Nona^cultural 

Basic  lines: 

Agricultural 

Semiagricultural 

Nonagricultural 

Borrowings  from 

1.  Rediscounts- 

Agricultural 

Semiagricultural 

Nonagricultural 

2.  Bills  payable- 

Agricultural 

Semiagricultural 

Nonagricultural 

Total- 
Agricultural 

Semiagricultural 
Nonagricultural. 


$107,432,200 

67,192,400 

1,150,219,942 

118,070,897 

70,755^79 

1,056,640,863 


S225,448,719 
88,115,662 
936,372,874 

127,606,396 
49,513,281 
661,431,741 


+$118,016,519 
+    20,923,262 

-  223,847,068 

+      9,535,499 

-  21,242,298 

-  405,209,122 


225,503,097 

137,947,979 

2,206,860,805 

419,665,631 

201,556,825 

2,665,573,169 


353,055,115 

137,628,943 

1,577,804,615 

355,787,620 

191,382,822 

2,418,094,644 


+  127,552,018 
319,036 

-  629,056,190 

-  63,882,011 

-  10,174,003 

-  247,478,525 


16,880,548 
10,878,673 
28,527,797 

51,989,480 
21,061,122 
60,395,765 


22,822,426 
8,744,015 
20,826,097 

91,292,460 
29,251,709 
68,604,848 


+  5,941,878 

-  2,134,658 

-  7,701,700 

+  39,302,980 

+  8,190,687 

+  8,209,083 


68,870,028 
31.939,795 
88,923,562 


114,114,886 
37,995,724 
89,430,945 


+    45,244,858 
+      6,055,929  , 
.+         507,383 


+109.85 
+  3LH 

-  19.45 

+    8.06 

-  3a(B 

-  38.35 


+  56.56 

-  .n 

-  28.50 

-  15w2 

-  5.05 

-  9Lfc 


+  3i20 

-  19.62 

-  27.0D 

+  73ta) 

+  38L» 
+  13.59 


+  65.70 
+  1&96 
+      .57 


FEDERAL  RESERVE  DISTRICT  NO.  1— BOSTON. 
[Agricultural  counties,  13;  semiagricultural  counties,  6;  nanagricultural  counties,  47. } 


Capital  and  surplus: 

Agricultural 

Semiagricultural 

Nonagricultural 

Demand  deposits: 

Agricultiutil 

Semiagricultural 

Nonagricultural 

Time  deposits: 

Agricultural 

Semiagricultural 

Nonagricultural 

Loans  and  discoimts: 

Agricultural 

Semiagricultural 

Nonagricultural 

Borrowines  from  Federal  reserve  bank; 

1.  Rediscounts- 

Agricultural 

Semiagricultural 

Nonagricultural 

2.  Bills  payable- 

Agricultural 

Semiagricultural 

Nanagricultural 

Total- 
Agricultural 

Semiagricultural 

Nonagricultural 

Basic  lines: 

Agricultural 

Semiagricultural 

Nonagricultural 


$8,272,250 

5,736,000 

239,362,525 

28,716,445 

15,807,740 

1,163,602,137 

18,379,585 

9,817,259 

286,001,277 

35,246,397 

21,287,534 

1,332,045,856 


909,110 

199,979 

87,017,404 

1,285,200 

700,100 

37,447,250 


2,194,310 

900,079 

124,464,654 

4,488,890 

2,802,469 

193,812,328 


$8,606,000 

6,040,500 

249,127,810 

21,953,785 

13,987,561 

1,013,339,297 

21,659,443 

12,244,237 

356,924,662 

34,523,411 

22,915,168 

1,295,870,067 


+  $335,750 

+  304,500 

+  9,765,285 

-  6,762,660 

-  1,820,179 

-  150,162,840 

+  3,279,858 

+  2,426,978 

+  70,923,285 

722,986 

+  1,627,634 

-  36,175,789 


925,454 

614,536 

71,236,987 

1,627,000 

840,300 

23,916,700 


2,452,464 

1,454,836 

95,152,687 

4,685,862 

2,910,106 

184,067,371 


+  16,344 

+  414,657 

-  15,780,417 

+  241,800 

+  140,200 

-  13,531,650 


+  258,144 

+  554,767 

-  29,311,967 

+  96,973 

+  107,637 

-  9,764,957 


+  4.0S 
+  5.31 
+    40s 

-  23.55 

-  11.51 

-  12.W 

+  17.85 
+  2173 
+  2180 

-  2.05 
+    7.65 

-  2.72 


+  L80 
+207.30 
-  l&U 

+  l&SI 

+  aao3 

-36.15 


+  11.78 

+  a© 

-23L55 

+  2.16 
+  1S4 
-    5.0$ 
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FEDERAL  RESERVE  DISTRICT  NO.  1— BOSTON— Continued. 


• 

May  4, 1920. 

Apr.  28,  1921. 

Increase  or 
decrease. 

Per  ceat 
increase  or 
decrease. 

1.  R^lseounts— 

Agricultural 

$52,071 

10,900 

596,897 

645,000 

521,200 

2,532,365 

$191,944 
35,296 
381,783 

683,000 

399,500 

3,999,625 

+      $139,873 
+         24,396 

-  215, 114 

+          38,000 

-  121,700 
+     1,467,280 

+268.62 

Semiagricultaral 

+223.82 

Nonai^cultiiral 

—  36.04 

2.  Bills  payable- 
Agricultural 

+    h.9fk 

Semiagricultural 

—  23.35- 

Nonagricultural 

+  57  94 

Total— 

697,071 

632,100 

3,129,262 

874,944 

434,796 

4,381,408 

+        177,873 

97,304 

+     1,252,146 

+  25.52 

Semiagricultural 

—  18.29- 

Nonagricultural 

+  40.01 

FEDERAL  RESERVE  DISTRICT  NO.  2— NEW  YORK. 
[Agricultural  counties,  27;  semlagricultural  counties,  11;  nonagricultival  counties,  37.) 


Cipital  and  surplus:  i 

Agricultural. $33,087,400  I  $34,935,044 

Semlagricultural '  13,206,700  13,937,650 

Nonaolcultura] 771,876,840.  846,310,652 

Demand  deposits:                                         I  t 

Agricultural 133,030,148  1  121,108,205 

Semlagricultural 58,785,437  54,840,359 

Nonagricultural : I  4,752,9*8,657  |  4,300,239,036 

Thne  deposits:                                               i  i 

Agricultural !  101,676,070  I  130,622,890 

Semlagricultural 48,796,033  56,276,648 

Nonaericultural 710,611,341  ,  819,785,225 

Loans  and  discounts: 

Agricultural 146,.502,212  161,462,092 

SemiagricuKural 76,443,410  81,890,480 

Noiagrlcultural 6,494,705,478  5,068,604,081 


I  from  Federal  reserve  bank: 
nts— 

Agricultural 

Seraiagriciiltural 

Nonagricultural 

.  Bills  payable- 
Agricultural 

Semlagricultural 

Nonagricultural 


Total— 

Agricultural 

Semlagricultural . 
Nonagricultural.. 
Bssic  lines: 

Agrioiltural 

^emiagricultural 

Nona^icultural 


BoTowines  from  correspondents: 

1.  Redlscoants— 

Agricultural 

Semlagricultural 

Nonagricultural 

2.  Bills  payable— 

Agricultural 

Semlagricultural 

Nonagricultural 


Total- 
Agricultural 

Smiagricultural . 
Nonagricultural. 


1,332,835 

1,214,473 

289,202,499 

6,728,900 

4,881,512 

491,779,046 


8,061,735 

6,095,985 

780,981,6*4 

24,244,344 

11,029,596 

1,226,587,227 


243,591 

25,300 

7,892,112 

1,686,136 

85,000 

5,020,303 


1,929,727 

110,300 

12,912,415 


1,3,57,143 

2,666,366 

263,940,856 

7,450,100 

3,705,387 

310, 163, 148 


+  $1,847,644 
+  730,950 
+  74,434,812 

-  11,921,94.^ 

-  3,945,078 
-452,709,621 

+  28,946,820 
+  7,480,516 
+  109,173,884 

+  14,^,880 
+  5,447,070 
-428,101,397 


+    24,308 
+  1,450,893 

-  25,261,643 

+    721,200 

-  1,176,125 
-181,616,897 


8,807,243  , 
6,370,753  I 
574,104,004 

24,6*2,228 

10,716,628 

1,082,965,358 


+  745,508 
+  274,768 
-206,877,540 

+  397,884 
-  312,967 
-142,621,869 


255,263 
187,738 
219,889  , 

1,167,000 

359,894 

7,402,818 


+  11,672 

+  162,438 

-  7,672,223 

-  519, 136 
+  274,894 
+  2,382,516 


1,422,263  > 

547,6.32 
7,622,707 


-  .507,464 
+        437,332 

-  5,289,708 


+  5.58 

+  5.53 

+  9.64 

-  8.96 

-  6.71 

-  9.52 

+  28.47 

+  15.33 

+  15.36 

+  10.21 

+  7.13 

-  7.75^ 


+     1.82 
+  119.47 

-  &73 

+  ia72 

-  24.09 

-  36.93 


+    9.25 
+    4.51 

-  28.49 

+     1.64 

-  2.84 

-  1L64 


+  4.79 
+642  05 

-  97.21 

-  3a  79 
+323.40 
+  47.46 


-  26.30 
4  396. 49 

-  40.97 
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Federal  reserve  districts  Nos.  1-12 ^  inclusive — Continued. 

FEDERAL  RESERVE  DISTRICT  NO.  3-PHILADELPHIA. 
[Agricultural  counties,  25;  semlagricultural  counties,  6;  nonagricultural  counties,  29.] 


May  4, 1920. 


Apr.  28, 1921. 


Increase  or 
decrease. 


Per  ceil 
incresstor 


Capital  and  surplus: 

Agricultural 

Soniagricultural 

Nonaerlcultural 

Demand  deposits: 

Agricultural 

Soniagrioultural 

Nonagricultural 

Time  deposits: 

Agricultural 

Semlagricultural 

Nonaericultural 

Loans  ana  discounts: 

Agricultural 

Semlagricultural 

Nonagricultural 

Borrowings  from  Federal  Reserve  Bank: 

1.  Rediscounts- 

Agricultural 

Semlagricultural 

Nonagricultural 

2.  Bills  payable- 

Agricultural 

Semlagricultural 

Nonagricultural 

Totel— 

Agricultural 

Semiagricultuxal 

Nonafi^cultural 

Basic  lines: 

Agricultural 

Semlagricultural 

Nona^icultural 

Borrowing  from  correspondents: 

1.  Rediscounts- 

Agricultural 

Semlagricultural 

Nonagricultural 

2.  Bills  payable- 

Agricultural  

Semlagricultural 

Nonagricultural 

Total- 
Agricultural 

Semlagricultural 

Nonagricultural 


$27,372,800 

11,506,200 

236,903,109 

70,903,99a 
32,870,265 
874,063,814 

71,207,370 
26,431,648 
265,068,760 

87,168,244 

33,249,202 

1,003,740,244 


319,647 
78,528,101 

9,637,900 

3,524,312 

130,957,653 


10,474,839 

3,843,959 

209,485,754 

14,440,520 

6,194,480 

169,591,624 


175,882 
15,000 
119, 121 

722,000 

117,002 

2,368,000 


897,882 

132,092 

2,487,121 


130,494,356 

11,568,500 

24^028,780 

67,767,159 
30,176,321 
813,577,170 

90,538,842 
81,397,672 
325,297,618 

96,756,983 
3^735,874 
975^980,105 


+13,121,556 
+  62,340 
+  8,085,611 

-  3,226,831 

-  2,601,944 
-60.476,644 

+19,331,472 
+  4,966,024 
+60,233,840 

+  9,587,739 
+  1,486,672 
-27,810,130 


027,346 

522,307 

62,877,674 

7,677,070 
3,078,100 
83,293,252 


+  90,407 
+  202,660 
-25,650,427 

-  1,960,880 

-  446,212 

-  7,664,401 


8,604,416 

3,600,407 

136,170,926 

15,702,125 

6,353,875 

171,002,525 


-  1,870,423 

-  243.552 
-73,314,828 

+  1,261,005 
+  159,386 
+  1,410,901 


74,958 
30,000 
198,565 

1,021,000 

284,125 

3,289,800 


-  100,924 

+  15,000 

+  79,444 

+  302,000 

+  167,033 

+  921,800 


1,098,958 

314,125 

3,488,365 


+  201,076 
+  182,033 
+  1,001,244 


+  1L« 
+  .« 
+   X» 

-  iS5 

+  27.15 
+  1179 
+  217» 

+  11.» 
+   iff 

-  2.71 


+  ia» 
-a* 

-20l« 

-  im 


-17.* 

-Sid 

+   8.W 
+   2.S7 

+    .a 


-57.31 
+100Lfll 
+  66.* 

+  4L» 
+ia« 
+  38.M 


+  33.9 
+137.  fl 
+  «.» 


FEDERAL  RESERVE  DISTRICT  NO.  4-CLEVELAND. 
[Agricultural  counties,  86;  semlagricultural  counties,  29;  nonagricultural  counties,  54.] 


Capital  and  surplus: 

Agricultural 

Semiagricultural . . 

Nonagricultural . . . 
Demand  deposits: 

Agricultural 

Semiagricultural . . 

Nonagricultural. . . 
Time  deposits: 

Agricultural 

Semiagricultural . . 

Nonaericultural... 
Loans  and  discounts: 

Agricultural 

Semiagricultural . . 

Nonagricultural... 


I 


$36,214,685  , 

74,917,162 

224,890,946 

138,912,426 
274,235,533 
821,543,630 

62,401,230 
153,122,016 
507,875,592 

162,495,912 

367,791,509 

1,062,185,432 


137,848,633 

78,196,000 

252,926,167 

122,511,398 
267,083,212 
811,961,063 

67,875,004 
170,265,748 
608,819,277 

160,816,267 

375,296,122 

1,163,025,917 


+  $1,633,948 
+  3,278,838 
+  28,035,i2l 

-  16,401,028 

-  7,152.321 

-  12,582,567 

+  5,470,774 
+  17,143,732 
+  100,913,685 

-  1,648,645 
+  7,501,523 
+100,SiO,4S5 


+  451 
+    4.JS 

+  llff 

-  asi 

-  161 

-  1.53 

+  177 
+  1L» 
+  19.88 

-  L<B 

-h  2.M 
+    9L« 
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s  from  Federal  reserve  bank: 

1.  Reaiscounts- 

Agricultural 

Semiagricultural 

Nonagricultural 

2,  Bills  payable— 

Agrictatural 

Semiagricultural 

Nonagricultural 

Total- 
Agricultural...  ^ 

Semiagricultural 

Nonagricultural 

fedc  lines: 

Agricultural 

Semiagricultural 

Nonagricultural 

Growings  from  correspondents: 

1.  Rediscounts- 

Agricultural 

Semiagricultural 

Nonagricultural 

2.  Bins  payable- 

Agricultural 

Semiagricultural 

Nonagricultural 

•  Total- 
Agricultural 

Semiagricultural 

Nonagricultural 


May  4, 1920. 


14,074,545 
18,242,725 
52,031,805 

3,278,750 
11,023,500 
47,498,890 


7,353,296 
29,226,225 
99,530,695 

22,948,476 
57,743,591 
176,950,492 


520,439 
316,217 
72,002 

2,506,247 

2,660,000 
2,302,216 


3,118,686 
2,976,217 
2,374,218 


Apr.  28, 1921. 


J3, 275, 484 
14,804,486 
72,834,947 

3,067,142 

4,507,887 
41,653,570 


6,342,626 
19,312,373 
114,488,517 

21,572,590 
57,692,245 
180,728,308 


528,331 
536,204 
348,616 

3,312,859 
1,379,450 
3,433,227 


3,841,190 
1,915,654 
3,781,843 


Increase  or 
decrease. 


-  $799,061 

-  3,438,239 
+  20,803,142 

-  211,608 

-  6,515,613 

-  5,845,320 


-  1,010,669 

-  9,953,852 
+  14,957,822 

-  1,375,886 

-  151,346 
+  3,777,811 


+  7,892 

+  219,987 

+  276,614 

+  714,612 

-  1,280,560 

+  1,131,011 


+  722,504 
-  1,060,563 
+    1,407,625 


Per  cent 
increase  or 
decrease. 


-  19.61 

-  18.85 
+  39.98 

-  6.45 

-  59. 11 

-  12.31 


-  13.74 

-  34.01 
+  15.03 

-  6.09 

-  .26 
+  2.13 


+  1.52 
+  69.57 
+384.18 

+  27.50 
-  48.14 
+  49.13 


+  23.17 
—  36.63 
+  59.29 


FEDERAL  RESERVE   DISTRICT  NO.  6-RICHMOND. 
[Agricultural  counties,  202;  semiagricultural  counties,  70;  nonagricultural  counties,  47.] 


hpital  and  surplus: 

AgriculturaL 

Semiagricultural.. 

Nonagricultural .  - . 
'UDandaeposits: 

Agricultural 

Semiaf^lcultural.. 

Nonagricultural... 
Iroe  deposits: 

Agricultural 

Semi^^cultural . . 

Xwiagricultural. . . 
<ieas  and  discounts: 

Agricultural 

Semiagricultural.. 

Nonapicultural... 


•^rrowings  from  Federal  reserve  bank: 

1.  Rediscounts — 

Agricultural 

Semiagricultural 

Nonagricultural 

2.  Bills  payable- 

Agricultural 

Semiagricultural 

Nonagricultural 


Total- 
Agricultural 

Semiagricultural. 
Nonagricultural.. 
iMic  lines: 

Agricultural 

Semiagricultural 

Nonagricultural 


136,999,000 
24,442,611 
100,362,607 

124,127,718 
90, 117, 577 
350,688,248 

103,099,419 
67,925,588 
162,614,835 

197,334,413 
147,165,715 
552,045,667 


5,718,617 

4,079,657 

39,160,699 

11,710,850 
13,329,800 
47,636,300 


17,429,467 
17,409,457 
86,796,999 

21,986,833 
12,866,940 
74.882,503 


$42,213,947 
27,829,106 
109,798,575 

101,580,310 
70,097,435 
327,985,681 

111,529,379 
60.904,448 
180,788,780 

202,080,747 
146,680,925 
542,706,143 


13,348,646 
12, 150, 615 
50,509,885 

10,955,167 
9,949,552 

27,744,884 


24,303,813 
22, 100, 167 
78,254,769 

19,871.913 
12,708,304 
68,832,074 


+$5,214,947 
+  3,386,496 
+  9,436,968 

-22,547,408 
-20,020,142 
-31,702,567 

+  7,829,960 
+  2,978,860 
+  18,173,945 

+  4,746,334 

-  484,790 

-  9,339,524 


+  7,630,029 
+  8,070,958 
+  11,349,186 

-  755,683 

-  3,380,248 
-19,891,416 


+  6,874,346 
+  4,690,710 

-  8,542,230 

-  2,114,920 

-  158,636 

-  6,050,429 


+  14.09 

+  13.86 

+  9.40 

-  18.16 

-  22.22 

-  8.81 

+  7.55 

+  5.14 

+  11.18 

+  2.41 

-  .33 

-  1.69 


+  133.42 
+197.83 
+  28.98 

-  6.45 

-  25.36 

-  41.76 


+  39.44 
+  26.94 

-  9.84 

-  9.62 

-  1.23 

-  8.08 


91341— 22— VOL  2- 


-42 
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Federal  reserve  districU  Nos.  1-1  Sy  incluMve — Continued. 
FEDERAL  RESERVE  DISTRICT  NO.  5— RICHMOND— Cootiniwd. 


May  4, 1020. 

Apr.  28, 1921. 

Increase  or 
decrease. 

Percent 
Incretaeor  ' 
decrease   • 

Borrowlncs  from  correspondents: 
1.  Rediacoimts— 

Agricultorftl 

12,120,834 
2,094,832 
2,622,425 

2,474,673 

1,748,800 

11,237,000 

$2,046,979 
2,190,602 
2,537,748 

3,736,050 
3,772.000 
0,783,522 

-  182,855 
+      1«,7W 

84,677 

+  1.262,277 
+  2,023,200 

-  1,453,478 

-  a.» 

Sflmlapicultural 

+    5.0)  ! 

Nonagflciilttirftl . . 

-  3.a 

2.  BUb  payable- 

Agricultural 

+  5101 

S^mlagriniltnraf 

-hll&V 

Nonagricultural 

-  lliS 

Total- 
Agricultural  

4,604,507 
3,843,632 
13,850,425 

5,783,020 
5,071,602 
12,321,270 

+  1,170,422 
+  2,127,070 
-  1,538,155 

+  25.61 

S«nia^cultural 

+  55.36 

Nonagricultural 

—  11.10 

FEDERAL  RESERVE  DISTRICT  NO.  6-ATLANTA. 
[Agricultural  counties,  320;  semiagricultural  counties,  84;  nonagricultural  counties,  2S.] 


Capital  and  surplus: 

Agricultural 

Semiagricultural 

Nonagricultural 

Demand  deposits: 

Agricultural 

Semiagricultural 

Nonagricultural 

Time  deposits: 

Agricultural 

Semiagricultural 

Nonagricultural 

Loans  and  discounts: 

Agricultural 

Semiagricultural 

Nonagricultural 

Borrowings  from  Federal  reserve  bank: 

1.  Rediscounts-- 

Agricultural 

Semiagricultural 

Nonagricultural 

2.  Bills  payable- 

Agricultural 

Semiagricultural 

Nonagricultural 

Total- 
Agricultural 

Semiagricultural  — 

Nonagricultural 

Basic  lines: 

Agricultural 

Semiagricultural 

Nonagricultural 

Borrowings  from  correspondents: 

1.  Rediscounts- 

Agricultural 

Semiagricultural 

N(Hiagricultural 

2.  Bills  payable- 

Agricultural 

Semiagricultural 

Nonagricultural 

Total- 
Agricultural 

Semiagricultural 

N<magricultural 


$31,426,700 
22,581,768 
71, 762,  on 

122,417,650 

00,606,767 

315,248,470 

50,047,357 
33,306,562 
164,884,751 

150,312,605 
113,330,013 
484,063,046 


$36,817,717 
26,856,552 
72,188,600 

87,286,500 
70,304,914 
245,663,803 

50,683,046 
37,656,535 
160,084,644 

154,720,320 
118,438,600 
425,350,330 


5,282,582 

4,860,483 

51,397,235  | 

8,175,400  , 
5,027,350  ! 
42,070,380 


20,201,751 
13,647,834 
35,184,800 

0,340.850 

5,790.070 

28,425,500 


13,457,082 

0,887,833 

03,476,615 

20,275,720 
11,432,213 
64,670,705 


20,641,601 
10,438,804 
63,610,300 

15,865,703 
12,390,747 
55,049.291 


+$5,301,017 
+  4,274,784 
+      425,620 

-35,131,051 
-20,390,853 
-60,584,676  • 

+  635,689 
+  4,850,973 
-  4,800,107 

+  4,407,716 
+  5,108,686 
-58,733,607 


+15,000,169 
+  8,787,351 
-16,212,435 

+  1,174,€5D 
+  763.620 
-13,653,880 


+ If,  183, 610 
+  0,560,071 
-20,806,315 

-  4,409,027 

-  2,041,466 

-  0,621,414 


464,519 
1,275,683  I 
1,536,223  I 

2,423,000  ' 

1,613,800 

3,851.667 


1,582,862 
1,680,800 
2,508,807 

7,212,457 
4,010,084 
8,615,643 


2,887,519 
2,889,483 
5,387,890 


8,705,310 
6,500.063 
11,214,450 


+  1,118,343 

+  406,216 

+  1,062,584 

+  4,789,457 

+  3,206,284 

+  4,763,076 


+  5,007,800 
+  3,701,500 
+  5,826,560 


+  17.15 
+  18.B 

+     .» 

-  2&n> 

-  a.« 

-  22.(P 

+  Lr 

+  13.01 

-  2.B 

+    2.» 
+    4.51 

-  12.13 


+28tU 

+i8a:» 

-  8L54 

+  itr 

+  15.15 

-  31« 


+120. 2J 

+  96.SS 

-  Sl.» 

-  21.75 

-  1115 

-  14.SS 


+240.  T5 
+  Zhl% 

+  eai7 

+197.^ 
+30i» 
+  123.0 


+2Dt« 
+1».10 
+10KU 


Digitized  by 


Google 


AGRICULTURAL  INQUIRY. 


659 


Federal  reserve  districts  Nos.  1-1^,  inclusive — Continued. 

FEDERAL  RESERVE  DISTRICT  NO.  7— CHICAGO. 

[Agricultural  counties,  274;  semlagricuHural  counties,  37;  nonagricultural  counties,  27.] 


Capital  and  surplus: 

Agricultural 

Semiagricultural 

Nonagricultural 

Demand  deposits: 

Agricultural 

Semiagricultural 

Nonagricultural 

Time  deposits: 

Agricultural , . . . 

Semiagricultural 

Nonasrlcultural 

Loans  and  discounts: 

Agricultural 

Semiagricultural 

Nonagricultimil 

Borrowines  from  Federal  reserve  bank 

1.  Rediscounts- 

Agricultural  

Semiagricultural 

Nonagricultural 

2.  Bills  payable- 

Agricultural  

Semiagricultural 

Nonagricultural 

Total- 
Agricultural 

Semiagricultural  — 

Nonagricujtural 

Basic  lines: 

Agricultural 

Semiagricultural 

Nonagricuitural 

Borrowings  from  correspondents: 

1.  Reaiscotints— 

Agricultural 

Semiagricultural 

Nona^icultural 

2.  Bills  payable- 

Agricultural  

Semiagricultural 

Nona^icultural 

Total- 
Agricultural 

Semiagricultural — 
Nonagricultural 


May  4, 1020. 


$106, 
43, 
290, 

415, 

176, 

1,331, 

301, 
146, 
730, 

601, 

291, 

2,107, 


862,212 
073,123 
454,700 

027,195 
691,470 
258,578 

022,512 
346,404 
019,757 

857,488 
9a5,614 
585,822 


31,033,760 

16,819,116 

245,053,477 

26,458,641 
16,454,300 
123,227,900 


57,492,410 

33.273,416 

388,281,377 

82,153,751 
35,618,179 
353,038,669 


2,287,184 
4,268,360 
3,528,8i7 

9,331,013 
4,412,500 
2,777,000 


11,618,107 
8,680,860 
6,305,847 


Apr.  28, 1021. 


$115,110,812 

45,309,250 

313,372,500 

336,172,2(M 

143,260,743 

1,171,489,539 

377,347,877 
148,037,469 
7.50,965,330 

675,480,514 

274,540,428 

1,075,210,711 


53,890,711 
22,410,404 
186,657,769 

20,532,749 
10,647,533 
63,680,315 


83,423,460 
33,057,037 
250,338,081 

72,231,008 
31,573,819 
300,060,802 


Increase  or 
decrease. 


+  $8,248,600  I 
+    2,326,127 
+  22,917,800  I 

-  78,854,991 

-  33,421,727 
-159,769,039  ] 

-  13,674,635  \ 
+  1,690,975 
+  20,945,573  I 

-  16,376,974  I 

-  17.386,186  ' 
-132,376,111  I 


Per  cent 
increase  or 
decrease. 


+  7.72 
+  5.40 
+    7.89 


19.00 
18.92 
12.00 

3.50 
1.16 
2.87 

2.37 
5.96 
6.28 


+  22,866,9!2 
+  5,591,288 

-  68,395,708 

+  3,074,108 

-  5,806,767 

-  59,547,585 


6,970,987 
2,056,250 
5,802,513 

16,013,818 
6,060,200 
6,217,2(M 


+  25,931,050 

-  215. 470 
-117,0J3,293 

-  0,022,743 

-  4.044,360 

-  52,077,867 


23,014,805 
8,116,450 
12,010,717 


+  4,683,803 

-  2,212,110 

+  2,273,666 

+  6,712,805 

+  1,647,700 

+  3,440,204 


+  11,306,608 
-  564,419 
+     5,713,870 


+  73.65 
+  33.24 

-  23.83 

+  11.62 

-  35.20 

-  48.32 


45.10 

.65 

32.03 

12.08 
11.35 
15.01 


+204.78 
-  51.83 
+  64.43 

+  71.94 
+  37.34 
+  123.88 


+  98.09 
-  6.50 
+  00.61 


FEDERAL  RESERVE  DISTRICT  NO.  8— ST.  LOUIS. 
[Agricultural  counties,  317;  semiagricultural  oounties,  19;  nonagricultural  counties,  27.] 


Capital  and  surplus: 

Agricultural 

Semiagricultural 
Nonagricultural. 

Demand  deposits: 

A^cultural 

Semiagricultural 
Nonagricultural . 

Time  deposits: 

^Vgricultural 

Semiagricultural 
Nonagricultural. 

Loans  and  discounts: 

Agricultural 

Semiagricultural 
Nonagricultural . 


S38, 

5, 

97, 

158, 
24, 
376, 

55, 

160, 

200, 
34, 
623, 


693,637  i 

443,100 

391,878 

92.5,601 
638,544  I 
749,392  ' 

505,508 
.580,772 
554, 141 

058,067 
878,  S27 
916,781 


$42,187,543  I 

6,042,000 
100,768,031 

132,556,500 
22,972,120  , 
345,181,582 

62,503,918 
19,412,778  I 
187, 593, 166 

196,212,740 
34,306,868 
550,231,539 


+$3,493,906 
+  598,900 
+  3,377,053 

-26,369,101 

-  1,666,415 
-31,561,810 

+  6,908,410 
+  1,823,006 
+27,039,025 

-  3,845,327 

-  571,959 
-73,685,242 


+  9.03 

+  11.00 

+  3.47 

-  16.59 

-  6.76 

-  8.38 


12.43 
10.36 
16.84 

1.92 
1.64 
11.81 
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Federal  reserve  districts  Nos.  1-12,  incltisive — Continued. 
FEDERAL  RESERVE  DISTRK  T  NO.  8-ST.  LOUIS— Continued. 


May  4, 1920. 

Apr,  28,  1921. 

Increase  or 
decrease. 

Percent 
increase  or 
decrease. 

Borrowings  from  Federal  reserve  bank: 
1.  Rediscounts- 
Agricultural 

$6,151,863 

2,342,446 

99,830,854 

11,056,900 

1,499,500 

36,360,714 

$12,762,355 

982,083 

36,871,729 

10,261,429 
1,056,582 
18,822,062 

+$7,600,492 

-  1,360,363 
-62,959,125 

-  795,471 

-  442,918 
-17,538,652 

+147.53 

Semiagricultural 

-  58wOT 

Noua^icultural 

-  63.07 

2.  Bills  payable- 
Agricultural 

—    7.19 

Semiagricultural 

-  2».b\ 

Nona^cultural 

-  48.2* 

Total- 
Agricultural 

Semiagricultural 

Nouagricultural 

Basic  lines: 

Agricultural 

Semiagricultural 

Nonagricultural 

16,208,763 

3,841,946 

136,191,568 

25,038,090 

3,999,300 

95,401,700 

23,013,784 
2,038,666 
55,693,791 

22,192,500 
4,239,700 
88,769,700 

+  6.805,021 

-  1,803,281 
-80,497,777 

-  2,845,590 
+      240,400 

-  6,632,000 

+  41.ftS 

-  46.94 

-  59.11 

-  IMT 
+    6-01 

-  6.»> 

Borrowings  from  correspondents: 
1.  Rediscounts— 

Agricultvual 

Semiagricultural 

Nouagricultural 

1,270,955 

265,100 

2,556,632 

5,754,196 

739,956 

5,739,000 

766,670 

41,753 

2,105,528 

7,777,950 

689,500 

4,105,558 

-  504,285 

-  223,347 

-  451,104 

+  2,023,754 

-  100,456 

-  1,633,442 

-  3$.&< 

-  84.25 

-  17.64 

2.  Bills  payable- 
Agricultural 

+  35-i: 

Semiagricultural *. 

—  15-55 

Nouagricultural 

-  28.« 

Total- 
Agricultural 

7,025,151 
1,005,056 
8,295,632 

8,544,620 

681,253 

6,211,086 

+  1,519,469 

-  323,803 

-  2,084,546 

+  21.63 

Semiagricultural 

—  $2.22 

Nouagricultural 

—  25.1J 

FEDERAL  RESERVE  DISTRICT  NO.  9-MINNEAPOLIS. 
[Agricultural  counties,  246;  semiagricultural  counties,  30;  nonagricultural  counties,  20.] 


Capital  and  surplus: 

Agricultural 

Semiagricultural 

Nonagricultural 

Demand  deposits: 

Agricultural 

Semiagricultural 

Nonagricultural 

Time  deposits: 

Agricultural 

Semiagricultural 

Nonagricultural 

Loans  and  discounts: 

Agncultural 

Semiagricultural 

Nonagricultural 

Borrowings  from  Federal  reserve  bank; 

1.  Rediscounts— 

A  gricultural 

Semiagricultural 

Nonagricultural 

2.  Bills  payable- 

Agricultural 

Semiagricultural 

Nonagricultural 

Total- 
Agricultural 

Semiagricultural 

Nonagricultural 

Basic  lines: 

Agricultural 

Semiagricultural 

Nonagricultural 


$51, 
10, 
48, 

190, 
34, 
192, 

235, 
37, 
100, 

395, 

76, 

338, 


170,417 
129,500 
153,675 

478,969 
9U),437 
658,135 

264,371 
349,002 
719,959 

160,240 
255,595 
463,580 


11,567,166 
2,803,175 
.53,341,417 

6,300,285 
2,297,300 
11,592,000 


17,867,451 

5,100,475 

64,933,417 

42,349,395 

7,908,574 

47,570,037 


$53,895,441 
10,832,600 
52,600,400 

144,795,358 
32,201,548 
169,001,465 

219,090.185 
38.254,529 
111,714,098 

376,032,213 
71,630,304 
297,796,372 


26,598,515 
3,186,087 
28,206,766 

9,535,788 
1,534,240 
6,256,800 


36,134,303 
4,720,327 
34,462,566 

33,257,635 

7,652,806 

39,615,935 


+$2,725,024  : 

+    703, 100 ; 

+  4,446,725 

-45,683,611 

-  2,738,889  I 
-23,656,670  j 

-16,164,186  ' 
+  905,527  . 
+10,994,139  I 

-19,128,027  i 

-  4,65B,201 
-40,667,208 


+  5.33 
+  6.94 
+    9l3 


-  7.^ 

-  12.2? 

-  *.ff 

+    2.42 

+  lac 

-  4.54 

-  6.07 

-  12.02 


+  15,031.349 
+  382,912 
-25,135,651 

+  3,235,503 

-  763.060 

-  5,335,200 


+18,266,852 

-  380,148 
-30,470,851 

-  9,091,760 

-  255,768 

-  7,954,102 


+129u9> 

+  13.66 

-  47.12 

+  51.3» 

-  J3.S 

-  46.0! 


+  102.24 

-  7,45 

-  46w« 

-  2L47 

-  3.23 

-  16.?J 
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Federal  reserve  districts  Nos.  1-U,  inclusive — Continued. 
FEDERAL  RESERVE  DISTRICT  NO.  9— MINNEAPOLIS— Continued. 


May  4, 1920.       Apr.  28,  1921. 


Borrowines  from  correspondents: 
1-  Rediscounts— 

Agricultund 

Semiagricultural 

Nonagricultural 

2.  Bills  peyable— 

Agricultural 

Semiagricultural 

Nonagricultural 

Total- 
Agricultural 

Semiagricultural 
Nonagricultural. 


I 


$1,664,863  ' 
506,441 
271,549 

7,644,152 
3,«=89,78<; 
2,508,000 


9,309,015 
4,196,209 
2,779,549 


11,967,709 
209,639 
176,280 

15,068,720 
3,020,052 
1,736,100 


Increase  or 
decrease. 


Per  cent 
increase  or 
(decrease . 


+    $302,846 
-      296,  S02 
95,269  I 


+  7,424,568 

-  669,716 

-  771,900 


17,036,429 
3,229,601 
1,912,380 


+  7,727,414 

-  966,518 

-  867,169 


+  18.19 

-  58.61 

-  35.08 

+  97.13 

-  18.15 

-  30.78 


+  83.01 

-  23.03 

-  31.20 


FEDERAL  RESERVE  DISTRICT  NO.  10-KAN8AS  CITY. 
(Agricultural  counties,  306;  semiagricultural  counties,  17;  nonagricultural  counties,  58.] 


Capital  and  surplus:  . 

Agricultural 

Semiagricultural 

Nonagricultural 

Demand  deposits: 

Agricultural 

Semiagricultural 

Nonagricultural 

Time  deposits: 

Agricultural 

Semiagricultural 

Nonagricultural 

Loans  and  discounts: 

Agricultural 

Semiagricultural 

Nonagricultural 

Borrowing  from  Federal  reserve  bank: 

1.  Keaiscounta— 

Agricultural 

Semiagricultural 

Nonagricultural 

2.  Bills  payable- 

Agricultural 

Semit^cultural 

Nona^cultural 

Total- 
Agricultural 

Semiagricultural 

Nonagricultural 

Basiclines: 

Agricultural 

Semiagricultural 

Nonagricultural 

Borrowing  fnmi  correspondents: 

1.  Rediscounts- 

Agricultural 

Semiagricultural 

Nonagricultural 

2.  Bills  payable- 

Agricultural 

Semiagricultiutd 

Nonagricultural ^ 

Total- 
Agricultural 

Semiagrlciiltural 

Nona^cultural 


$64, 
11, 
67, 

326, 

66, 

397, 

no, 

21, 
112, 


,289,786 
909,000 
,202,762 

744,776 
,633,299 
227,592 

122,718  I 
,069,300  I 
,664,623 


1,677,903 
1,990,778 
1,857,395 


$66,885,860 
12,877,500 
70,413,451 

247,678,817 
55,629,243 
343,035,228 

100,808,240 
22,839,949 
119,112,424 

353,818,589 
77,963,(M2 
489,452,025 


12,597,337  1 

6,558,595  ' 

70,794,424  | 

9,422,362 
2,094,000 
26,838,981  , 


24,086,167 

3,675,810 

39,181,822 

9,245,050 
2,145,475 
16,886,169 


22,019,699 

7,652,695  t 
97,633,405 

58,582,507 
12,749,017  I 
81,855,511  i 


33,331,217 

5,821,285 

56,066,991 

45,070,898 
10,988,096 
72,854,048 


3,224.568 

932, 183 

6,647,689 

4,569,573 
2,482,506 
15,280,714 


3,070,312 

307,861 

#,701,492 

7,726,877 
2,012,670 
6,400,957 


7,794,141  I 

3,414,689  I 

21,928,403  I 


10,797,189 
2,320,531 
11,102,449 


+$2,596,074 
+  968,600 
+  3,210,689 

-79,065,959 
-11,004,056 
-54,192,364 

-  9,314,478 
+  1,770,649 
+  6,447,801 

-62,869,314 

-  9,027,736 
-75,405,370 


+  11,488,830 

-  1,882,785 
-31,612,602 

-  177,312 
+        61,475 

-  9,953,812 


+  11,311,518 

-  1,831,310 
-41,566,414 

-13,511,609 

-  1,760,921 

-  9,001,463 


-  154,256 

-  624,322 

-  t,  946, 197 

+  3,157,304  I 

-  469,836 

-  8,879,767  , 


+  3,003,048 
-  1,094,158 
-10,825,954 


+  4.04 
+  8.13 
+  4.78 

-24.20 
-16.51 
-13.64 

-  8.46 
+  8.40 
+  5.72 

-13.00 
-10.38 
-13.35 


+91.20 
-33.87 
-44.65 

-  1.88 
+  2.46 
-37.09 


+51.37 
-23.93 
-42.57 

-23.06 
-13.81 
-11.00 


-  4. 78 
-66.97 
-29.28 

+  69.09 
-18.93 
-58.11 


+.3H.53 
-32.04 
-49.37 
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Federal  reserve  districts  Nos.  1-12,  inclusive — Continued. 

FEDERAL  RESERVE  DISTRICT  NO.  11— DALLAS. 

(Agricultural  counties,  290;  semiagrieultural counties,  8:  nonagriculturalcouruic?.  17.] 


Mav  4,  1920. 


Capital  and  surplus: 

Agricultural 

Bemiagricultural 

Nonamcultural 

Demand  deposits: 

Agricultural 

Semiagrieultural 

Nonagricultural 

Time  deposits: 

Agricultural 

Semiagrieultural 

Nonagricultural 

Loans  and  discounts: 

Agricultural 

Semiagrieultural 

Nonagricultural 

Borrowings  from  Federal  reserve  bank: 

1.  Rediscounts- 

Agricultural 

Semiagrieultural 

Nonagricultural 

2.  Bills  payable- 

Agricultural 

Semiagrieultural 

Nonagricultural 

Total- 
Agricultural 

Semiagrieultural 

Nonagricultural 

Basic  lines: 

Agricultural 

Semiagrieultural 

Nonagricultural 

Borrowings  from  correspondents: 

1.  Rediscounts- 

Agricultural 

Semiagrieultural 

NonagriculturaL 

2.  Bills  payable- 

Agricultural 

Semiagrieultural 

Nonagricultural 

Total- 
Agricultural 

Semiagrieultural 

Nonagricultural 


$75, 
16, 
31, 

341, 

89, 
201, 

39, 
17, 
35, 

359, 
106, 
237, 


248,655 
165,000 
468,200 

938,793 
411,761 
095,648 

300,487 
638,809 
713,981 

995,120 
505,803 
410,342 


11,736,843 
6,237,641 
16,061,135 

11,988,059 
8,770,500 
23,667,950 


23,724,902 
15,008,141 
39,729,085 

55,376,270 
17,983,899 
35,902,420 


Apr.  28,  1921. 


Increase  or 
decrease. 


$83,462,028 
18,637,112 
37,118,950 

246,962,151 
78,243,136 
153,043,344 

40,336,907 
22,970,681 
41,872,140 

337,216,517 
104,207,690 
207,492,900 


35,169,074 
7,052,790 
14,102,572 

10,613,671 
4, 160,355 
1,601,341 


865, 

806, 

1,932, 

5,776, 
1,625, 
2,261 


45,782,745 
11,213,145 
15,703,913 

39,341,075 
15,670,301 
28,701,104 


+$8,213,373 
+  2,472,112 
+  5,650,750 

-94,976,642 
-11,168,625 
-48,052,304 

+  1,036,420 
-»-  5,331.872 
+  6,158,159 

-22,778,603 
-  2,298,113 
-29.917.442 


Percent 
increase  « 
dccrca». 


+  10.  M 
+  1.129 
+  17. 9« 

-  27.?i 

-  12.« 

-  23.90 

+  2M 
+  30.23 
4-  17.24 

-  633 

-  2.  IS 

-  l2.flD 


+23.432,231 
+      815, 149 

-  1,958,563 

-  1,374.388 

-  4,610,145 
-22,066,609 


+22,057,843 

-  3,794,996 
-24,025,172 

-16,035,195 

-  2, 313,. 598 

-  7,201,316 


+  199.85 

+  liar 

-  12.W 

-  11. 4S 

-  52.35 

-  93a 


+  92.9C 

-  2S.2S 

-  60.47 

-  2S.« 

-  12.S* 

-  30.06 


148 

560 ; 

675 
000 
000  i 


2,055,085 

516,219 

1,428,074 

12,853,572 
3,577,759 
5,402,700 


+  1,190,016  ' 

-  289,929 

-  50*,  486 

+  7,076,897 

+  1,9.52,759 

+  3,141,700 


6,641 
2,431; 
4, 193, 


148  ! 
560  I 


14,908,657 
4,093,978 
6,830,774  1 


+  8,266,915 
+  1,662,830 
+  2,637,214 


+  137.06 

-  35.W 

-  2«.I0 

+122.M 

+i2ai: 

+138.95 


+124  47 
+  Si.*) 
+  62..^ 


I 


FEDERAL  RESERVE   DISTRICT  NO.  12-SAN  FRANCISCO. 
[Agricultural  counties,  160;  semiagrieultural  counties,  27;  nonagricultural  counties.  41.] 


Capital  and  surplus: 

Agricultural 

Semiagrieultural . . 

Nonagricultural. . 
Demand  deposits: 

.•Vgncultural 

Semiagrieultural . 

Konagiieulturai.. 
Time  deposits: 

Agricultural 

Semiagrieultural. 

NoniCTicultural.. 
Loans  and  discounts; 

Agricultural 

^elniagrieultu^al. 

Nonagricultural., 


$56,213,617 
21,161,000 
136,484,459 

293.533,708 
10^,999,717 
635,135,007 

131,690,101 

50,664,036 

520,879,478 

357,339,094 
128,267,386 
990,295,886 


$70,173,424 
21,005,355 
150,882,751 

245,021,978 
86,073,661 
579,064, 1^^ 

155,099,550 
51,995,991 
579,440,632 

404,449,654 
122,812,963 
972,600,149 


+$13,959,807  , 

-  155,ft4o 
+  14,3*J,292  1 

-  48,611,730  I 

-  23,926,056 

-  56,070,112 

+  23,409,449 
+  1.331,955 
+  58,561,154  I 

+  47,110,560  . 

-  5,454,423 

-  17,695,737 


+24.!^ 

-  .74 

+io.y- 

-16,53 
-21.  TJ 

-  ivi 

+  17.> 
-K  2L63 
+  11.24 

+  13.15 

-  4.25 

-  17* 
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Federal  reserve  dUtricU  Nos.  1-12,  inclusive — Continued. 
FEDERAL  RESERVE  DISTRICT  NO.  12— SAN  FRANCISCO— Continued. 


from  Federal  reserve  bank: 


Borrow 

1. 

Agricultural 

Semlagricultural 
Nonagricultural. 
2.  Bills  payable— 

AgriculturaL.... 
Semiagrloultural 
Nonagricultural. 


Total- 
Agricultural 

Semiagricultural . 
Nona^icultural.. 
Basic  lines: 

Agricaltural 

Semiagricultural 

N(Hia^icultural 


BorrowiDgs  from  correspondents: 

1.  Rediscounts— 

AgriculturaL 

Semiagricultural 

Nonagricultural 

2.  Bills  payable—     ' 

AgriculturaL 

Semiagricultural 

Nonagricultural 


Total- 
Agricultural 

Semiagricultural . 
Nonagricultural.. 


May  4, 1920. 

Apr.  28,  1921. 

Increase  or 
decrease. 

Per  cent 
Increase  or 

$17,190,594 

4,514,463 

67,800,892 

12,027,650 

1,153,405 

37, 554;  800 

$32,826,073 
6,403,344 
74,768,067 

18,391,380 

2,096,900 

28,990,000 

+$15,635,479 
+    1,888,881 
+    6,967,175 

+    6,363,730 
+        943,495 
-    8,664,800 

+  90.95 
+  4L84 
+  10.28 

+  52,91 
+  81.80 
-  22.81 

29,218,244 

5,667,868 

105,355,692 

47,780,835 
18,228,568 
146,309,953 

51,217,453 

8,500,244 

108,768,067 

41,449,993 
18,586,195 
145,458,133 

+  21,999,209 
+    2,832,376 

-  1,597,626 

-  6,330,842 
+        357,627 

-  851,820 

+  76,29 
+  49.97 

-  L62 

-  13.25 
+    L96 

-  .68 

3,981,573 
362,500 
751,740 

8,364,815 
1,365,600 
4,518,500 

8,311,326 
942,554 
326,802 

14,685,257 
2,836,475 
8,217,094 

-  670,247 
+        580,054 

-  424,938 

+    6,320.442 
+     1,470,976 
+    3,699,194 

-  16.88 
+ 16a  01 

-  66.63 

+  75.66 
+107.72 
+  8L87 

12,346,388 
1.728,000 
5,270,240 

17,996,683 
3,779,029 
8,544,496 

+     5,650,195 
+     2,051,029 
+    3,274,256 

+  45.76 
+118.60 
+  62.13 

Gov.  Strong.  Mr.  Chairman,  when  the  table  is  completed,  which 
will  be  accompanied  by  a  colmnn  chart  showing  the  increase  in 
loans  and  deposits  which  have  taken  place  by  counties  throughout 
the  United  States  in  contrast — that  is,  m  agricultural  counties  in  con- 
trast with  other  sections  of  the  country — it  will  probably  develop  that 
some  important  information  will  be  disclosed.  (See  p.  650.)  It  in- 
volves an  analysis  of  the  figures  reported  by  some  9,500  member 
banks — I  think  over  9,500  banks — ancl  will  take  some  time  to  conclude. 

Senator  Lenroot.  I  do  not  know  as  I  got  your  statement.  You 
said  there  would  be  reports  from  some  9,500  banks,  and  then  I 
understood  you  to  confine  it  to  the  agricultural  sections.  How  many 
banks  are  there  in  the  country  ? 

Grov.  Strong.  We  are  considering  as  agricultural  banks  the  banks 
in  those  parts  of  the  country  which  are  classified  by  the  Department 
of  Agriculture  as  agricultural  sections,  and  then  we  are  contrasting 
those  banks  with  the  other  banks  of  the  countrv. 

Senator  Lenroot.  Then  one  study  gives  all  of  the  banks  in  the 
United  States  ? 

Gov.  Strong.  Yes;  one  study  will  give  all  of  the  member  banks 
in  the  United  States,  with  the  contrast  of  which  I  speak. 

Senator  Harrison.  Governor,  what  is  included  in  *' industrial 
loans" — under  that  head?    (See  tables  on  pp.  638  and  639.) 

Gov.  Strong.  I  should  say  that  as  the  New  York  banks  wotdd 
make  up  those  figures  they  would  be  loans  generally  to  the  industrial 
concerns — ^manufacturing  concerns — of  the  coimtrv  with  which  these 
banks  do  business — that  is,  manufacturers,  generally. 
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Senator  Harrison.  What  do  you  understand  by  ''speculatiTe 
loans"  ?    Are  speculative  loans  included  in  these  industrial  loans? 

Gov.  Strong.  They  would  be  included  under  the  heading  "All 
other  loans." 

Senator  Harrison.  It  would  not  be  included  in  the  *'  industrial 
loans"? 

Gov.  Strong.  No;  they  would  not. 

Senator  Harrison.  So  the  only  speculative  loans  that  you  could 
have  had  at  that  time  would  be  to  the  approximate  amount  of 
$110,000,000? 

Gov.  Strong.  No,  sir;  I  do  not  think  that  figure  is  correct. 

Senator  Harrison.  $193,000,000;  all  other  loans;  you  have 
$193,000,000. 

Gov.  Strong.  But  we  have  only  selected  from  the  loanaccount 
loans  which  we  thought  would  be  illuminating  for  this  inquiry  under 
these  classes,  and  then  have  totaled  them  and  given  the  total  with 
other  loans. 

Senator  Harrison.  So  they  would  be  included  in  the  $5,444,000,000  \ 

Gov.  Strong.  Yes,  sir. 

Senator  Harrison.  What  per  cent  of  that  would  be  speculative, 
would  you  say,  ifyou  can  give  us  that  ? 

Gov.  Strong.  Well,  the  New  York  Stock  Exchange  loan  account, 
which  is  the  largest  speculative  loan  account,  I  suppose,  of  all  at  that 
date,  November  15,  1920 — you  will  recall  that  November  3,  1919» 
was  the  high-water  mark  for  those  loans,  but  November  15,  1920, 
is  the  date  of  this  report.  The  total  of  loans  on  the  New  York  Stock 
Exchange,  on  stock-exchange  collateral,  of  all  New  York  City  dailj 
reporting  banks,  as  of  the  latter  date  for  their  own  account  was  about 
$350,000,000,  and  the  total  of  loans  which  those  New  York  banks 
were  making  for  their  out-of-town  correspondents  at  that  date  would 
be  about  $585,000,000.    (See  p.  647.) 

These  charts,  which  are  in  the  record  in  the  document  which  I 
just  handed  to  the  reporter,  are  illuminating  on  that  point,  Senator. 
You  understand.  Senator  Harrison,  that  the  figures  included  in  this 
table  do  not  include  loans  which  are  made  by  New  York  banks  for 
their  correspondents.  Those  loans  do  not  appear  as  an  asset  or 
liability  on  the  books  of  the  New  York  reporting  banks. 

Shall  I  proceed,  Mr.  Chairman  ? 

The  Chairman.  Yes;  you  may  proceed. 

Gov.  Strong.  At  the  conclusion  of  yesterday's  hearing,  I  had 
hoped  to  point  out  that  the  object  of  discussing  at  such  great  length 
the  various  types  of  loans,  and  the  rates  relating  to  those  loans,  was 
for  the  purpose  of  assembling  a  picture,  the  significance  of  which 
the  commission  would  understana,  as  to  the  relationship  between 
the  rates  established  by  the  Federal  Reserve  Bank  of  New  York  and 
the  rates  borne  by  the  various  types  of  loans  that  are  currently  made 
in  the  New  York  market.  If,  upon  reading  over  the  record,  I  find 
that  the  picture  I  have  given  is  not  complete  or  is  insufiBciently  pre- 
sented because  of  the  length  of  the  discussion,  I  hope  you  will  permit 
me  to  make  a  further  concise  written  statement  of  that  matter. 

Representative  Ten  Eyck.  Wherever  you  refer  to  a  chart,  and  inas- 
much as  the  charts  will  not  be  printed  into  the  record,  I  will  ask  you 
whether  the  charts  or  blue  prints  can  not  be  easily  made,  and  wheuier 
or  not  it  would  be  a  good  idea  to  give  us  enough  copies  of  the  charts 
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SO  that  each  one  of  the  members  of  the  commission  may  have  one 
of  the  charts  in  hispossession  when  reading  over  the  record. 

Grov.  Strong.  We  have  the  master  charts  in  our  oflSce,  and  if 
agreeable  to  the  commission,  I  will  have  10  sets  of  the  charts  made 
up  with  explanations  attached,  and  furnish  them  to  the  commission. 

Senator  Harrison.  That  would  be  a  splendid  idea. 

The  Chairman.  Yes;  that  would  be  a  very  good  idea,  and  we 
would  be  very  glad  to  have  that  done. 

Gov.  Strong.  Now,  Mr.  Chairman,  I  think  I  can  proceed  to  a  dis- 
cussion of  the  general  subject  of  control-  that  is,  what  measures 
were  taken  by  the  management  of  the  Federal  reserve  bank  of  New 
York  to  deal  with  the  various  problems  which  came  up  during  the 
five  periods  which  I  outlined  at  yesterday  morning's  hearing. 

Senator  Harrison.  You  have  discussed  the  progressive  rate, 
have  you  not  ? 

Gov.  Strong.  I  am  coming  to  that,  Senator. 

The  first  period,  which  was  the  period  before  the  declaration  of 
war,  I  shall  completely  ignore,  unless  the  commission  desires  some 
further  discussion  of  it. 

For  the  second  period,  which  was  the  period  of  our  participation 
in  the  war,  down  to  August,  1918,  I  thmk  I  have  sufficiently  de- 
scribed what  the  policy  of  the  bank  was,  and  I  am  having  assembled 
certain  records  of  the  Liberty  loan  organization  of  New  York  and 
of  the  bank  to  indicate  in  general  what  the  policy  of  the  two  organi- 
zations was  during  that  period.  In  brief,  let  me  say,  we  have  a  ware- 
house with  tons  01  documents  covering  those  transactions;  but  unfor- 
tunately the  member  of  the  organization  who  has  had  chai^  of 
that  material  happens  to  be  away  just  now  on  vacation.  How- 
ever, we  hope  to  select  typical  exhibits  from  those  records  which 
will  bring  out  the  policy  which  I  have  described  as  one  of  resisting 
expansion,  but  at  the  same  time  making  these  loans  a  success,  even 
if  it  involved  expansion.  And  with  these  passing  words,  I  will 
say  no  more  as  to  that  period  particularly,  except  as  respects  the 
activities  of  the  so-called  *' money  committee. " 

Now,  I  have  with  me- the  original  minutes  of  that  organization,  if 
the  commission  desires  to  refer  to  them.  But  I  think  possibly  I  had 
better  describe  exactly  what  transpired.  When  the  Liberty  loan 
committee  was  organized  in  April,  1917,  one  of  the  first  developments 
with  which  we  were  encountered  was  the  tendency  on  the  part  of 
lenders — ^both  New  York  City  banks  and  out-of-town  banks — to 
withdraw  their  loans  from  the  stock  exchange  in  order  to  invest  in 
the  new  issues  of  securities  being  made  by  the  Government.  That 
WHS  one  motive;  another  motive  was  the  fear  which  instantly  devel- 
oped that  the  enormous  borrowings  which  would  be  imposed  upon 
the  Treasury  for  the  purpose  of  conducting  the  war  would  make  it 
necessary  for  the  member  banks  to  borrow  very  large  amoimts  from 
the  Federal  reserve  bank,  and  in  preparation  they  wanted  to  with- 
draw their  loans  from  stock  exchange  employment  and  put  their 
funds  into  other  loans  which  would  be  available  for  discount  at  the 
Federal  reserve  bank. 

At  the  bank  we  did  not  feel  that  same  concern,  because  the  expan- 
sion which  we  contemplated  wotdd  take  place  in  the  loan  account — 
which  we  expected  wotdd  take  place — ^would  have  for  its  basis  the 
securities  of  the  Treasury  that  caused  it,  and  would  give  the  banks 
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the  available  collateral  to  support  the  loans  as  they  would  be  eligible. 
But  I  do  not  think  the  banks  quite  appreciated  tnat.  And  we  had 
many  inquiries,  and  many  bankers  were  very  much  concerned  as  to 
what  would  be  the  effect  on  the  credit  situation  brought  about  by 
these  war  loans.  The  tendency  was  at  once  reflected  by  money  rates 
advancing  on  the  stock  exchange,  and  we  were  advised  by  the  officers 
of  the  stock  exchange  that  something  must  be  done  to  take  care  of 
the  situation  on  the  exchange,  or  we  would  have  panicky  rates  and 
a  collapse. 

At  nrst,  without  adequate  information,  and  without  as  much 
experience  as  we  later  gained,  the  Liberty  loan  committee,  which  was 
composed  principally  of  the  presidents  of  some  of  the  large  banks  in 
New  York,  almost  every  day  made  up  a  little  fimd  which  their  own 
institutions  agreed  to  loan  on  the  stock  exchange  in  order  to  take 
care  of  these  withdrawals.  We  did  not  want  money  rates  to  go 
skyrocketing,  and  we  did  not  want  a  break  in  the  credit  and  in  the 
stock  market  such  as  I  have  described. 

Well,  after  awhile  it  became  apparent  that  if  that  continued  very 
long  the  tendency  would  be  to  have  the  10  or  12  large  banks,  a  small 
number,  take  over  the  burden  of  the  entire  stock  exchange  loan  ac- 
count  

Senator  Harbison  (interposing).  You  say  a  small  amount.  You 
have  diflferent  ideas  on  those  thmgs  from  some  of  us;  what  do  you 
mean  ?  t 

Gov.  Strong.  I  say  a  small  group  of  banks. 

Senator  Harrison.  About  miat  was  the  amount  involved? 

Gov.  Strong.  At  that  time  we  had  no  figures;  some  hundreds  of 
millions.  I  could  not  say,  but  I  refer  to  tne  stock  exchange  loan 
account. 

Senator  Harrison.  I  see. 

Gov.  Strong.  So  that  by  early  fall,  or  midsummer,  it  was  devel- 
oped that  some  arrangement  must  be  made  by  the  banks  of  New 
York  so  that  an  adequate  supply  of  funds  would  be  available  to  the 
stock  exchange  in  order  to  protect  the  interests  of  the  Treasury.  We 
had  meetings  at  the  bank,  calling  in  groups  of  probably  10  presidents 
of  banks  over  a  series  of  days,  and  explained  the  situation  to  them  and 
asked  them  to  cooperate  with  us  in  assuring  that  there  would  be  sufficient 
fimds  for  stock  exchange  loans.  It  resulted,  after  a  little  preliminary 
experimenting,  in  a  fimd  being  furnished  of  $100,000,000,  to  be 
placed  at  the  disposal  of  the  committee,  of  which  I  was  chairman, 
and  a  contingent  fund,  only  for  employment  in  case  the  first  fund  be- 
came exhausted,  of  another  $100,000,000.  As  that  account  was  actu- 
ally operated  we  did  not  make  the  loans  at  the  bank;  it  was  simply  a 
measure  of  control  that  was  exercised  over  the  loans  made  by  each 
bank  for  its  own  accoimt. 

It  was  found  that  the  operation  of  that  account  bore  unevenlv  and 
imfairlv  on  certain  banks.  They  did  not  want  to  make  these  loans, 
but  felt  they  were  required  to,  in  the  interest  of  the  Treasury's 
operation  and  efficiency,  and  did  it  on  that  accoimt.  So  that  we 
finally  assembled  data  from  all  the  banks  that  were  in  the  habit  of 
making  these  loans  and  made  a  fair  apportionment  of  the  total  stock 
exchange  loan  account.  At  the  time  tnat  apportionment  was  made — 
I  am  speaking  from  memonr — I  think  we  found  there  was  $450,000,000 
being  loaned  by  those  New  York  City  banks.    We  analyzed  the  character 
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of  the  business  of  those  banks,  the  banks  in  the  upper  part  of  the 
city  that  rarely  made  loans  on  the  stock  exchange,  as  well  as  those 
wKich  were  in  the  habit  of  making  them,  and  effected  a  fair  division 
of  the  $450,000,000,  or  thereabouts— between  $450,000,000  and  $400,- 
000,000,  I  think  it  was — among  all  the  large  banks  and  trust  com- 
panies. 

Senator  Harrison.  This  was  in  1919? 

Gov.  Strong.  This  was  in  1917.  And  then  an  apportionment  of 
the  increase  of  $200,000,000  which  I  have  describea  was  made  in 
like  proportions.  At  that  time,  or  shortly  before,  we  called  upon 
the  banks  to  make  a  daily  report  to  us  of  how  much  they  were  loan- 
ing on  the  New  York  Stock  Exchange,  so  that  we  would  know  the 
amoimt. 

Senator  Harrison.  If  they  failed  to  do  their  pro  rate  part,  did  you 
get  behind  them? 

Grov.  Strong.  If  they  failed  to  make  the  loans  ? 

Senator  Harrison.  Yes. 

Gov.  Strong.  Yes;  we  did. 

Senator  Harrison.  They  were  buying  some  stocks  and  selling 
some  stocks,  were  they  ? 

Gov.  Strong.  Those  loans  were  simply  replacing  one  set  of  lenders 
for  another  set  of  lenders  on  the  market. 

Senator  Harrison.  Was  there  any  of  the  speculative  element  in 
it? 

Gov.  Strong.  To  the  extent  that  a  stock  exchange  loan  is  specu- 
lative generically,  it  was  all  speculative. 

Senator  Harrison.  Was  there  ever  any  arrangement  among  those 
lenders  that  those  men  would  make  a  bearish  market,  or  a  bullish 
market  ? 

Gov.  Strong.  Never  to  our  knowledge. 

Senator  Harrison.  So  that  they  did  not  get  into  it  to  that  extent  ? 

Gov.  Strong.  We  were  accused  of  it — ^we  were  accused  of  all 
sorts  of  things,  Senator.  One  of  the  things  we  were  accused  of  by 
one  newspaper  writer,  who  induces  in  fantasy  and  dreams,  was  that 
we  had  tipped  off  our  friends  and  they  sold  out  their  stocks,  and  then 
bought  tnem  back  again  when  prices  went  down.  We  have  been 
accused  of  all  sorts  of  things. 

Senator  Harrison.  That  would  not  have  been  possible,  would  it  ? 

Gov.  Strong.  Well,  sir,  if  anybody  in  the  Federal  reserve  bank 
did  that,  we  would  like  to  put  him  in  jail. 

Senator  Harrison.  Of  course,  but  it  would  not  have  been  possible, 
would  it  ? 

Gov.  Strong.  Absolutely,  it  would  not  have  been  possible. 

Senator  Lenroot.  How  did  you  arrive  at  this  $450,000,000;  did 
you  take  the  amount  of  loans  outstanding  at  that  time  ? 

Gov.  Strong.  We  took  the  amount  of  loans  outstanding  at  that 
time;  yes,  sir. 

Senator  Lenroot.  What  was  the  status  of  speculation  at  that 
time;  did  speculation  in  the  war  industry  stocks  run  pretty  high? 

Gov.  Strong.  Not  at  that  time. 

Senator  Lenroot.  It  did  not  run  high  at  that  time  ? 

Gov.  Strong.  No,  sir.  Permit  me  to  saj  this :  Before  our  entrance 
into  the  war,  there  had  been  speculation  in  New  York  in  what  were 
commonly  described  as  the  ''war  brides,"  and  there  was  no  means 
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of  controlling  it.  There  was  no  machinery  for  the  purpose.  I 
doubt  whether  sentiment  in  the  United  States  would  have 
permitted  the  Federal  reserve  bank  to  step  in  and  autocraticaDy 
or  arbitrarily  control  it.  As  soon  as  we  were  in  the  war  a  different 
situation  arose,  and  I  am  free  to  confess  that  some  very  autocratic 
controls  were  set  up,  as  they  were  obliged  to  be  set  up,  Senator. 
And  if  they  were  too  autocratic,  you  can  attribute  it  to  the  falli- 
bility of  the  men  handling  the  situation.  The  attempt  was  made  to 
exercise  an  influence  of  control,  as  I  shall  describe  later. 

Senator  Lenroot.  Now,  will  you  describe  why  it  was  necessary 
to  come  to  the  relief  of  the  stock  exchange  for  the  benefit  of  the 
Treasury  ? 

Senator  Harrison.  Go  into  that  in  detail,  if  you  will,  because 
that  is  quite  important.  I  think. 

Gov.  Strong.  I  would  like,  of  course,  to  have  the  oflBcers  of  the 
Treasury  speak  for  themselves  in  those  matters.  It  was  felt  that 
what  might  be  described  as  panicky  rates  on  the  New  York  Stock 
Exchange  would  result  in  a  precipitate  decline  in  securities  and 
uneasiness  throughout  the  country,  and  cause  consequent  diflBculty 
in  placing  certificates  of  indebtedness  and  the  long-time  war  loaDS. 
That,  in  a  brief  word,  expresses  the  opinion  which  I  think  prevailed 
at  the  time. 

*  Senator  Lenroot.  On  the  other  hand,  to  just  the  extent  that 
encouragement  was  offered  for  the  indulgence  in  speculation,  to 
that  extent  it  withdrew  that  amount  oi  money  from  other  and 
legitimate  needs,  did  it  not  ? 

Gov.  Strong.  When  I  come  to  a  review  of  that  matter  from  the 
records  of  the  committee,  I  am  going  to  point  out  and  emphasdze  one 
thing:  That  the  members  of  the  New  York  Stock  Excnan^  were 
not  permitted  to  increase  their  loans  beyond  the  amount  which  we 
found  there;  they  were  not  permitted  to.  I  express  it  that  way  from 
the  standpoint  of  the  committee  that  was  exercising  this  control. 
Now,  from  the  standpoint  of  the  New  York  Stock  Exchange — I  must 
state  this  in  fairness  and  in  justice  to  the  members  of  the  New  York 
Stock  Exchange — ^from  the  standpoint  of  the  New  York  Stock 
Exchange,  never  did  they  hesitate  lor  one  minute  in  doing  what  we 
asked  them  to  do.  And  the  exercise  of  this  control  was  never  ques- 
tioned by  the  business  conduct  committee  of  the  New  York  Stock 
Exchange,  which  put  the  clamps  on  speculation  and  would  not  per- 
mit the  loans  to  expand. 

Senator  Lenroot.  Then  do  I  imderstand  that  during  the  war 
period,  the  actual  loans  were  not  increased  beyond  $450,000,000? 

Gov.  Strong.  I  have  the  actual  figures  here. 

Senator  Lenroot.  Approximately! 

Gov.  Strong.  They  were  not  permitted  to  increase  beyond  the 
amoimt  shown  on  a  certain  day  selected. 

Senator  Lenroot.  Some  time  early  in  1918? 

Gov.  Strong.  No,  sir  j  the  committee  got  control  from  the  business 
conduct  committee,  I  thmk,  in  August,  1918.  There  was  no  necessity 
for  control  before  that.  Tne  tendency  was  to  reduce  the  amount  of 
such  loans. 

Senator  Lenroot.  I  thought  you  said  it  was  in  1917  that  you  de- 
termined on  this  $450,000,000  ? 
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Gov.  Strong.  Yes;  but  the  tendency  of  the  banks  during  all  that 

gjriod  of  the  war  was  to  withdraw  money  from  the  stock  exchange, 
ad  we  permitted  that  money  to  be  withdrawn  from  loans  on  the 
stock  exchange  to  the  extent  tnat  it  might  have  been,  we  would  have 
had  a  great  aifficulty  to  deal  with.  And  the  curtailment  of  loans  on 
the  New  York  Stock  Exchange  from  that  period  until  August,  1918, 
was  automatic.  Our  effort  was  to  keep  enough  money  on  the  ex- 
change to  prevent  a  collapse  in  values. 

Senator  Lenroot.  What  you  meant  was,  that  it  was  not  xmtil 
Aii^ust,  1918,  that  it  was  necessary  to  take  control,  I  suppose? 

Gov.  Strong.  Yes ;  and  you  wilf  see  that  as  soon  as  the  community 
sensed  the  coming  success  of  the  allied  armies  then  the  spirit  of 
speculation  developed,  and  the  policy  of  the  committee  changed. 
From  an  effort  to  furnish  enough  money  to  prevent  a  collapse  of  values 
on  the  stock  market  our  effort  then  was  changed  to  restricting  the 
amount  of  money  going  into  speculation  and  to  preventing  speculation 
■on  the  exchange. 

Senator  Lenroot.  For  the  purpose  of  comparison,  what  is  the 
Approximate  value  of  stock  excnange  loans  to-aay  ? 

Gov.  Strong.  Those  made  by  the  New  York 

Senator  Lenroot  (interposing).  As  compared  with  the  same  loans 
you  mentioned,  $450,000,000. 

Gov.  Strong.  I  reported  yesterday.  Senator,  that  the  loan  accoimt 
of  New  York  City  banks  has  been  at  tunes  lower  since  the  reports  were 
made  to  us,  but  that  it  was  $470,000,000  as  of  the  day  before  referred 
to. 

Senator  Harrison.  What  was  the  amount  prior  to  1917,  when  you 
fixed  $450,000,000  as  the  basis  ? 

Gov.  Strong.  We  have  no  means  of  telling.  Senator. 

Senator  Harrison.  Have  you  any  idea,  so  that  you  could  estimate 
that? 

Gov  Strong.  From  the  outbreak  of  the  war,  during  the  period  when 
the  stock  exchange  was  closed,  my  belief  is  that  the  amoimt  of  the 
stock  exchange  loan  accoimt  was  very  greatly  reduced.  People  who 
had  money  took  up  their  loans  during  that  period,  when  there  was 
no  market  for  securities. 

Senator  Harrison.  How  did  you  arrive  at  the  basis  of  $450,000,000  ? 

Gov.  Strong.  By  the  report  that  was  made  in  November. 

Senator  Harrison.  The  amount  of  calls  at  that  time  ? 

Gov.  Strong.  The  amount  that  was  outstanding  at  that  time,  and 
we  endeavored  to  crystallize  and  keep  the  amount  at  that  figure. 

Representative  Ten  Eyck.  Let  me  ask  you:  When  you  first  agreed 
upon  $100,000,000,  and  then  went  to  $200,000,000,  and  then  went  up 
to  $450,000,000,  this  was  what  you  might  call  a  reservoir  of  money  to 
take  the  place  of  other  money  that  was  withdrawn  ? 

Gov.  Strong.  Exactly. 

Representative  Ten  Eyck.  But  it  was  not  placed  on  the  market  to 
(help  speculation  ? 

Gov.  Strong.  Not  at  all. 

Representative  Ten  Eyck.  But  was  used  as  a  reservoir  to  take  the 
place  of  other  funds  ? 

Gov.  Strong.  As  the  money  was  drawn  out  by  certain  lenders  it 
tad  to  be  replaced,  and  we  oi'ganized  by  getting  65  lenders  to  put  in 
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the  money,  in  order  to  make  up  the  necessary  amoimt,  and  so  that  the 
lai^e  withdrawals  would  not  reduce  the  amount  and  give  us  trouble. 

Representative  Mills.  When  you  say  '*  trouble/'  Governor,  will 
you  (lefine  that  a  little  further  ? 

Gov.  Strong.  Congressman  Mills,  whether  we  were  right  or 
wrong — I  think  we  were  right — I  think  we  would  have  had  trouble 
if  that  $200,000,000  had  been  suddenly  withdrawn  from  the  New 
York  Stock  Exchange. 

Representative  Mills.  Let  me  ask  you  this  further  question:  In 
order  to  market  the  Government  securities,  you  have  got  to  have  a 
market  for  securities  generally  ? 

Gov.  Strong.  Yes,  sir. 

Representative  Mills.  And  if  there  had  been  a  collapse  of  prices 
on  the  New  York  Stock  Exchange,  even  assuming  that  it  might  have 
stopped  short  of  a  panic,  it  might  have  reached  the  point  where  there 
was  no  market  for  securities,  could  it  not  ? 

Gov.  Strong.  It  might  have  done  so. 

Representative  Mills.  And  if  there  was  no  market  for  securities, 
it  would  have  been  very  difficult  for  the  United  States  Government  to 
have  placed  large  loans  at  a  low  rate  of  interest,  would  it  not  ? 

Gov.  Strong.  It  would  have  been  exceedingly  difficult. 

Representative  Mili  s.  So  that,  to  permit  the^  United  States  Gov- 
ernment to  place  loans,  it  was  ubsolutely  necessary  to  maintain  the 
integrity  of  the  security;  market  of  the  country,  was  it  not? 

Gov.  Strong.  Yes,  sir;  and  as  you  will  understand,  it  was  very 
difficult  to  maintain  the  securities  market  generally. 

Senator  Lenroot.  Why  do  you  say  that  in  order  to  market  the 
Government  securities  it  was  necessary  to  maintain  a  market  for 
other  securities  ? 

Gov.  Strong.  Let  us  suppose  that  all  securities — investment  secur- 
ities— ^had  suffered  a  declme  because  of  a  rise  in  interest  rAtes,  not 
only  on  the  stock  market  but  all  over  the  country.  The  United 
States  Government  was  competing  with  all  other  borrowers  in  the 
money  market.  Senator,  as  I  stated  yesterday,  it  is  not  the  interest 
which  is  fixed  by  Congress  on  a  liberty  loan  which  fixes  the  price  of 
the  credit  in  the  market.  It  is  the  value  which  the  market  places  on 
those  securities,  and  had  the  securities  been  forced  by  these  develop- 
ments on  the  stock  exchange  to  a  much  lower  price,  and  consequently 
a  much  higher  interest  rate  developed,  it  would  correspondingly 
have  caused  a  decline  in  the  price  of^  the  United  States  Government 
bonds,  and  consequently  necessitated  a  higher  rate  which  the  Gov- 
ernment would  have  had  to  pav  for  its  credit.  » 

Senator  Lenroot.  Do  you  think  there  was  any  considerable  per- 
centage of  the  Liberty  loans  that  were  purchased  upon  an  investment 
basis? 

Gov.  Strong.  Upon  the  basis  of  an  investment  return  ? 

Senator  Lenroot.  Yes. 

Gov.  Strong.  Well,  from  such  discussions  as  I  had  in  that  matter, 
and  from  very  careful  estimates  and  comparisons  that  were  made 
throughout  the  entire  period  of  the  war  oi  the  investment  interest 
basis  of  all  types  of  investment  securities — those  matters  were 
examined  with  utmost  care,  Senator — I  think  the  Treasury  was 
drawing  information  and  advice  from  all  sections  of  the  country  in 
order  to  establish  interest  rates  at  a  level  which  would  reasonably 
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insure  success.  But  I  do  not  mean  to  imply  that  we  were  relying 
upon  the  interest  rate  alone  for  success ;  had  sole  reliance  been  placed  on 
that,  the  Government  of  the  United  States  would  have  been  obliged 
to  pay  much  higher  rates. 

i^nator  Lenroot.  I  think  so.  Were  not  the  great  bulk  of  the 
loans  placed  on  patriotic  grounds,  rather  than  on  the  rates  promised  ? 

Gov.  Strong.  I  think  so.  That  is  true  after  the  first  loan,  any- 
way. 

Senator  Lenroot.  I  think  so. 

Gov.  Strong.  The  investors  knew  that  we  were  entering  upon  a 
period  of  high  tax  rates,  and  that  made  the  3^  per  cent,  tax- 
exempt  bon(&  attractive. 

Representative  Ten  Eyok.  Yes;  but  in  the  beginning,  when  they 
attempted  to  sell  them,  as  they  did,  and  the  brokers  went  out  to 
sell  them  in  the  diflPerent  offices,  like  they  had  attempted  to  seU 
bonds  previously,  that  was  practically  a  failure. 

Gov.  Strong.  The  investment  feature  was  negligible  alongside  of 
the  patriotic  feature,  as  it  went  afterwards 

Representative  Ten  Eyck.  After  they  started  in  on  the  patriotic 
idea,  it  was  then  that  they  were  bought  ? 

Gov.  Strong.  I  wish  l  felt  justified  in  taking  the  time  of  the 
commission  in  telling  you  some  of  the  romance  connected  with  the 
sale  of  these  bonds.  But  I  feel  that  this  is  not  the  time,  nor  is  it 
the  place  to  put  it  in  this  record. 

Senator  Lenroot.  Then  your  answer  to  Mr.  Mills'  question  should 
not  stand  as  you  put  it,  that  in  order  to  market  these  bonds  there 
must  be  a  market  for  other  securities  ? 

Gov.  Strong.  I  think  it  had 

Senator  Lenroot  (interposing).  Outside  of  the  first  one. 

Gk)v.  Strong.  On  the  investment  market? 

Senator  Lenroot.  Put  it  this  way:  Don't  you  believe  these  other 


bonds,  whoever  bought  them,  thereby  cut  himself  off,  by  buying 
the  other  bonds,  from  buying  the  Grovemment  bonds;  he  cut  himseff 
oflf  from  his  ability  to  buy  Government  bonds,  did  he  not? 

Grov.  Strong.  Well,  this  security  market^  Senator,  was  important 
to  the  Treasury  for  another  reason 

Senator  Lenroot  (interposing).  I  see  that,  but  I  am  coining  now 
to  this  proposition,  that  I  do  not  think  you  want  to  have  your  answer 
to  Mr.  Mills  stand  just  as  you  made  it. 

Gov.  Strong.  There  were  hundreds  of  thousands  of  people  in  this 
country  who  converted  their  securities  in  order  to  buy  the  Govern- 
ment securities.  Take  my  own  case.  I  sold  almost  everything  I 
had  in  order  to  buy  these  loans;  otherwise  I  would  have  had  to  sell 
my  securities  in  a  declining  market. 

Senator  Lenroot.  But  somebody  had  to  buy  them. 

Gov.  Strong.  If  I  had  to  do  that,  it  would  have  involved  a  severe 
sacrifice  on  my  part  in  buving  these  Government  securities;  one 
which  I  do  not  think  should  have  been  imposed,  if  we  could  avoid 
it,  and  we  were  endeavoring  to  avoid  it. 

Now,  let  me  take  one  instance :  In  the  fourth  Liberty  loan,  the  one 
in  which  we  had  the  uneasiest  times,  because  then  everybody  felt 
peace  was  at  hand.  We  feared  a  loan  failure  in  New  York;  we  were 
Yetj  much  afraid  of  it.  We  took  the  statements  of  the  six  largest 
life  insurance  companies  in  our  district,  and  they  are  the  largest  in 
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the  country — analyzed  them  and  figured  how  much  their  cadi 
resources  were;  how  much  then*  mcome  was;  how  much  they  had 
invested  abeady  in  previous  war  loans;  what  their  liabilities  were — 
their  payments  topolicy  holders;  that  is,  what  they  were  shown  to  be 
on  an  average.  Tne  presidents  of  those  six  life  insurance  companies 
came  to  my  office.  I  explained  the  situation  to  them.  They  pointed 
out  to  me  that  they  had  already  subscribed  $70,000,000  to  tne  four 
loans,  but  as  a  result  of  representations  we  made  to  them  they 
increased  their  subscriptions  oy  $180,000,000  at  that  one  meeting. 
Now,  the  one  thing  we  had  to  assure  those  life  insurance  company 
presidents  was  that  if  they  made  this  subscription,  and  the  time  came 
when  they  needed  to  borrow  the  money  for  periods  of  months  or 
years,  would  they  be  protected  ?  Would  they  get  the  money  ?  And 
we  had  to  agree,  if  thev  made  these  subscriptions,  and  had  to  make 
borrowing  from  the  banks,  that  we  would  take  care  of  them,  and 
we  did.  rf  ow,  what  position — and  I  use  this  to  illustrate  the  point — 
what  position  would  we  have  been  in  with  investors  such  as  those  and 
generally,  had  we  attempted  to  negotiate  these  enormous  loans  at  a 
time  when  security  values  were  crumbling  ?  I  think  we  would  have 
had  a  very  serious  and  difficult  time.  Senator. 

Senator  Harbison.  Would  your  boards  call  in  and  allot  certain 
stocks  on  the  stock  exchange;  would  you  designate  how  much  should 
be  bought,  and  so  on  t 

Gov.  Strong.  No;  I  will  bring  all  that  out  in  what  I  propose  to 
say. 

Senator  Harrison.  I  was  just  curious  to  know  whether  you  told 
them  there  were  certain  stocks  they  ought  to  take  care  of  ? 

Gov.  Strong.  Senator,  I  know  the  stories  that  were  going  about. 

Senator  Harrison.  I  do  not  know  those  stories. 

Gov.  Strong.  I  have  heard  them,  and  read  them,  and  have  had 
them  sung  and  whistled  to  me,  but  I  think  the  best  treatment  to 
accord  to  those  stories  and  the  authors  of  them  is  to  ignore  them. 

Senator  Harrison.  I  have  not  heard  the  stories;  I  was  curious  to 
know  the  facts  of  the  case.  You  stated  that  you  gentlemen  and  you, 
yourself,  in  order  to  purchase  some  of  these  Liberty  bonds,  had  to 
get  rid  of  some  of  your  stocks. 

Gov.  Strong.  I  did  not  own  any  stocks;  just  bonds. 

Senator  Harrison.  Now,  that  money  was  loaned  to  certain 
people,  and  certain  people  were  buying  Liberty  bonds.  Of  course, 
you  did  not  designate  wnat  should  be  bought  or  sold  ? 

Gov.  Strong.  No,  sir:  we  did  not. 

Senator  Harrison.  There  wasn't  any  action  on  that  at  all  ? 

Gov.  Strong.  There  was  not. 

Senator  Harrison.  All  action  touching  this  matter  was  approved 
here  by  the  Federal  Reserve  Board,  was  it  ? 

Gov.  Strong.  Oh,  I  think  so.  Now,  the  theory  on  which  the 
Federal  reserve  bank  conducted  business  for  the  Treasury  was,  I 
think,  generally  this:  That,  while  the  Federal  Reserve  Board  was 
constantly  in  touch  with  our  pohcies  and  what  we  were  doing,  the 
Federal  reserve  act  provides  that  the  Secretary  of  the  Treasury  may 
require  the  Federal  reserve  banks  to  do  certain  things,  and  our  con- 
tact with  the  Treasury  was  a  direct  contact.  All  of  the  measures 
and  pohcies  that  were  adopted  were  adopted  as  the  result  of  the 
relationship  direct  between  the  Treasury  and  the  Federal  reserve 
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banks.  Of  course,  the  Federal  Reserve  Board  was  an  important 
factor  in  the  determination  of  the  policies  of  the  Federal  reserye  banks 
through  all  this  period.     But  in  selling  the  loans  of  the  Treasury  and 

!>lacii^  their  loans,  we  receiv^ed  our  directions  and  undertook  to 
onnulate  our  policies  on  instructions  forwarded  to  us  direct  from 
the  Treasury;  and  they  were  not  passed  to  us,  so  to  speak,  through 
the  Federal  Reserve  Board. 

Representative  Mills.  Gov.  Strong,  in  pursuing  this  policy  which 
you  have  described,  you  were  acting  in  entire  accord  with  Mr.  McAdoo, 
were  you  not  ? 

Gov.  Strong.  Oh,  yes. 

Representative  Mills.  And  dealing  directly  with  him  ? 

Grov.  Strong.  Yes,  sir.  If  }^ou  wiU  permit  me  to  proceed  with  this 
money  statement,  much  of  this  inquiry  which  you  are  making  will 
be  made  clear  from  the  original  documents. 

The  Chairman.  You  may  proceed. 

Gov.  Strong.  The  activities  of  the  subcommittee  of  the  Liberty 
loan  committee  to  which  I  have  referred  as  the  "money  committee, 
formally  took  shape  in  the  middle  of  September.     The  first  minute 
appears  to  be  dated  September  18,  1917;  and  on  October  1  the  fol- 
lowing statement  was  given  to  the  press  by  that  committee  [reading]  : 

The  subcommittee  of  the  Liberty  loan  committee,  which  has  been  ^thering  data 
from  the  banks  and  trust  companies  of  this  city,  authorizes  the  following  statement: 

"Daily  reports  are  now  being  received  from  all  the  banks  and  trust  companies  in 
New  York  City  in  response  to  the  request  recently  sent  them. 

"In  view  of  the  approaching  period  during  which  large  payments  will  be  made  on 
account  of  the  new  issue  of  Government  bonds,  the  committee  has  considered  it 
prudent  to  make  arrangements  with  a  large  number  of  the  banks  and  trust  companies 
which  are  now  filing  these  reports,  to  place  at  the  disposal  of  the  committee  a  fund 
to  be  loaned  in  their  discretion  as  needed. 

"The  committee  has  pledges  that  a  veiy  large  sum  will  be  provided,  of  which  over 
1200,000,000  is  immediately  available.  Tt  is  expected  that  by  this  means  tJie  credit 
resources  of  the  Federal  reserve  bank  will  be  made  available  as  needed. 

"The  members  of  the  committee  which  will  have  charge  of  the  handliiuz  of  this 
fund  are  as  follows:  James  S.  Alexander,  George  F.  Baker,  Walter  E.  Frew.  Gates  W. 
McGarrah,  Charles  H.  Sabin,  Benjamin  Strong,  Frank  A.  Vanderlip,  James  N.  Wallace, 
and  Albert  H.  Wiggin. 

That  was  generally  reprinted  in  the  press  of  New  York  on  October  2. 

The  next  statement  given  to  the  press  was  a  statement  given  out 
after  a  meeting  of  the  conmiittee,  and  the  statement  I  have  here  is  a 
reprint  from  the  New  York  Times  of  October  2,  1917,  as  follows 
[reading]: 

The  committee,  after  its  meeting,  authorized  the  following  statement: 

*' Daily  reports  are  now  being  received  from  all  the  banks  and  trust  companies  in 
New  York  City  in  response  to  the  request  recently  sent  them. 

'In  view  of  the  approaching  period  during  which  large  payments  will  be  made  on 
account  of  the  new  issue  of  Government  bonds,  the  committee  has  considered  it 
prudent  to  make  arrangements  with  a  large  number  of  the  banks  and  trust  companies 
which  are  now  filing  these  reports  to  place  at  the  disposal  of  the  committee  a  fund  to 
be  loaned  in  their  discretion  as  needed. 

"The  committee  has  pledges  that  a  very  large  sum  will  be  provided,  of  which  over 
1200,000,000  is  immediately  available.  It  is  expected  that  by  this  means  the  credit 
resources  of  the  Federal  Reserve  Bank  will  be  made  available  as  needed." 

Another  statement  given  to  the  press  had  relation  to  the  desire 
which  we  wanted  to  express  that  commercial  borrowers  who  sold 
paper  in  the  market  should  reduce  the  maturity  dates  of  their  bor- 

91341— 22— VOL  2 43 


Digitized  by 


Google 


674  ,  AGRICULTURAL  INQUIRY. 

rowings;  that  is,  reduce  the  time  or  usance  as  much  as  possible. 
That  statement  is  brief,  and  is  as  follows  [reading] : 

A  recent  letter  from  Gov.  Harding  of  the  Federal  Reserve  Board  to  the  governors 
of  the  Federal  reserve  banks  states  tihat  the  board  looks  with  approval  upon  the  sugeee- 
tion  that  commercial  paper  be  made  to  run  for  not  longer  than  four  months,  instead  of 
six  months,  as  is  frequently  the  case  at  the  present  time. 

This  committee,  in  analyzing  the  present  financial  situation,  considers  it  of  utmost 
importance  to  emphasize  this  suggestion  in  every  possible  way.  It  should  be  made 
certain  that  the  amount  of  commercial  paper  eligible  for  rediscount  is  the  maximum 
that  can  be  provided. 

This  committee  believes  that  the  financial  machinery  of  the  United  States  is  suffi- 
ciently sound  and  elastic  to  meet  the  strain  incident  to  the  forthcoming  war  loan  and 
subsequent  loans.  It  feels,  however,  that  the  handling  of  such  vast  sums  as  are 
required  by  the  present  situation  calls  for  the  most  careful  preparation  and  forethought. 
Any  method  which  will  obviously  strengthen  the  money  situation  should  be  adopted. 

If  current  commercial  paper  is  made  to  run  for  pot  more  than  foiu*  months,  instead 
of  six  months,  as  is  the  present  general  practice,  the  credit  situation  will  be  greatly 
improved. 

That  statement  was  printed  in  the  New  York  newspapers. 

Now,  from  October,  1917,  the  date  of  the  statement  which  I 
have  read,  until  August,  1918,  which  is  the  date  to  which  I  assigned 
the  change  in  conditions  and  consequently  a  change  in  policies- 
August,  1918,  there  were  no  statements  made  to  the  press;  at  any 
rate,  no  statements  of  any  consequence,  because  during  the  entire 
time  in  that  period  we  liad  attempted  to  keep  stable  the  amount  of 
the  New  York  stock  exchange  loan  account,  and  the  eflForts  of  the 
committee,  I  think  had  been  successful  in  preventing  money  rates  at 
any  time  during  that  period  on  the  New  York  stock  exchange  from 
exceeding  6  per  cent.  With  the  approach,  as  I  have  stated  more  than 
once,  of  what  was  generallv  believed  to  be  the  successful  conclusion  of 
the  war,  these  reports  whicn  we  were  receiving  from  the  stock  exchange, 
as  well  as  from  the  member  banks,  began  to  show  a  tendency  by  tlie 
public  to  buy  stocks  for  a  rise.  In  other  words,  the  movement  of 
the  stock  exchange  account  began  to  increase,  and  the  policy  of  the 
committee  had  to  be  changed. 

Senator  Harrison.  That  was  in  August,  1918? 

Gov.  Strong.  August,  1918.  And  the  policy  of  the  committee 
had  to  change  from  a  policy  of  keeping  the  market  supplied  with  an 
adequate  amount  of  credit;  that  is,  replacing  what  was  withdrawn, 
to  a  policy  of  restricting  the  amount  of  money  employed  in  that 
manner.  This  statement  was  given  to  the  press  on  August  29 
1918  [reading]: 

The  efforts  to  stabilize  money  rates  made  since  the  first  Liberty  loan  was  offered 
have  met  with  a  cheerful  and  sincere  cooperation  on  the  part  of  borrowers  and  lender?. 
The  Government  in  prosecuting  the  war  requires  a  constantly  increasing  amoimt  oi 
money  and  while  every  effort  will  continue  to  be  made  to  maintain  rates  at  the  present 
level,  it  is  thought  wise,  in  view  of  the  present  progress  of  the  allied  armies,  to  point 
out  that  any  disposition  to  indulge  in  speculative  commitments  based  on  borrowed 
money  must  of  necessity  lead  to  an  increase  in  rates  that  will  prove  corrective. 

That  was  the  first  statement  given  to  the  press  that  year,  and  it  was 
generally  published  in  the  New  York  newspapers  of  August  30,  1918. 

Now,  prior  to  this  we  had  been  conductmg  some  mformal  dis- 
cussions on  the  growing  tendency  toward  speculation  on  the  New 
York  Stock  Exchange,  with  the  officers  of  the  stock  exchange,  and 
I  think  I  should  read  a  letter  which  I  wrote  to  the  president  of  the 
stock  exchange  on  September  5,  1918,  at  the  direction  of  this  so-called 
money  committee  of  which  I  was  the  chairman.     . 


Digitized  by 


Google 


AGRICULTURAL  INQUIRY.  ,  675 

Senator  Harrison.  I  wish  you  would  read  the  other  list  of  those 
names. 

Gov.  Strong.  The  names,  Senator,  are  in  this  letter,  and  I  will 
read  the  names  in  the  course  of  this  letter,  if  you  will  permit  me. 

Senator  Harrison.  Yes. 

Gov.  Strong.  This  letter  is  dated  September  5,  1918.     [Reading:] 

September  5,  1918. 
My  Dear  Sir:  As  you  are  aware,  a  subcommittee  of  the  Liberty  loan  committee  of 
this  district  was  appointed  on  September  5,  1917,  and  has  undertaken  certain  duties 
in  connection  witn  the  New  York  City  money  market,  for  the  purpose  of  securing 
the  most  complete  cooperation  .with  the  Government  in  its  financial  program  by  all 
the  financial  interests  of  the  city.  The  members  of  the  subcommittee  are  the  follow- 
ing gentlemen:  Benjamin  Strong,  chairman;  James  S.  Alexander,  George  F.  Baker, 
Walter  E.  Frew,  Gates  W.  McGanih,  Charles  H.  Sabin,  Frank  A.  Vanderhp,  James  N. 
Wallace,  Albert  H.  Wiggin. 

Senator  Harrison.  Will  you  tell  us  who  each  one  of  those  gen- 
tlemen is,  and  what  he  is  connected  with  ? 

Gov.  Strong.  Mr.  Alexander  is  president  of  the  National  Bank 
of  Commerce,  of  New  York;  Mr.  Baker  is  chairman  of  the  board  of 
directors  of  the  First  National  Bank  of  New  York;  Mr.  Frew  is 

Siresident  of  the  Com  Exchange  Bank  of  New  York,  a  State  bank; 
Ir.  Gates  W.  McGarrah  is  president  of  the  Mechanics  &  Metals 
National  Bank-  Mr.  Sabin  is  president  of  the  Guaranty  Trust  Co.; 
Frank  A.  Vanaerlip  was  president  of  the  National  City  Bank;  Mr. 
James  N.  Wallace,  who  nas  since  died,  president  of  the  Central 
Union  Trust  Co.;  Mr.  Albert  H.  Wiggin  was  president  of  the  Chase 
National  Bank. 

Senator  Harrison.  Some  of  these  gentlemen  represented  banks 
which  were  not  members  of  the  Federal  reserve  system  ? 

Gov.  Strong.  They  were  all  members  of  the  Federal  reserve  sys- 
tem. 

Senator  BL^rrison.  The  Guaranty  Trust  Co.  was  not,  was  it? 

Gov.  Strong.  Yes,  sir. 

Senator  Harrison.  Is  it  now  ? 

Gov.  Strong.  Yes;  they  all  became  members  shortly  after  our 
declaration  of  war. 

To  read  this  again,  Mr.  Chairman,  so  as  not  to  lose  the  connection. 
[Reading:] 

September  5,  1918. 

My  Dear  Sir:  As  you  are  aware,  a  subcommittee  of  the  Liberty  loan  committee 
of  this  district  was  aj)pointed  on  September  5,  1917,  and  haa  undertaken  certain 
duties  in  connection  with  the  New  York  City  money  market,  for  the  purpo-c  of  eecur- 
ing  the  mo-^t  complete  cooperation  with  the  Government  in  its  financial  program 
by  all  the  financial  interests  of  the  city.  The  members  of  the  subcommittee  are  the 
following  gentlemen:  Benjamin  Strong,  chairman:  James  S.  Alexander,  George  F. 
Baker,  Walter  E.  Frew,  Gates  W.  McGarrah,  Charles  H.  Sabin,  Frank  A.  Vanderlip, 
Jamea  N.  Wallace,  Albert  H.  Wigcin. 

The  work  of  the  subcommittee  has  met  with  the  cordial  cooperation  of  the  impor- 
tant interests  connected  with  the  New  York  money  market,  andthere  has  been  main- 
tained an  orderly  course  of  affairs  in  which  the  supply  of  funds  has  been  ample  for 
the  essentia]  needs.  We  beUeve  this  condition  can  be  continued.  It  is  ob\dou?, 
however,  that  for  the  present  there  should  be  devoted  to  the  eecurity  market  no 
additional  credit  beyond  the  funds  now  so  used.  Any  tendency  to  expand  the  col- 
lateral loan  account  should,  for  the  general  good,  under  present  conditions,  be  checked. 

In  order  that  this  important  situation  may  be  handled  in  a  way  that  will  result  in 
the  lea«^t  possible  inconvenience,  it  is  desirable  that  we  should  have  a  complete  daily 
new  of  stock  exchange  loan=<.  We  recognize  the  disposition  of  the  stock  exchange  Xf> 
cooperate  in  every  way  toward  contributing  to  the  orderly  conduct  of  the  money 
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market  and,  depending  upon  that'patriotic  disposition,  we  now  ask  the  goveraors  of 
the  stock  exchange  to  collect,  for  the  confidential  use  of  this  committee,  daily  stat^ 
ments  from  each  member  of  the  exchange  showing  in  such  detail  as  may  be  agreed 
upon  in  conference,  the  amount  of  time  and  call  loans  of  each  stock  exchange  hon?e. 

This  information  will  be  for  the  confidential  use  of  the  committee,  in  whose  hands 
has  been  placed  the  responsibility  for  maintaining  an  orderly  money  market.  The 
reports  will  be  asked  for  during  a  temporary  period.  At  the  present  time  it  is  impo?- 
sible  for  us  to  say  for  just  how  long  a  period  tney  will  be  needed.  We  will  be  oblied 
if  you  will  ask  the  members  of  the  exchange  to  b^^  these  reports  at  the  earliet 
date  practicable. 

Lest  any  possible  misunderstanding  arise  as  to  the  object  of  this  request,  I  am 
directed  by  the  committee  to  explain  that  this  is  only  one  of  a  number  of  measures 
being  undertaken  by  the  committee  with  the  object  pf  exercising,  by  mutual  under- 
standing among  the  institutions  and  firms  in  this  city,  such  reasonable  and  neceasaffv 
control  of  the  employment  of  credit  as  will  insure  no  interference  with  the  financial 
operations  of  the  Government  in  conducting  the  war. 

Accurate  information  as  to  the  amount  of  bank  credit  being  employed  for  stock- 
exchange  purposes  will  be  useful  in  attaining  these  objects. 

I  am  also  directed  by  the  committee  to  express  its  cordial  appreciation  of  the  spirit 
of  cooperation  which  has  always  been  shown  by  the  officers  and  members  of  the 
stock  exchange  in  matters  of  this  kind,  which  feeling  is  shared  by  the  officers  of  the 
Federal  reserve  bank. 
Very  truly,  yours, 

Benjamin  Stbong, 
Chairman  of  the  Liberty  Loan  Subcommittee  on  Money. 

H.  G.  S.  Noble,  Esq., 

President  New  1  ork  Stock  Exchange^  New  York^  N.  Y, 

This  letter  was  given  to  the  press  by  the  officers  of  the  New  York 
Stock  Exchange  and  was  pubhshed  in  the  newspapers  of  that  citv. 
In  fact,  the  copy  which  I  have  read  is  a  reprint  from  a  copy  pub- 
lished in  the  New  York  Times  on  September  7,  1918. 

Now,  in  that  period  with  which  tnis  letter  deals,  and  subsequent 
to  that  period,  we  found  that  the  speculative  tendency  was  rather 
insistent  and  was  becoming  exceedingly  difficult  to  control,  and  a 
great  many  measures  were  discussed  as  to  how  absolute  direct  con- 
trol could  be  appUed  to  prevent  an  enlargement  of  the  loan  account. 
And  the  first  and  most  natural  suggestion  was  that  an  increase  in  the 
amount  of  margins  required  by  the  banks  for  such  loans  would  be  an 
effective  brake;  that  would  require  more  money  to  enable  specula- 
tors to  buy  stocks  on  a  margin.  So  another  letter  was  addressed  to 
the  president  of  the  New  York  Stock  Exchange,  which  I  beUeve  the 
''money  committee"  itself  gave  to  the  press,  the  letter  being  dated 
October  24,  1918.  I  am  reading  from  a  reprint  which  appeared  in 
the  New  York  Herald  on  October  25,  1918.     [Reading:] 

The  reports  now  being^  made  by  the  members  of  the  New  York  Stock  Exchange 
disclose  a  considerable  increase  in  the  loan  account,  although  advices  from  the  money 
committee  have  been  that,  having  due  r^ard  to  the  financial  requirements  of  the 
Government,  there  should  be  no  increase  in  borrowings  for  stock-exchange  purposes. 

The  financing  of  the  fourth  Liberty  loan  will  impose  a  burden  upon  the  credit 
resources  of  the  country  materially  larger  than  the  financing  of  any  previous  loan, 
and  the  future  financial  requirements  of  the  Government  will  impose  further  hea\7 
burdens  upon  the  money  markets. 

RECOMMENDS  30  PER  CENT  MARGIN. 

In  view  of  the  current  increase  in  the  amoimt  of  stock-exchange  loans,  the  money 
committee  deems  it  necessary  now  to  take  steps  to  prevent  a  further  expansion  of 
such  loans  and  forthwith  will  recommend  to  the  banks  that  for  the  time  being  a  30 
per  cent  margin  be  required  on  all  regular  loans  instead  of  the  customary  20  per  cent 
marc^in,  and  a  corresponding  increase  in  margin  on  other  loans,  these  increases  to  be 
made  erfe';tive  on  and  after  Monday.  November  4,  1918.  The  committee  later  may 
find  it  desirable  to  recommend  a  furtner  increase  in  margi: 


I  margin. 
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It  is  hoped  that  this  measure  will  prove  effe2tive  and  that  advances  in  money  rates 
may  be  avoided. 

The  banks  have  made  favorable  terms  for  loans  growing  out  of  subscriptions  to  and 
secured  by  bonds  of  the  fourth  Liberty  loan,  and  the  recommendations  of  this  com- 
mittee are  not  to  be  construed  in  any  way  as  referring  to  such  transactions. 

It  should  be  understood  Clearly  that  the  present  recommendation  or  any  future 
recommendation  by  the  money  committee  is  not  to  be  construed  as  expressing  any 
views  as  to  values  represented  by  current  prices  of  securities,  but  is  designed  solely 
to  conserve  the  public  interest  by  preventing,  in  so  far  as  possible,  undue  specula- 
tion at  a  time  when  the  credit  resources  of  the  country  must  be  marshaled  for  the  use 
of  the  Government  in  carrying  out  its  war  program. 

At  your  suggestion  we  are  inclosing  witn  this,  under  sealed  cover,  a  list  showing 
the  increases  and  decreases  in  the  total  loans  of  each  reporting  member  of  the  exchange 
ain(  e  the  date  when  reports  were  first  completely  made,  and  desire  to  express  out  ap- 
preciation of  your  proffered  cooperation. 

A  carbon  copy  of  this  letter  which  was  in  our  file  contains  this 
paragraph: 

A  copy  of  this  letter  is  being  given  to  the  press,  and  I  would  thank  you  to  promptly 
make  known  the  contents  hereof  to  the  members  of  the  stock  exchange. 

That  paragraph  was  not  in  the  article  published  in  the  press. 

The  minutes  of  the  money  committee  of  October  24,  1918,  recite 
that  the  money  committee  proposed  to  give  publicity  to  the  letter 
recommending  the  increase  of  margins  on  stocK  exchange  loans. 

The  Chairman.  What  are  the  generd  margins  ? 

Gov.  Strong.  The  usual  margins  are  20  per  cent  on  loans  on  what 
is  known  as  mixed  collateral;  that  is,  a  certain  proportion  of  railroad 
bonds  and  stocks,  and  a  certain  proportion  of  industrial  bonds  and 
stocks.  On  loans  secured  wholly  by  industrial  stocks  it  was  25  per 
cent.  The  eflfect  of  this  letter  was  to  increase  the  margin  of  collateral 
for  loans  on  mixed  collateral  to  30  per  cent,  and  on  loans  secured 
wholly  on  industrial  stock  collateral  to  37^  per  cent. 

In  reply  to  this  letter,  as  I  recall — ^I  do  not  have  it  before  me — we 
receivea  an  acknowledgement  from  the  president  of  the  stock  ex- 
change indicating  that  they  imderstood  and  would  accede  to  this  re- 
quirement which  was  asked  by  the  banks.  They  subsequently  met 
us,  hoyrever,  and  told  us  that  it  worked  a  great  hardship  on  a  number 
of  their  members;  that  it  did  not  bear  equally  on  all  oi  the  members. 
That  is  to  say,  a  small  house  did  not  have  tne  means  and  could  not 
furnish  the  margin  oyer  what  the  customer  fiumished  for  his  account, 
as  the  larger  houses  did,  and  the  tendency  was  to  have  all  the  business 
of  the  stock  exchange  drift  to  the  larger  and  richer  houses,  and  the 
smaller  houses  were  feeling  it.  And  a  good  many  discussions  of  that 
matter  were  held  with  the  officers  of  the  stock  exchange,  until  finally, 
on  November  30,  1918,  this  letter  was  addressed  to  me  by  the  presi- 
dent of  the  stock  exchange;  and  while  I  can  not  ^ive  you  any  mfor- 
mation  as  to  how  it  was  made  public,  I  presume  it  was  given  to  the 
press  by  the  officers  of  the  stocK  exchange,  because  it  was  printed  in 
the  New  York  Times  on  December  5,  1918,  as  follows  [reading]: 

New  York,  Xovember  SO,  19JS. 
Benjamin  Strong,  Esq., 

Governor  Federal  Reserve  Bank,  New  York,  N.  Y. 
Dear  Sir:  The  importance  of  keeping  the  volume  of  loans  upon  securities  from 
increasing  at  the  present  time  is  thoroughly  underetood  and  appreciated  by  the 
financial  community.  It  would  seem,  therefore,  that  the  money  committee's  require- 
ment of  a  margin  of  from  30  to  37i  per  cent  on  stock  exchange  loans  has  ceased  to  be 
necefflary. 
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This  requirement  works  many  hardships  and  produces  serious  injustices,  and,  be- 
ll eA'ing  as  they  do  that  the  influence  of  the  hanks  and  of  the  exchange  is  amply  able 
to  control  the  situation  without  it,  the  stock  exchange  committee,  of  which  I  am 
chairman,  would  urge  that  the  money  committee  consider  the  advisability  of  having 
this  additional  margin  requirement  withdrawn. 

Hoping  that  the  money  committee  will  give  this  request  favorable  conadderatioii, 
I  am. 

Yours,  very  sincerely, 

H.  G.  S.  Noble,  Pretident. 

That  communication  was  considered  by  the  ''money  committee," 
and  the  following  reply  was  sent  to  President  Noble,  which  also  is  a 
reprint  from  the  New  York  Times  of  December  5,  1918.  The  letter 
is  dated  December  4,  1918,  and  is  as  follows  [reading]: 

My  Dkar  Sm:  Your  letter  of  November  30  was  submitted  to  the  money  committee 
at  its  regular  meeting,  held  yesterday  afternoon. 

There  has  been  no  change  in  the  situation  to  justify  an  increase  in  the  total  of  the 
stock  exchange  loan  account,  and  it  is  not  probable  that  additional  funds  will  be 
available  for  stock  exchange  loans  so  long  as  the  Government  continues  to  be  a  borrowef 
on  the  present  large  scale.  Nevertheless,  as  your  letter  states  that  the  exchange  i? 
amply  able  to  control  the  situation  without  continuing  the  requirement  by  the  lending 
banks  of  additional  margin,  as  outlined  in  the  committee's  letter  of  October  24.  1918, 
the  committee  ha«  decided  to  accede  to  the  request  contained  ip  your  letter  of  Novem- 
ber 30,  and  will  at  once  communicate  with  the  associated  banks  in  this  city  to  that 
effect. 

In  the  event  of  developments  necessitating  such  action,  the  committee  will  request 
the  associated  banks  to  exact  requirements  for  additional  margin. 
Ver}'  truly,  yours, 

Benjamin  Strong, 
Chairman  subcommittee  on  money  of  the 
Liberty  Loan  Committee,  for  the  committee. 

H.  G.  S.  Noble,  Esq., 

President  Nero  York  Stock  Exchange,  New  York,  N.  Y. 

Subsequent  to  the  letter  of  December  4,  which  I  have  just  read, 
I  was  advised  by  the  president  of  the  stock  exchange  that  the  business 
conduct  committee  oi  the  exchange  was  taking  absolute  control  of  the 
matter  and  whenever  the  reports  which  were  made  daily  showed  that 
any  member  of  the  stock  exchange,  or  any  firm  was  increasing  its 
loan  account,  it  was  called  to  appear  before  the  business  conduct 
committee  and  required  to  make  explanation  of  the  cause  of  the 
increase;  and,  in  pomt  of  fact,  during  tne  period  of  control,  which  was 
exercised  by  the  business  conduct  conmiittee  of  the  exchange,  I  do 
not  recall  that  the  loan  accoimt,  as  reported  by  the  members  of  the 
exchange,  increased  at  all.  They  held  it  down  by  direct  contact 
with  their  members. 

The  arrangement,  however,  between  the  "money  committee*'  and 
the  associated  banks  of  New  York  was  made  for  limited  periods  from 
time  to  time,  and  the  period  in  which  these  letters  were  written 
expired  by  limitation  of  the  agreement  on  January  10,  1919;  and,  of 
course,  in  the  meantime  the  armistice  had  been  simed,  and  the 
demand  was  developing  all  over  the  country  to  relax  these  war-time 
requirements.  ''Let  business  go  back  to  its  normal  procedure,"  was 
everywhere  demanded  and  the  demand  by  the  members  of  the  New 
York  Stock  Exchange  became  very  insistent.  I  think  the  demand 
by  the  pubUc  was  verv  insistent  that  these  artificial  controls  that 
had  been  introduced  during  the  war  should  be  discontinued.  This 
was  represented  very  strongly  to  the  Liberty  loan  organization, 
and  in  view  of  these  representations,  on  December  30,  the  following 
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statement  was  authorized  for  release  to  the  press  by  the  ''money 
<;ommittee."     [Reading :] 

In  view  of  the  approach  of  the  time  when  the  arrangement  on  the  part  of  the  banks 
to  f  timiah  money  for  the  purpose  of  stabilizine:  rates  on  stock  exchange  loans  would 
expire  by  limitation,  namely,  January  10,  1919,  it  was  deemed  wise  by  the  subcom- 
mittee on  money  of  the  Liberty  loan  committee  to  confer  with  the  officials  of  the 
Treasury,  that  tiieir  wishes  as  to  an  extension  of  the  present  arrangement  might  be 
known. 

Such  conference  was  had,  and  the  Treasury  has.  written  as  follows: 

**The  Treasury  requests  the  subcommittee  on  money  of  the  Liberty  loan  committee 
to  continue  its  operations  in  aid  of  the  Government's  financial  requirements,  on  the 
one  hand  to  prevent  an  increase  in  the  rate  for  call  money,  and  on  the  other  hand  to 
prevent  expansion  of  the  loan  account.*' 

Acting  in  accordance  with  the  expressed  wish  of  the  Treasury,  the  subcommittee 
on  money  has  arranged  with  the  banks  to  continue  the  present  arrangement  and  has 
arranged  with  the  authorities  of  the  stock  exchange  that  they  shall  continue  to  exercise 
control  to  prevent  expansion  of  the  aggregate  loan  account. 

That  statement  was  widely  published  in  the  New  York  newspapers 
on  December  31,  1918. 

Speaking  simply  from  hearsay,  because  I  left  New  York  for  a  short 
period  in  the  winter  of  1919,  what  transpired  subsequently  and  during 
the  month  of  January  was  that  these  representations  became  in- 
creasingly so  urgent  that  we  had  no  longer  any  right,  without  warrant 
of  law,  to  continue  to  exercise  this  control  over  the  stock  exchange. 
The  representations  which  were  submitted  directly  to  the  *' money 
committee''  by  the  stock  exchange  authorities  and  members  of  the 
exchange  became  so  strong  that  they  were  transmitted  to  the  officers  of 
the  Treasury  Department  by  the  members  of  the  conmiittee,  and  it 
was  decided,  after  most  careful  consideration,  that  a  justification  for 
continuing  this  control  no  longer  existed.  I  was  not  at  these  meetings, 
so  I  can  not  speak  from  my  own  memory,  but  I  speak  from  what  was 
repeated  to  me,  that  after  the  most  careiul  deliberation,  and  in  agree- 
ment between  the  officers  of  the  Treasury  and  the  money  subconmiit- 
tee  of  the  Liberty  loan  committee,  and  after  the  Treasury  had  very 
reluctantly,  so  far.  as  I  can  gather — certainly  reluctantly — agreed, 
it  was  decided  that  the  money  committee  must  be  disbanded  and  its 
control  discontinued.  And  loUowLng  that  decision,  on  January  24, 
1919,  a  statement  was  given  to  the  press  in  relation  to  that  decison. 
This  was  authorized  at  a  meeting  of  the  *' money  committee"  held  on 
January  24,  1919,  as  follows  [retwiing]: 

statement  for  the  press. 

January  24,  1919. 

A  meeting  of  the  subcommittee  on  money  of  the  Liberty  loan  committee  was  held 
to-day  after  which  the  following  statement  was  made: 

Last  December  when  the  arrangement  whereby  the  New  York  banks  have  been 
furnishing  funds  to  stabilize  rates  on  loans  on  stock  exchange  collateral  was  about  to 
expire,  the  committee  inquired  whether  the  Treasury  Department  wished  an  extension 
of  the  arrangement  then  in  force  and  were  requested  by  it  to  continue  their  operations 
in  aid  of  the  Government's  financial  requirements. 

Acting  in  accordance  with  the  wish  of  the  Treasury,  thus  expressed,  the  subcommit- 
tee on  money  arranged  with  the  New  York  banks  to  continue  the  arrangement  then 
existing  until  after  the  next  Government  loan  and  with  the  authorities  of  the  stock 
exchange  to  continue  exercising  control  of  the  loan  account  to  prevent  its  expansion  in 
the  ag:gregate. 

This  week,  however,  the  officials  of  the  stock  exchange,  in  a  written  communication- 
to  tJie  money  committee,  having  stated  that  the  conditions  have  so  changed  that 
"there  is  now  nothing  to  indicate  the  probability  of  a  speculative  movement  which 
would  absorb  large  amounts  of  money,  the  subcommittee  on  money  at  its  meeting 
to-day  gave  full  consideration  to  this  statement,  and,  after  consultation  with  and  the 
approval  of  the  Treasury  Department,  reached  the  following  conclusions: 
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1 .  That  control  by  the  stock  exchan^  committee  may  for  the  present  be  suspended. 

2.  That  the  stock  exchange  authorities  be  requested  to  continue  to  receive  from 
members  of  the  exchange  daily  reports  of  their  borrowings  until  after  the  next  Liberty 
loan  is  placed. 

3.  That  the  definite  arrangements  made  with  a  laige  group  of  New  York  banks  to  fur- 
nish funds  for  stock  exchange  loans,  if  and  as  required,  should  now  be  terminated. 

The  money  committee  desires  to  acknowledge  and  record  its  appreciation  of  the 
hearty  cooperation  which  the  members  of  the  stock  exchange  and  the  New  York  banb 
have  given  it  during  the  past  months  and  feels  confident  that  should  it  hereafter 
become  necessary,  in  the  interest  of  Government  financing,  to  reestablish  the  control 
of  money  for  stock  exchan^  loans  and  for  the  stabilization  of  monev  rates,  the  stock 
exchange  authorities  and  the  New  York  banks  will  again  unite,  with  a  patriotic  pur- 
pose, to  lend  full  support  to  the  Treasury  Department. 

The  Chairman.  This  letter  marks  the  relinquishment  of  the  con- 
trol of  the  money  committee  over  the  money  market  in  New  York? 

Gov.  Strong.  Yes;  this  was  a  statement  given  to  the  press.  It 
was  a  matter  of  very  active  discussion  by  interested  parties  and  in 
the  press  at  that  time  as  to  what  the  policy  of  the  money  com- 
mittee would  be.  And  the  members  of  that  committee  were  in- 
sistent in  their  dealings  with  the  stock  exchange  authorities  that 
every  action  of  this  character  which  the  committee  took  should  be 
immediately  made  public.  They  felt  that  it  was  for  their  protection 
that  it  should  be  made  public. 

The  Chairman.  At  this  time  it  was  known  that  the  Government 
would  probably  have  to  float  another  loan,  was  it  not  ? 

Gov.  Strong.  Yes;  that  was  the  loan  which  we  were  looking 
forward  to  as  the  Victory  loan. 

The  Chairman.  What  difference  was  there  in  the  situation  in 
regard  to  that  loan  as  respects  the  prior  loans  which  permitted 
this  change  of  policy  at  this  time  ? 

Gov.  Strong.  I  think  the  principal  difference,  Mr.  Chairman, 
was  the  difference  in  the  spirit  of  the  country;  it  was  tired  of  being 
harassed  by  control  in  everything  it  did.  The  people  wanted  to 
get  along  to  "business  as  usual,"  and  the  action  of  the  committee 
which,  01  course,  was  always  taken  in  conference  with  the  oflBcers 
of  the  Treasury  who  were  interested  in  these  activities,  was,  I  think, 
largely  in  response  to  an  insistent  public  demand;  and  even  now,  in 
the  light  of  future  events,  I  doubt  very  much  whether  that  type  of 
control  which  was  exercised  by  this  committee  and  by  the  business 
conduct  committee  of  the  exchange  could  be  justified  when  there 
was  no  war.  There  was  no  warrant  of  law  for  the  things  that  we 
were  doing.  These  are  matters  of  opinion  which  I  woidd  like  to 
discuss  frankly  with  the  commission.    My  own  belief  at  the  time, 

f)ersonally,  and  my  belief  at  this  time  is  that  had  it  been  possible 
or  us  to  have  continued  that  type  of  arbitrary  control,  it  would 
have  been  a  good  thing  to  do  it.  It  was  one  of  .the  controls  exercised 
during  the  war  period  which  was  exceedingly  effective  and  beneficial. 
And  we  always  regarded,  and  frequently  stated,  that  a  change  be- 
tween war  and  peace  had  only  occurred  m  a  military  sense,  and  had 
not  occurred  in  a  financial  sense;  that  the  same  influences  of  war 
which  necessitated  the  controls  in  financial  matters  would  continue 
after  the  war  ended,  and  if  public  opinion  had  permitted  it— I 
'think  I  should  fairly  express  my  own  opinion — it  might  have  been 
a  good  thing  to  continue  it. 

The  Chairman.  Apparently  on  the  basis  of  the  chart  which  you 
have  submitted,  and  on  the  Basis  of  the  shares  traded  in  on  the  New 
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York  Stock  Exchange,  immediately  following  the  release  of  this 
control,  there  w.as  a  very  marked  tendency  toward  increasing  the 
amount  of  call  money  on  the  New  York  market,  both  by  New  York 
banks  and  out-of-town  banks;  and  also  a  very  marked  increase  in 
the  number  of  transactions  on  the  stock  exchange. 

Gov.  Stbong.  Yes. 

The  Chairman.  Indicating  very  markedly  increased  speculation  ? 

Gov.  Strong.  Yes;  it  was  in  anticipation  of  that  development, 
8}Tnptoms  of  which  arose  in  August,  1918,  that  led  the  money  com- 
mittee to  change  its  policy  from  a  policy  of  insuring  that  money 
\^'ithdrawn  from  the  stock  exchange  would  be  replaced  to  a  poUcy 
of  restraint  and  restriction  upon  the  movement  of  money  that  was 
to  be  loaned  on  the  stock  exchange.  I  think  this  control  was  most 
effectively  exercised,  so  far  as  we  were  capable  of  exercising  it,  during 
the  period  that  commenced  some  time  in  September,  1917,  and 
ended  in  the  latter  part  of  January,  1919. 

The  Chairman.  Well,  of  course,  the  policy  with  respect  to  the 
exercise  of  control  over  the  money  market  during  the  war  and  the 
release  of  that  control  was  no  different  than  the  general  policy  that 
was  followed  throughout  the  administration  of  the  Government; 
there  was  a  relaxation  of  all  control;  the  War  Industries  Board  and 
the  other  organizations  adopted  general  policies  at  that  time,  and 
those  policies  were  policies  of  releasing  the  people  and  the  industries 
of  the  country  from  war-time  control. 

Gov.  Strong.  Mr.  Chairman,  I  do  not  think  it  is  possible  to-day 
to  restore  the  atmospjhere  of  those  days  and  give  you  a  picture  of 
the  public  feeling  which  was  aroused  at  what  was  regarded  as  the 
arbitrary  and  high-handed  behavior  of  this  money  committer.  To 
illustrate:  I  had  an  anonymous  correspondent  apparently  residing 
in  Reading,  Pa.,  who  wrote  me  more  than  once— because  my  name 
happened  to  be  attached  to  these  statements — that  if  I  did  not  look 
out  they  would  blow  me  up-  that  no  one  had  any  right  to  exercise 
these  powers  as  to  how  mucn  money  was  to  be  loaned  on  the  stock 
exchange.  Of  course,  it  was  written  by  an  ignorant  person,  and 
must  be  regarded  as  comine  from  such  a  source,  but  it  gives  evidence 
of  the  feelmg  of  the  people  at  that  time.  I  remember  one  postal 
card  I  received  where  the  warning  was  emphasized  by  a  liberal  use 
of  red  ink  in  the  message  which  was  written. 

The  Chairman.  Your  policy  was  influenced  by  the  sentiment  of 
the  country  at  this  time  and  not  by  any  belief  on  your  part  or  on 
the  part  of  the  Treasury  that  speculation  at  this  period  was  desirable  ? 

Gov.  Strong.  I  think  I  should  state  it  a  httle  differently,  Mr. 
Chairman.  In  conversation  with  the  Treasury  officials,  and^in  corre- 
spondence with  the  officers  of  the  Treasury,  those  conversations  and 
that  correspondence  indicate  that  they  would  have  liked  to  have 
the  control  continue.  At  the  meetings  of  the  money  committee  in 
New  York,  meeting  in  my  absence,  I  think  each  one  felt  that  the 
time  had  come  to  discontinue  this  control.  In  fact,  a  subcommittee 
went  to  Washington  to  discuss  the  matter  and  recommended  that  it 
be  removed.  J31  of  this  was  conveved  to  me  where  I  was  at  the 
time  by  telephone.  And  I  expressed  the  opinion  that  if  it  could  be 
continued,  it  should  be  continued. 

Of  course,  I  am  speaking  from  memory.  I  have  not  looked  over 
my  personal  correspondence  to  see  whether  I  wrote  that,  but  ^ 
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think  perhaps  I  did.  But  you  must  not  attach  too  much  importance 
to  my  expressions  at  that  time,  because  I  was  away  resting,  and  I 
was  not  in  the  atmosphere  where  these  gentlemen  were.  The  situa- 
tion was  sufficient  to  convince  these  men  on  the  ground,  and  the 
officers  of  the  Treasury  themselves,  who  were,  however,  reluctant 
to  assent  to  it,  that  it  was  necessary  to  withdraw  the  control. 

The  Chairman.  Was  the  policy  at  this  time  at  all  influenced  by 
the  signing  of  the  armistice,  and  the  fact  that  4,000,000  men  would 
be  brought  back  to  this  country  and  into  the  industries  of  the 
country  from  France,  and  those  who  were  in  the  cantonments  here 
at  home,  and  they  would  be,  presumably,  out  of  employnaent,  and 
the  prospect  of  a  readjustment  from  a  war  to  a  peace  basis? 

Gov.  Strong.  That  was  in  mind.  And  my  notes  would  have 
brought  me  to  that  later,  but  it  will  come  up  now  as  well  as  later 
on.  If  you  recall,  there  developed,  immediately  after  the  1st  of 
January,  a  strong  feeling  that  we  were  facing  a  reaction  in  business 
because  of  declSdng  prices,  and  because  (3  cancellations  of  con- 
tracts for  goods,  and  Tbecause  the  Government  was  canceling  con- 
tracts in  vast  amounts,  and  there  was  a  vast  amount  of  unemploy- 
ment because  of  men  being  thrown  out  of  employment  by  the  dis- 
continuance of  the  war  industries.  The  men  coming  home  from  the 
cantonments  and  from  France  were  also  thrown  into  the  labor  situa- 
tion, and  there  was  a  great  deal  of  unemployment  and  unrest.  And 
the  whole  country  was  looking  forward  to  a  period  of  great  depression 
and  recession,  and  I  think  the  consensus  of  opinion  was  that  these 
controls  were  unnecessary;  that  our  export  trade  was  going  to 
vanish,  and  that  we  were  in  for  a  real  business  depression.  Such 
was  the  feeling  at  that  time. 

I  would  like,  also,  to  explain  the  point  of  view  of  the  members 
of  this  committee.  Now,  it  was  not  my  point  of  view,  because  I 
had  a  more  official  responsibility  in  this  matter  than  these  volun- 
teers had.  But  you  can  not  take  a  group  of  eight  men,  bank  presi- 
dents in  New  York,  and  form  them  into  a  volunteer  organization  of 
this  character  and  put  upon  them  the  responsibilities  which  they 
were  assuming  toward  the  stock  market  and  the  money  market— 
they  themselves  being  large  lenders  of  money  in  their  own  institu- 
tions— ^without  subjecting  them  to  criticism.  Their  motives  were 
questioned;  bitter  attacks  were  made  on  this  committee  that  they 
were  influencing  the  stock  market;  and  I  think  I  should  state  franklv 
that  it  was  in  uie  minds  of  these  men  who  had  come  forward  as  vol- 
imteers,  without  any  official  relation  to  the  financial  operations  of  the 
Treasury,  that  they  were  assuming  responsibilities  that  they  wanted 
to  relinquish  at  the  very  earliest  opportunitv.  If  you  will  read  the 
comments  in  the  press  oi  those  days,  you  will  realize  the  very  vulner- 
able position  in  which  these  men  placed  thenaselves.  And  I  think 
it  is  only  natural  that  they  were  desirous  of  being  relieved  from  that 
responsibility. 

The  Chairman.  If  there  is  nothing  further  at  this  time,  the  com- 
mission will  take  a  recess  until  2  o'clock  this  afternoon. 

(Whereupon,  at  12  o'clock  and  30  minutes  p.  m.,  the  conunission 
stood  on  recess  until  2  o'clock  p.  m.  of  the  same  day.) 
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AFTER   RECESS. 

At  2  oVlock  p.  m.  the  commission  reassembled,  pursuant  to  the 
taking  of  a  recess. 

The  Chairman.  The  commission  will  come  to  order.  Gov.  Strong, 
jou  may  proceed  with  your  statement. 

STATEMENT    OF    HON.   BENJAMIN    STRONG,  GOVERNOR    OF 
THE  FEDERAL  RESERVE  BANK  OF  NEW  TORK— Resumed. 

Grov.  Strong.  Mr.  Chauman,  at  the  conclusion  of  the  morning 
session  I  had  about  finished  the  description  of  the  affairs  and  policies 
of  what  was  known  as  the  money  committee  in  New  York.  And 
I  now  would  like  to  offer  for  the  commission's  examination — I 
would  like  to  have  the  document  returned — the  original  minutes  of 
the  conmiittee  which  have  been  sent  down  from  New  York,  for  the 
purpose  of  examination  if  needed. 

The  Chairman.  The  Chair  will  detail  somebody  to  examine  the 
minutes  and  make  a  report  on  them. 

Gov.  Strong.  I  would  also  like  to  state  in  a  few  words,  in  r6sum6, 
just  what  the  policy  of  that  committee  was,  which  I  am  afraid  may 
have  been  obscured  by  the  lengthy  discussion. 

The  policy  of  the  committee  at  the  outset,  from  the  time  of  its 
organization  until  August,  1918,  was  to  insure  that  where  funds 
were  withdrawn  from  loans  upon  the  New  York  Stock  Exchange 
a  supply  was  available  to  take  the  place  of  what  was  withdrawn 
for  tne  purpose  of  protecting  the  security  market  and  the  money 
market  of  New  York  City  in  the  interest  of  the  Treasury. 

The  Chairman.  I  think  that  what  some  of  us  do  not  quite  under- 
stand is  thi^:  The  purpose  of  Government  in  finances  seems  to  be 
that  this  money  was  all  in  one  pocket,  and  it  did  not  make  any  par- 
ticular difference  whether  the  money  necessary  to  run  the  stock 
exchange  came  from  one  place  or  another. 

Grov.  Strong.  But  it  was  necessary  that  the  amount  of  funds 
required  to  maintain  a  security  market  would  be  provided.  And, 
if  the  money  committee  had  not  provided  the  amounts  which  were 
being  withdrawn,  then  we  would  nave  had  no  security  market,  and 
in  my  opinion,  a  serious  time  in  placing  the  Government  loans.  And 
it  was  its  policy  from  the  time  that  it  began  to  function  in  August, 
to  prevent  the  absorption  of  a  large  amount  of  credit  by  the  security 
market,  which  we  believed  would  interfere  again  witn  the  orderly 
marketing  of  the  Government's  loans. 

I  also  want  to  make  clear  for  the  record,  Mr.  Chairman,  what  I 
«n  afraid  may  not  have  been  stated  at  any  time,  that  the  Federal 
reserve  bank  of  New  York  does  not  make  any  loans  upon  securities 
of  that  character  at  all.  The  law  does  not  permit  it.  It  is  not  the 
function  of  the  bank. 

All  that  the  governor  of  the  Federal  reserve  bank  did,  as  the  chair- 
man of  that  money  committee,  was  to  facilitate  the  organization  by 
the  banks  of  New  York  of  measiu'es  which  were  regarded  by  the 
Federal  reserve  bank  and  by  the  Treasury  as  essential  to  the  protection 
of  that  situation. 

And  the  actual  physical  direction  and  handling  of  these  loan  trans- 
itions  was   not   conducted   by   the   Federal   reserve   bank.     On^ 
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member  of  the  committee  was  designated  as  the  agent  of  the  com- 
mittee to  conduct  such  business  as  was  conducted,  in  a  way,  or  by 
way  of  advising  the  various  participating  banks  as  to  the  action  to 
be  taken. 

Representative  Mills.  You  really  acted  as  fiscal  agent  for  the 
Treasury  Department,  rather  than  as  members  of  the  Federal  reserve 
system,  if  I  can  make  that  distinction. 

Grov.  Strong.  Yes,  but  this,  Mr.  Mills,  was  an  outgrowth  of  the 
Liberty  loan  organization  as  distinmiished  from  the  technical  fiscal 
agency  position  which  the  bank  itself  occupied. 

Representative  Mills.  Yes,  perhaps  that  was  not  an  accurate 
description.  But,  you  personally  were  acting  more  as  an  agent  of 
the  Treasury  Department  than  you  were  as  governor  of  the  New 
York  reserve  bank. 

Gov.  Strong.  Yes,  sir.  Now,  I  occupied  three  positions  during 
that  period.  As  governor  of  the  Federal  reserve  bank  my  respon- 
sibilities were  the  direction  of  the  more  distinctly  fiscal  agent  s 
business  transacted  by  the  bank  for  the  Grovemment.  And  then,  as 
chairman  of  the  Liberty  loan  committee  I  was  in  a  position  of  direct 
a^ent  of  the  Treasury  rather  than  as  an  officer  of  the  bank.  And,  as 
chairman  of  this  subcommittee  of  the  Liberty  loan  committee  again, 
I  was  acting,  I  think,  in  that  capacity  more  as  direct  personal  agent 
of  the  Treasury  than  as  governor  of  the  bank,  although  the  scheme 
of  organization  of  all  of  these  matters  in  all  districts  was  to  center 
it  as  much  as  possible  under  the  direction  or  personal  control  of  the 
bank  by  having  its  officers  active  in  these  organizations. 

Representative  Mills.  Well,  in  other  worc6,  it  was  their  idea  to 
have  these  activities  centered  in  the  banks,  which  were  the  fiscal 
agents  of  the  Treasury  Department  ? 

Gov.  Strong.  Yes,  sir;  they  all  had  to  be  coordinated  in  that 
way.  If  they  had  not  been,  we  would  have  had  no  end  of  confusion 
in  these  various  activities  which  all  had  to  be  brought  to  a  focus  for 
the  purpose  of  control. 

Representative  Sumners.  What  relations  do  these  securities  market 
sustam  to  the  money  supplied  all  industries,  both  in  connection  with 
their  operation  and  their  expansion  ? 

Gov.  Strong.  Well,  in  totals  expended,  in  figures,  Mr.  Sumners, 
I  think  it  is  rather  small.  For  instance^  the  loan  account  now  of  the 
New  York  Stock  Exchange  is  something  over  $700,000,000,  as 
reported  by  the  reporting  banks.  The  total  of  bank  assets  in  the 
United  States  is  $45,000,000,000. 

The  importance  of  the  New  York  money  market  is  not  in  the 
volimie  of  transactions,  or  the  amoimt  of  credit  which  it  employs^ 
but  it  is  more  in  the  importance  which  it  gains  by  being  the  focus, 
if  you  please,  of  the  money  markets  of  me  country,  where  some 
innuence  upon  the  money  markets  and  money  rates  is  exerted— 
where  some  influences  are  exerted. 

Representative  Sumners.  What  I  am  trying  to  get  at  is  whether 
or  not  the  New  York  Stock  Exchanjge  is  the  place  where  securities 
which  have  to  be  sold  in  order  to  raise  money  required  are  to  a  con- 
siderable extent  taken  and  are 

Gov.  Strong  (interposing) .  Should  be  protected  ? 

Representative  Sumners.  Effected — let  me  state  my  question 
again.     I  should  have  spoken  a  little  lou4er.     What  I  am  trying  to 
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ascertain  is  whether  or  not  the  New  York  Stock  Exchange  is  the 
market  place  where  the  securities  of  the  various  corporations  and 
industries  are  sold,  the  sale  of  which  securities  affords  the  money  for 
the  operation  of  these  industries  and  their  expansions. 

Grov.  Strong.  That  is  so.  The  security  markets — that  is,  the 
markets  through  which  the  raising  of  new  capital  for  the  industries  of 
the  coimtry  is  effected — are  and  must  be  the  markets  where  the  great- 
est amount  of  capital  naturally  gravitates;  I  mean  that  is  the  point 
where  the  flow  or  fimds  concentrates  for  the  purpose  of  investment 
and  reinvestment  to  a  greater  extent  than  in  any  other  market  in  the 
country. 

That  is  especially  true  of  the  money  centers  of  the  world — London, 
Paris,  Berliil,  Tokyo — and  I  think  also  we  must  all  recognize  that  it  is 
not  a  man-made  affair.  It  is  a  natural  law,  I  think  more  primarily 
due  to  the  fact  that  the  great  flow  of  foreign  and  domestic  commerce 
of  the  United  States  is  into  and  out  of  the  port  of  New  York  than  to 
any  other  factor. 

Kepresentative  Sumners.  The  theory,  at  least,  of  the  economic 
function  of  the  exchange  is  that  it  provides  a  meeting  place  for  the 
persons  who  want  to  buy  and  .the  people  who  want  to  sell  these 
securities  ? 

Gov.  Strong.  Yes,  sir. 

Representative  Sumners.  And  the  sales  of  the  securities  are  found 
to  be  necessary  from  time  to  time  in  order  to  acquire  the  necessary 
capitfd  for  starting  new  enterprises  and  maintaining  established 
enterprises,  in  developing  established  enterprises  ? 

Gov.  Strong.  It  is  an  essential  part  of  the  machinery  for  purposes 
of  that  nature,  if  you  please,  and  has  contributed  to  the  development 
of  the  resources  oi  the  country  by  the  direction  of  the  flow  of  capital 
into  new  enterprise.  That  is  where  the  management,  if  you  please, 
is  undertaken,  for  a  commission  or  for  a  brokerage,  for  this  direction 
of  the  stream  of  savings  of  the  Nation  into  new  enterprises. 

Representative  Sumners.  As  I  understand,  the  criticism  is  not 
with  reference  to  those  transactions  which  are  essential  for  the  dis- 
tribution of  the  securities  of  the  industries,  but  with  reference  to 
what  is  regarded  as  abuses  resulting  in  speculation  and  the  unneces- 
sary utilizations  of  the  country's  credit  and  money  by  the  specu- 
lators. 

Gov.  Strong.  The  criticism  certainly  arises  from  the  fact  that 
people  do  go  to  that  market  to  make  speculative  transactions  in 
securities  and  derive  profits,  as  some  people  have  expressed  it,  without 
performing  any  worK,  getting  something  for  nothing,  getting  some- 
thing by  tne  rise  in  the  value  of  the  stock  that  they  buy  with  bor- 
rowed money. 

Of  course,  this  leads  us  into  the  whole  subject  of  the  philosophy  of 
speculation  and  the  difference  between  speculation  and  investment, 
where  the  demarcation  line  lies,  between  what  is  legitimate  and  ille- 
gitimate buying  on  borrowed  money. 

I  will  not  assTune  to  express  a  very  definite  opinion  on  that  subject, 
but  there  appears  in  every  transaction,  almost,  undertaken  by  business 
men,  to  a  greater  or  less  degree,  the  element  of  speculation,  and  I 
would  regard  the  element  of  speculation  as  least  in  those  transactions 
where  the  element  of  human  labor  is  exercised  in  a  great  degree  in  pro- 
duction.    The  labor  of  the  farmer  on  the  one-horse  farm  or  the  one- 
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mule  farm  probably  represents  the  least  speculative  production  that 
can  be  described,  because  that  farm  is  operated  by  the  direct  labor  of 
the  owner  or  the  tenant  and  his  family,  and  what  is  produced  there 
is  almost  all  by  labor. 

At  the  other  end  of  the  line  is  the  minimum  of  eflFort  or  labor  that 
produces  profit,  that  of  making  capital  reproduce  itself  by  judicious 
mvestment  in  enterprise — and  that  is  expressed  in  its  extreme  form  in 
the  purchase  of  securities  speculatively. 

Merely  as  an  expression  of  my  own  views — many  men  differ  from 
me  in  this — it  seems  to  nle  that  evfen  in  its  most  extreme  and  what 
vou  might  say  its  most  objectionable  form  speculation  nevertheless 
has  its  place  in  the  great  economic  fabric  of  the  country;  it  is  to  some 
extent  justified  as  being  the  means  by  which  things  find  their  natural 
values. 

Whether  or  not  the  country  could  get  along  without  the  stock 
exchange  I  will  not  venture  a  very  strong  opinion;  but  I  think  that 
the  country  would  be  deprived  of  a  very  important  organization — a 
market  place,  if  you  please,  where  securities  are  traded  m  and  finally 
find  then*  way  back  to  the  investors,  where  they  permanently  rest. 

Representative  Mills.  There  would  not  be  anything  like  as  easy  a 
new  market  for  the  seciu*ities  for  investment  purposes,  even  if  the 
investor  did  not  know  he  had  a  ready  market  in  which  he  could  dispose 
of  his  securities  ? 

Gov.  Strong.  It  would  be  very  difficult.  That  is  one  function. 
Mr.  Mills,  of  a  market  place  which  stabilizes  the  values  of  things.  It  is 
a  significant  fact  that,  since  the  earliest  times,  the  tendency  in  trade 
has  been  continually  for  those  people  trading  in  certain  things  to 
group' together,  and  m  the  bazaars  oi  India  to-day  you  will  find  all  of 
the  jewelry  markets  in  one  place,  all  of  the  silk  in  another,  and  all  of 
the  money  brokers  in  another.  They  gravitate  together  because  that 
makes  a  market,  and  markets  make  values  certain. 

Representative  Ten  Eyck.  Will  you  tell  us  at  this  point  the  com- 
parative volume  of  business  done  on  the  stock  exchange  as  regards 
to  sales  of  new  securities  and  new  promotions  in  comparison  with  the 
exchange  of  securities  which  are  already  knowTi  in  the  market  and 
securities  of  going  concerns  and  business  industry  ? 

Gov.  Strong,  well,  as  an  indication  of  the  value,  one  of  the  first 
requirements  that  is  made  in  placing  a  ne\^  issue  of  securities — the 
most  common  requirement — is  that  it  shall  be  Usted  upon  the  New 
York  Stock  Exchange  and  that  it  shall  be  in  that  way  subjected  to 
the  influence  of  this  market,  which  wiU  give  it  a  stable  quotation  that 
people  can  rely  upon. 

The  second  purpose  served  is  that  people  know  generally  that  the 
affairs  of  the  compan}^  whose  securities  are  listed  have  some  super- 
vision and  that  their  statements  are  examined  before  they  are  listed. 

They  also  know  that  there  will  be  a  quotation  upon  which  a  cer- 
tain degree  of  reliance  can  be  definitely  placed  in  buying  and  selling 
and  lending  and  in  trading,  and  in  relying  upon  those  figures  it  is 
like  any  other  market  place,  like  a  produce  exchange  or  a  wheat  pit. 

Representative  Ten  Eyck.  When  a  man  promotes  a  new  busi- 
ness or  a  new  industry  you  do  not  place  those  securities  immediately 
upon  the  stock  exchange,  they  are  not  listed  upon  the  stock  exchange,, 
are  they  ? 
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Gov.  Strong.  I  have  no  figures  on  that,  but  they  can  be  obtained. 

Representative  Ten  Eyck.  Just  in  a  general  way,  I  want  to  ob- 
tain some  idea  as  to  whether  or  not  the  large  majoritv  of  people  pro- 
mote their  industries  and  get  them  to  a  certain  standfard  where  they 
can  be  placed  upon  the  exchange. 

Gov.  Strong.  Well,  I  would  not  venture  a  guess  as  to  the  figures, 
but  I  would  say  generally  that  a  very  preponderating  proportion  of 
securities  issued  in  the  United  States  representing  developed  enter- 
prises are  listed  on  the  New  York  Stock  Exchange.  And  that  does 
not  only  apply  to  enterprises,  but  it  applies  also  to  the  bonds  of  the 
United  States  Government.  It  is  the  great  market  for  United  States 
bonds,  and  later  on  I  propose  to  introduce  figures  to  show  the  extent 
to  which  that  market  is  employed  right  now  lor  the  purpose  of  fixing 
the  market  value,  if  you  please,  in  the  securities  of  tne  United  States. 

Representative  Sumners.  But,  it  is  not  used  for  the  purpose  of 
floating  loans  of  the  United  States  Government? 

Gov.  Strong.  What? 

Representative  Sumners.  The  exchange  is  not  used  by  the  Gov- 
ernment as  a  fiscal  agent,  as  a  place  of  flotation  ? 

Gov.  Strong.  Only  in  the  case  of  Liberty  loans.  The  Stock  Ex- 
change as  a  body  was  organized  to  sell  the  bonds  both  to  their  cus- 
tomers and  to  the  public  generally.  The  entire  exchange  was  organ- 
ized to  do  that.     It  was  a  part  of  the  Liberty  loan  machinery. 

Representative  Sumners.  Those  sales  were  not  on  the  floor? 

Gov.  Strong.  Yes;  they  had  sales  right  on  the  floor.  They  had 
very  big  sales  and  sold  many  millions  of  dollars  of  bonds  right  on  the 
floor.  Of  course,  those  were  the  original  sales  of  the  bonds  at  par. 
And  when  we  were  eiven  word  from  the  United  States  Government, 
at  the  direction  of  tne  Treasury,  that  trading  in  the  bonds  was  per- 
mitted on  the  exchange — whenever  the  arrangement  was  made  that  it 
should  be  permitted — trading  was  done  in  those  bonds.  That,  after 
each  loan,  was  arranged  after  conference  with  the  Secretary  of  the 
Treasury. 

Reference  has  been  made  a  number  of  times  to  the  activities  of 
the  bank  in  connection  with  the  revenues  and  disbursements  of  the 
Treasurv  during  the  war  period.  I  have  with  me  a  statement  fur- 
nished Dy  the  Treasury  snowing  classified  receipts  of  the  United 
States  Government,  exclusive  c3  the  principal  of  the  public  debt, 
by  months,  from  April  6,  1917,  to  June  30,  1921,  as  published  in 
daily  Treasury  statements.  And  a  similar  statement  showing  the 
classified  disbiu^ements  of  the  United  States  Government,  exclusive 
of  the  principal  of  the  public  debt,  for  the  same  period,,  as  published 
in  the  Treasury  daily  statements,  which  will  very  graphically  exhibit 
in  a  brief  statement,  if  the  commission  cares  to  print  it,  just  what 
problem  war  financing  was. 

I  also  have  the  assembled  figures  in  the  form  of  preliminary  finan- 
cial statements  of  the  United  States  Government  from  the  period 
from  April  6,  1917,  to  Jime  30,  1921. 

In  the  first  table  we  have  the  receipts  and  disbursements  and  in 
the  second  table  thepublic  debt  and  expenditures. 

The  Chairman.  Without  objection  tne  tables  referred  to  will  be 
printed  in  the  record.     The  chair  hears  none. 

(The  tables  referred  to  above  are  printed  in  the  record  in  full,  as 
follows:) 
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Preliminary  financial  statement  of  the  United  States  Government  for  the  period  from  Ajtr. 

6, 1917,  to  June  SO,  1921. 

[On  the  basis  of  daily  Treasury  statements.] 
RECEIPTS   AND   DISBURSEMENTS. 

Net  balance  in  the  general  fund  Apr.  5,  1917 $92, 317,  710. 27 

Receipts,  exclusive  of  principal  of  public  debt,  Apr.  6.  1917,  to 

June  30,  1921 • 21,  703, 777, 058, 01 

Public  debt  receipts  Apr.  6,  1917,  to  June  30,  1921 73, 103, 425, 416. 72 

Total 94, 899, 520, 185. 0() 

Disbursements,  exclusive  of  principal  of  public  debt,  Apr.  6,  1917, 

to  June  30,  1921 43, 946, 740,  585.  23 

Public  debt  disbursements  Apr.  6,  1917,  to  June  30,  1921 50, 403, 101, 494. 01 

Net  balance  in  the  general  fund  June  30,  1921 549, 678, 105.  7H 

Total 94,  899,.520, 185. 00 

PUBLIC  DEBT  AND  EXPENDITURES. 

Total  disbursements  for  war  period,  exclusive  of  principal  of  pub- 
lic debt $43,  946,  740,  585.  23 

Total  receipts  for  war  period,  exclusive  of  principal  of  public  debt.  21, 703, 777, 058. 01 

Excess  of  disbursements  over  receipts  for  war  period 22, 242, 963, 527. 22 

Debt  decrease  Dec.  31,  1920,  on  account  of  fractional  currency  lost 
and  destroyed 4, 842, 066.  45 

Total 22, 238, 121, 460. 77 

Total  gross  debt  June  30,  1921 23, 977, 450. 552.  54 

Total  gross  debt  Apr.  5,  1917 1,  281,  %8,  696.  2S 

Gross  debt  increase  for  war  period 22, 695, 481, 856. 26 

Net  balance  in  the  general  fund  June  30,  1921 . . .  $549, 678, 105. 76 
Net  balance  in  the  general  fund,  Apr.  5.  1917 ...      92, 317, 710. 27 

Net  increase  in  balance  in  general  fund 457, 360, 395. 49 

Net  debt  increase  for  war  period 22,238,121,460.77 

Classified  receipts  of  the  United  States  Government,  exclusive  of  the  principal  of  the  public 
debt,  by  months,  from  Apr,  6,  1917,  to  June  SO,  1921,  as  published  in  daily  TVwmutv 
statements. 


rnfifmn*            Incomc  and 
Customs.            pj^Q^  ^^ 

internal        trevenue,including 
revenue.       ;  Panama  Canal. 

1 

Total. 

Apr.  6  to  30, 1917. 

May,1917 

June,    1917   (re- 
vised)  

S17, 863, 547. 22i      $24, 075, 386. 24 
28, 660, 14&  60,      107, 601, 090. 34 

18, 686, 805.  i4|      195, 230, 281. 19 

$35,387,512.86 
50,009,778.45 

56,993,915.16 

$6,119,713.64 
11,996,371.78 

14,814,156.47 

$83,446,138.96 
198, 267, 389.  i: 

285,725,157.96 

Total,  Apr.  6 
to  June  30, 
1917 

65, 210, 500. 96       326, 906, 757.  v7 

1 
142,391,206.47          32,930,241.89 

567,438, 707.» 

July,  1917 

August.  1917 

September,  1917. 
October,  1917.... 
Nmrember,1917.. 
December,  1917.. 
January,  1918 — 
February,  1918. . . 

March,  1918 

April,  1918 

May,  1918 

June,  1918 

15,805,129.91           9, 478, 88a  98.        50,895,959.22 
15,902,255.99          4,248,091.69'        43,922,508.77 
15,201,388.70          6,026,475.01'        41,265,393.95 
13,647,946.24           5,987,904.91:        60,318,414.27 
11,935,389.41          6,720,898.26        81,536,702.42 
11,247,214.10        13,725,534.511        61,425,075.62 
12,163,216.06         11,428,560.88!        61,665,347.96 
12,019,441.74         13,200,936.381        59,115,478,32 
18,106,373.13!        31,424,027.09         89,635,237.66 
16,445,531.99'        83,012,299.95'        93,113,711.68 
19, 92.5, 706. 94       342, 104, 796. 751      135, 081, 929. 01 
17,598,789.28   1,786,647,885.43       101,052,171.39 

7,747.^17 
10,423,584.41 
13,616,101.84 
20,504,025.14 
89,297,787.35 
18,661,246.19 
18,099,084.97 
14,762,583.25 
17,683,640.17 
16,747,600.64 
97,633,678.29 
23,473,167.68 

83,»27,6»^:^ 

74,496,S3a$ 

76. 109  362.50 

90, -158,29a  56 

139,  55^777.44 

105,O»,0m<3 

103,356  ms; 

Od.0^439.« 

156.749,278.(6 

209. 319, 144. 2S 

5M,746,lia9* 

1,931, 772,013. :« 

Total  for  fiscal 
year  1918.... 

179,998,383.49  2,314,006,291.  W       872,028,020.27 

298,550,169.10 

3,664,582, 8M.  TO 
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Classified  receipts  of  the  United  States  Government^  exclusive  of  the  principal  of  the  public 
debt,  by  months,  from  Apr.  6,  1917,  to  Jum  30,  1921,  as  published  in  daily  Treasury 
statements — Continued . 


Customs. 


July,  1918 1 

August,  1918 1 

September,  1918' 
October,  1918...., 
November,  1918. . 
December,  191H..I 
January,  1919 — 
February,  1^19..! 

March,  1919 i 

April,  1919 1 

Mav,  1919 

June,  1919 1 

Total  for  fiscal 
year  1919 ' 

July,  1919 j 

August.  1919 ' 

September,  1919.. 
October,  1919....; 
November,  19 19..  I 
December.  1919..; 
January,  1920  ... 
February.  1920. . 

March.  1920 ! 

April.  1920 ' 

May,  1920 , 

June,  1920 

Total  for  fiscal 
year  1920 t 

July,  1920 ! 

Auj?ust.  1920 ' 

September,  1920.  J 
Octot>er,  1920 .... 
November,  19'20. 
December,  1920. 
January,  1921... 
February,  1921. 

March,  1921 

April,  1921 

Mav,  1921 

Jane.  1921 


$15,837,8 
14, 175, H 
12,719,0 
11,4.53,0 
12,.VH3,!^ 
9,681,9 
12,732,-5 
11,979,0 
17,876,2 
20,Ul,l 
20,896,6 
21,38*),  2 


Income  and 
profits  tax. 


Miscellaneous 
internal 
revetme. 


r,  496, 376. 62 
1,795,666.13 
1,30H.166.21 
>,136,62«).5K 
;,.^20,IH4.49 
,916,618.37 
[,141,373.19 
1,311.342.  50; 
•,H2r.'>.>9.01 

^6'»«),o;u.3:, 

1,611,139.20 
,695..SG6.31 


Miscellaneous 

revenue,including 

Panama  Canal. 


Total. 


$22,594 
2:i,5li: 
13,85i; 
l6.6*Vii 

109,  M«), 
14,645. 
27,6Hi; 
23,12S 
31,910; 

159,  (i,-)-), 
92,  ivi; 
56,  .m^, 


804.69 
439. 33 
525. 72 
1\¥\  75 
S22. 5s 
224. 92 
27«.  \\\ 
5S0.  27 

:m.  72 

7U.7s( 
335. 121 
264.07 


181,457,887.30   3,018.7.S3,687.  2'.»    1,296,501,291.67         652,514,290.  Osl  5, 152,257, 136.  43 


20, 49S, 
21,05^, 
21,721. 
24, 276, 
27,3X<>. 
2.3.  H2u, 
2.S,62S, 
26,778. 
34,377, 
27,917, 
29.129, 
34,301, 


215.831 
662. 06 
214.18. 

17*;.  01 

It?-!.  44 
•107.45 

890. 50 
^8S.  1 1 
63.3.  56 
79S.2i; 

227.36 
738. 32' 


41,  OW, 

2S,6!5, 
941.897, 

34,9.1.3. 

45,5.56, 
9a5,307. 

46,72<i, 

49, 276, 
91 S,  879, 
105,  S'2:\, 

76,508, 
744,411, 


414.30 
312.  OS 
366. 34 
105.13 
651.  10 
590.  OK 

771. 16 
0,50.  40 
\m.  52 
3>9.  13 

712. 17 
072.34 


llO.O'iS.ll 
U3,S17.0 
14').  757, 1 
I39,a;5{.7 
1 13,  ^95,  1 
125.  797,  tJ 
i:i6,095,2 
118,657,9 
117,251,4 
107. 87:i,  n 
HH,  .5:}8, 5 
128,026,0 


6^201, 
105, '1.52, 
32, 176, 
5S,  596, 
51,544, 
37, 759, 
4;J,  S.S7, 
34,814, 
2S,.5:i2, 
75, 644, 
43,324, 
399,097, 


441.60 
760.  S9' 
712.96 
OK  111 
17^.  14f 
624. 9S 
13.5.23 
497.  .32| 
046.  :{sj 
08S.  00' 
8;i5.  .H8l 

794.34' 


322,902,650.39   3,944,949,287.75   1,460,082,286.91'        966.631,163.831  6,694,565,388.88 


Total  for  fiscal 
year  1921 

RECAPITlTLATIOff. 

Apr.  6  to  June  30, 

1917 

Fiscal  year  1918.. 
Fiscal  year  1919.. 
Fiscal  year  1920.. 
Fiscal  year  1921.. 

Grand  total 


30,694,2 
29,  .327,,^ 
24,036,2 
25.599,5 
21.884,?; 
IS,  .55  4, 7 
17.48.1,-] 
21.1.52,0 
29,203,11 
40,417,1 
25,4.85,1 
24,722,6 


64,917. 

59,  .551, 
716,18:J, 

55,6Ho, 

61,193, 
670,671, 

54,223 

70.511, 
727,54.3, 
108,380, 

52,262, 
561,920, 


691.90 
871.46 
7.57. 45, 
825. 49 
604.70 
179.54 
.322. 41 
047. 03t 
549. 04 
928.20 
9a8.39 
472. 13, 


1,917.32 
1,931.341 
1,34.3.27 
.,  40:i.  43i 
t,  247. 10 
,468.74 
:,  9.52. 10 
1,939.741 
,254.0:1 
1,753.69; 
1,476.671 
,  135. 85 


27,083, 
164,810, 
23,742, 
15,913, 
67,474, 
120,098, 
34,186, 
4.5,299, 
69,012, 
56,386. 
51,145i 
44,756, 


618. 93i 
344. 051 
762. 32I 
980. 45 
109.  87 
954.  .39 
441.81 
962.09 
822. 22 
799.99 
880.68 
912.09 


308,564.391.001  3,206,046,157.74;  1,390,379,823.28        719,942,588.89 


65,210,500.96 
179, 998,  ,383. 49 
184,457,867.39 
322,902,650.39 
308,564,391.00 


1,061,133,793.23 


328, 906, 757. 77(      142,391,206.47  32,930,241.89 

2,314,006,291.84!      872, 028, 02a  27 1  298.550,169.10 

3,018,783,687.29   1,296.501,291.67'  652,514,290.08 

3,944,949,287.75   1,460,082,286.91'  966,631,16.3.83 

3,206,046,157.74    1,390,379,823.281  719,942,588.89 


12, 810, 692, 182. 39  5, 161 ,  382, 628. 60|    2, 670, 568, 453. 79 


230,366, 
398, 400, 
911,307, 
220.  a34, 
275, 420. 
931,989, 
217,  .328, 
248,56:j, 
921,627, 
296, 170, 
223,706, 
750,017, 


525.45 
665.68 
071.81 
804.97 
812.25 
397.32 
249. 10 
614.78 
602.72 
665.82 
398. 89 
152. 12 


5,624,932,960.91 


567, 
3,664, 
5, 152, 
6,694, 
5,624, 


438,707.09 
582,864.70 
257,136.43 

565,388.88 
932,960.91 


21,703,777,058.01 
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Classified  disburseTnents  of  the  United  States  Government,  exclusive  of  the  principal  of 
the  public  debt,  by  months,  from  Apr.  6,  1917,  to  June  SO,  1921,  as  published  in  dailf 
Treasury  statements. 


Ordinary,  in- 

dudinj;  special 

exceot  foreign 

loans. 


Foreign  loans. 


Total. 


Deficit. 


Surplus. 


Apr.  6  to  30, 1917. 

May,  lOr 

June,    1917   (re- 
vised)  


$79,213,777.20 
119,065,655.96 

132,607,295.39 


S2OO,0QO.00O.0O 
407,500,000.00 

277,500,000.00 


1279,213.777.20 
526,565,555.96 

410,107,295.39 


Total  Apr.  6  to 
June  »),  1917. 


July,  1917 

August.  1917 

Septeraoer,  1917. 
October,  1917.... 
November,  1917. . 
December,  1917. . 

January,  1918 

February,  1918... 

March,  1918 

April,  1918 

May,  1918 

June,  1918 

Total  for  fiscal 
year  1918 


$195,767,617.24 
328,296,166.79 

124,382,137.43 


330,886.628.55 


885,000,000.00 


1,215,886,628.55 


648,447,921.46. 


209,810,846.97 
279,457,364.14 
350, 378, 285. 6f 
463,668,752.52 
511.152,057.53 
613,211,859.32 
720, 1.56, 045. 69 
687,686,985.74 
838,293,809  24 
927,787,779.23 
1,0*4,195,233.65 
1.269,873,702.42 


7,958,672,721.14 


July,  1918 

August.  1918 

September,  1918. 
October,  1918.... 
November,  1918.. 
December,  1918. . 

January,  1919 

February,  1919 . . 

Kfarch,  1919 

April,  1919 

MSy,  1919 

June,  1919 


Total  for  fiscal 
year  1919 


1,264,797,654.44 
1,526,263,223.02 
1,275,114,285.27 
1,175,762,260.99 
1,6.16,299,611.23 
1,671,923,855.48 
1,672,100,149.83 
1,044,516,601.32 
1,057,461,785.51 
1,010,319,698.11 
917,425,614,44 
7.54,639,949.83 


July,  1919 

August.  1919 

September.  1919. 
October,  1919.... 
November,  1919. . 
December,  1919..' 

January,  1920 

February,  1920. . . 

March,  1920 i 

AprU,  1920 

May,  1920 1 

June,  1920 i 

Total  for  fiscal  i 
year  1920 ' 

July,  1920 , 

August,  1920 1 

September,  1920. 
October,  1920.... 
November,  1920. . 
December,  1920..' 

January,  1921 

February,  1921... 

March,  1921 1 

April,  1921 ' 

May,  1921 

June,  1921.... 


15,035,624,689.17 

878,623,570.34 
711,521,798.39 
565,215,630.24 
626,194,278.58 
358,832,293.58 
465,776,623.92 
333,293,696.44 
275,457,433.96 
525,540,659.40 
489, 713, 336. 5P 
380,475,235.43 
471,362,356.34: 


462,500,000.00 
478,000,000.00 
396,000,000.00 
480,700.00a00 
471,929,750.00 
492,000,000.00 
370,200,000.00 

325,ooo,onaoo 

817,500,000.00 
287,500,000.00 
421,000,000.00 
242,700,000.00 


662,310, 

757,457. 

746,378, 

944,368, 

9S6,081, 

1,105,211, 

1,090,356, 

1,012,6S6, 

1, 155, 79^, 

1,215,287, 

1,508,195, 

1,512,573, 


845.97 
364.14 
285.69 
752.52 
807.63 
859.32 
015,69 
985.74 
809.24 
779.23 
233.65 
702.42 


57S, 
682, 
670, 
853, 
846, 

,000, 
986. 
913, 
999, 

,005, 
913, 


383,209.691 
960,833.281 
268,923.19 
910,461.96i 
591,030.09 
152,788.90 
999,835.82 
588,546.05 
044,531.19 
96^,634.97 
449,122.66 


4, 738, 029, 750. 00  12, 696, 702, 471. 14 


•9,032,119,606.44 


343,485, 
279,250, 
2S2,150, 
489, 100, 
278,949, 
389,052, 
290,250, 
145,397, 
322,350, 
409,608, 
194,911, 
64,750, 


000.00 
000.00 
000.00 
000.00 
697.70 
000.00 
800.00 
302. 3C 
000.00 
608.27 
857.29 
000.00 


1,608, 
1,806, 
1,6.57, 
1,664, 
1.935, 
2,080, 
1,962, 
1,189, 
1,379, 
1,428, 
1,112, 


282,651.44 
513,223.02 
264,285.27 
862,260.99 
249,308.93 
975,865.48 
360,940.83 
913,903.62 
811,785.51 
928,306.38 
337,471.73 
389,949.83 


066,405, 
1,663,261, 
1,405,379, 
1,513,281, 
1,624,255, 
1.857,073, 
1,766,508, 
1,027,154, 
81,962, 
1,006,376, 

833,075, 


517.30 
191.30 
631.47 
501.03 
045.74 
591.25 
106.49 
739.79 
839.29 
005.82 
261.05 


3, 479, 256, 265. 56  18, 514, 879, 955. 03 


97,650,000.001 
64,276,946.991 
102,006,000.00 
50,154,927.00 
10,000,000.00 
26,634,041.10! 
15,000,000.00 
20,000,000.00 
12,000,000.00 
16,616,114.00 
15,000,000.00 
3,000,000.00 


6,982,006,813.12 


976,273,670.34 
766,797,744.38 
667,221,630.24 
676,349,206.58 
368,832,293.68 
492, 410, 666. 02< 
348,293,696.44 
296,457,433.961 
637,540,659.40 
506,329,450.50 
395,475,235.43 
474,362,356.34 


U3,362,622,81&60 

748,491,867.32 
497,258,913.42 


319, 239, 45a  35 
127,446,631.67 


92,965^669.77 
65^930, 093. 19 


$119,19S311.» 


372, 110. 613. « 


475, 333, 814. « 


600,28Q,«Lfl 


421,337,028.09  6,403,343,841.21 


296,501,839.311 

417,101,594.561 

481,044,489.25' 

426,497,372.37. 

426,092,313.00. 

404,675,091.03. 

388,179,272.33. 

351,102,030.451. 

619,781,297.00 

494,091,189.49. 

368,450,545.01'. 

469,613,95&06!. 


11,000,000.00 
30,469,467.89 
15,732,166.64 


16,695,063.91 


306,501,839. 
447,671,062. 
496,776,664. 
426,497,372. 
426,092,313. 
404,675,091. 
388,179,272. 
351,102,03a 
536,476,360. 
494,091,189. 
368,460,545. 
469,613,958. 


188,071, 13a  11 
137, 973, 86a  ll! 


561,S00,05L38 


881, 474, 261.  n 


76,135,313.86 
49,170,396.77 


206,462,567.40 
150,671,60a76 


170,851,023.23 
102,538,416.67 


197,920,523.67 
144, 744, 14a  12 


5,042,030,991.86        73,896,697.44!  5,115,927,689.30 


Total  for  fiscal 
year  1921 

RECAJTTULATION. 

Apr.  6  to  June  30,  ' 

1917 '      330,886,628.55       885,000,000.00 

Fi'ical  year  1918. .    7, 958, 672, 721. 14  4, 738, 029, 750. 00 


1,215,886,628.65 
12,606,702,471.14 


648,447,921.46 
9, 032, 119, 60a  44 


1291,22U5«7W  I 


414,530,416.92 


527,414,306.29 


385,161,24L^ 
'286,'4Qi'i»4.0i 


1509.005.2TL6'. 


Fiscal  year  1919..  15, 035, 624, 689. 47'  3,479,255,265.6618,614,879,966.03!  13,362,622,818.60 

Fiscal  year  1920..    5,982,006,813.12       421, 337, 028. 09  6, 403, 343, 841. 21 '      291,221, 547.  <: 

Fiscal  year  1921..    5,042,030,991.86!        73,896,697.44;  5, 115, 927, 68a 30| ;      509,O06.2n.W 

Grand  total....  34, 349, 221, 844. 14   9,597,518,741.0943,946,740,686.23122,242,963,827.22 


'  Net. 
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Gov.  Strong.  The  long  statement  I  made  this  morning  with  regard 
to  the  operation  of  the  money  committee  really  introduced  a  dis- 
cussion of  the  whole  subject  of  control.  It  was  made  for  the  purpose 
of  showing  all  of  the  influences  that  were  active  during  the  periods 
that  I  have  described,  or  that  were  dealt  with  directly  by  the  Federal 
reserve  banks,  or  through  various  agencies. 

The  next  subject  is  the  progressive  rates  which  also  were  adopted 
as  the  result  of  an  amendment  to  the  Federal  Reserve  Act,  as  a  means 
for  control  of  expanding  credit. 

The  members  of  the  Federal  Reserve  Board  were  good  enough  to 
discuss  this  matter  with  the  officers  of  the  FederS  reserve  bank 
before  the  amendment  was  submitted  to  Congress.  The  Federal 
reserve  bank  in  New  York — I  was  away  at  the  time — ^bdt  after  much 
discussion  we  made  up  our  minds,  in  New  York — at  least  my  asso- 
ciates did — that  it  was  a  plan  which  was  not  applicable  to  the  New 
York  district. 

The  only  comment  of  my  own  that  I  have  located  is  contained  in  a 
portion  of  a  telegram  which  I  sent  to  New  York,  from  San  Fran- 
cisco, on  April  16,  1920,  and  in  one  or  two  letters  which  are  too  long 
to  be  read. 

I  have  the  telegram  here  which  I  will  read. 

The  Chairman.  What  is  the  date  of  that  telegram  ? 

Gov.  Strong.  April  16,  1920. 

With  rates  and  reserves  at  present  level  believe  we  are  justified  in  exercising  more 
ri^d  control  of  accommodation  to  large  borrowing  banks,  but  have  always  doubted 
wisdom  of  propressive  rates  as  now  proposed  xmless  they  were  only  permissive  and  not 
mandatory.  The  principle  of  a  progressive  rate  applicable  to  the  present  situation, 
but  might  prove  unfair  under  more  normal  conditions. 

Now,  the  subject  of  progressive  rates  is  open  to  a  good  many 
opinions,  because  conditions  differ  in  the  different  districts.  So  1 
would  like — and  I  can  fully  appreciate  that  in  some  districts  the 
application  of  this  rate  might  be  wholesome  in  controlling  undue 
expansion  of  borrowing  by  mdividual  banks — to  point  out  that  the 
failure  to  adopt  the  plan  in  New  York  was  the  result  of  discussions  by 
the  directors  of  the  bank  and  especially  because  they  felt,  I  think, 
that  it  was  not  applicable  in  New  York. 

I  want  to  point  out,  however,  certain  things  about  the  Federal 
reserve  bank  rates.  My  belief  is  that  credit  is  a  commodity  just  as 
anything  else  that  is  bought  and  sold  and  commands  a  price  which  is 
fixed  by  the  laws  of  supply  and  demand.  When  an  attempt  is  made 
by  the  Federal  reserve  bank  to  distinguish  by  different  rates — differ- 
entials between  the  value  of  credit  extended  to  member  banks  on  one 
kind  of  collateral,  as  distinguished  from  another  kind  of  collateral — 
I  think  that  a  fundamental  error  is  made  in  the  whole  plan  of  credit 
extended  by  a  reserve  bank. 

While  the  market  value  of  credit  is  determined  by  supply  and 
demand,  it  is  also  determined  by  the  goodness  of  the  credit.  Credit 
that  is  not  very  good,  generally  has  to  pay  a  higher  rate.     But  the 

t)rinciple  of  the  Federal  reserve  system  is  that  it  will  only  make  good 
cans.  It  does  not  undertake  anything  that  is  speculative.  All  of 
the  loans  that  the  Federal  reserve  banks  make  are  those  which  come 
to  them  from  a  member  bank,  with  the  indorsement  of  the  member 
bank;  and,  if  we  are  willing  to  accept  the  premise,  which  I  think  we 
should,  that  substantially  every  loan  made  oy  a  Federal  reserve  bank 
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is  as  good  as  any  other  loan  which  it  makes,  then  it  seems  to  me  that 
the  only  difference  in  rates  which  is  applicable  to  a  loan  made  by  a 
Federal  reserve  bank  is  that  which  depends  upon  the  term  for  wluch 
the  loan  is  made;  that  is,  money  for  a  longer  period  may  command  a 
different  value  from  money  for  a  short  perioa. 

I  have  always  felt  that  we  should  looJk  in  the  Federal  reserve  sys- 
tem toward  a  policy  of  having  one  rate  for  all  credit  which  we  extend 
for  a  ^iven  period  of  time. 

In  \e\v  York  wo  have  arrived  for  the  second  time  at  that  desirable 
objective,  according  to  my  views;  and  if  the  theory  is  good,  then  in 
the  discounting  business  which  we  conduct  w^ith  our  members,  we 
will  always  discount  for  the  period  of  the  discount  at  one  rate,  no 
matter  what  kind  of  security  we  get. 

See  how  it  v/orks  out:  By  illustration,  suppose  to-day  we  should 
adopt  the  urgent  recommendation  which  some  people  make  of  a 
3^  p^r  cent  rate  upon  Government  securities,  and  a  4i  or  5  per  cent 
rate  upon  any  other  kind  of  securities.  The  result  would  ne  that 
shortly  all  loans  by  the  Federal  reserve  banks  would  be  made  upon 
Government  bonds,  notes,  or  Treasury  certificates.  No  different 
motive  actuates  a  bank  in  borrowing  from  that  which  actirates  an 
individual  who  borrows.  They  borrow  at  the  lowest  rate  at  which 
they  can  get  the  credit:  and  the  question  which  every  member  bank 
asks  when  it  borrows  from  a  Federal  reserve  bank  is,  *^What  is  the 
cheapest  credit  wc  can  get?''  And,  allowing  for  the  slight  difference 
in  the  yalue  of  the  credit,  due  to  matters  of  convenience  (that  is  to 
say,  it  may  be  very  much  easier  to  ship  some  commercial  paper  which 
is  not  negotiable  to  a  Federal  reserve  bank  than  to  ship  a  bulk} 
bundle  of  coupon  bonds)  at  a  very  slight  rate  differential,  m  borrow- 
ing for  a  very  brief  period  they  may  prefer  to  send  in  commercial 
paper  rather  tlian  to  snip  bulky  bonds  at  some  risk. 

In  the  same  way  they  will  prefer  to  borrow  on  the  Treasury  certifi- 
cates of  indebtedness,  so  far  as  convenience  is  concerned,  where 
they  are  not  very  bulky  rather  than  to  send  in  bulky  coupon  bonds. 
But,  in  general,  I  think  the  principle  that  I  stated  is  correct,  that 
the  rate  policy  of  the  Federal  reserve  system  in  time,  as  experience 

foes  on,  and  as  we  get  away  from  the  innuence  of  war  conditions, will 
e  one  rate  for  all  credit  for  a  given  period. 

Representative  Ten  Eyck.  The  tendency  to  give  a  higher  rate  on 
Government  securities  would  be  to  keep  the  Government  bonds 
nearer  par  than  they  would  be  otherwise,  would  it  not? 

Gov.  Strong.  I  do  not  believe  that  it  would  have  any  effect. 

Representative  Ten  Eyck.  You  do  not  think  that  it  would  have 
any  effect  ? 

Gov.  Stuono.  I  do  not  believe  that  it  would  have  any  effect.  I 
admit  that  I  did  think  it  would  have  an  effect  at  one  time,  but  we 
are  entitled  to  change  our  opinions,  and  I  do  not  think  the  differential 
is  a  wholesome  thing. 

Representative  Ten  Eyck.  I  can  appreciate  your  suggestion  of 
putting  eveivbodv  on  an  equality. 

Gov.  Strong.  Ves,  sir. 

Representative  Ten  Eyck.  The  only  thing  is  that  the  farmer  in 
this  instance,  being  the  long-time  borrower,  and  if  you  chaise  him 
a  higher  rate  for  a  long-discount  period,  it  might  in  that  way  ulti- 
mately work  against  the  farmer;  would  it  not? 
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Gov.  Strong.  Let  us  see  now  —  of  couree  the  farmer  is  entitled  to 
every  consideration. 

Representative  Ten  Eyck.  I  am  merely  bringing  up  that  question. 

Gov.  Strong.  But,  if  the  farmer  requires  credit  for  a  longer  period 
than  the  merchant  or  the  manufacturer  and  gets  it,  accordmg  to  the 
laws  which  I  believe  govern  these  things,  he  should  pay  sHghtly  higher 
rat^  for  it. 

Representative  Ten  Eyck.  Right  there,  Governor,  is  this  worthy 
of  consideration :  You  make  your  rates  of  discount  of  paper  due  to  the 
length  of  time  of  maturity  of  the  paper,  which  time  is  governed  to  a 
certain  extent  by  the  actual  turnover  of  the  business  that  the  paper 
represents  ? 

Gov.  Strong.  Yes,  sir;  and  the  farmer  has  the  longest  turnover. 

Representative  Ten  Eyck.  Yes;  and  if  the  length  of  discount  is  no 
longer  than  his  turnover  he  should  be  given  the  same  consideration 
that  the  man  who  borrows  who  has  a  short-tiine  turnover  in  business  ? 

Gov.  Strong.  Yes,  sir.  Now,  let  me  examine  that  from  the  stand- 
point of  the  farmer  a  little  bit.  He  is  not  a  wholly  unknown  factor  in 
our  district,  as  you  know. 

The  farmer  has  two  choices  when  he  goes  to  a  bank  up  in  Orange 
County,  where  they  grow  onions,  which  we  finance  for  the  banks  up 
there.  He  has  the  choice  of  borrowing  money  for  three  months, 
probably,  in  which  event  he  gets  the  rate  that  manufacturers  get. 
That  paper  comes  to  the  Federal  reserve  bank  and  is  discoimtea  at 
the  90-day  rate  by  the  Federal  reserve  bank. 

But  suppose  he  says,  ''I  want  to  be  sure  that  I  have  this  monev 
until  I  make  my  onion  crop  and  sell  it.     I  want  this  for  nine  months. 

What  he  wants  is  insurance,  and  he  pays  for  it  a  little  higher  rate. 
The  bank  charges  a  higher  rate  and  the  Federal  reserve  bank  prescribes 
a  higher  rate. 

In  point  of  fact,  we  do  not  control  his  rate.  Our  rate  has  no  influ- 
ence on  him  at  all.  It  is  the  cashier  of  the  bank  that  deals  with  him 
who  controls;  and  from  the  standpoint  of  the  bank  which  makes  the 
original  loan  to  that  farmer,  the  cashier  says,  in  making  the  loan  for 
nine  months,  ^'Nine  months  is  a  longer  period  than  three  months. 
There  is  much  imcertainty  in  money  rates.  They  may  go  up.  I 
will  have  to  charge  you  more  if  you  take  the  money  for  nine  months, 
than  I  will  if  you  taie  it  for  three  months.  If  you  take  it  for  three 
months,  you  can  have  it  for  5  per  cent,  but  it  may  be  that  three 
months  from  now  you  will  have  to  pay  7  or  some  mgher  rate;  but 
if  you  want  to  be  insiu'ed  over  a  period  of  nine  months,  you  will 
have  to  pay  a  higher  rate  than  for  three  months — let  us  say  6  per 
cent." 

Now,  you  will  see  the  influence  which  our  rates  have  upon  this,  and 
it  is  the  very  point  that  I  want  to  bring  to  your  attention.  They 
have  no  influence  at  all,  because  it  is  only  after  the  bank  up  in  Orange 
County  finds  its  reserve  has  got  down  too  low  as  a  result  of  loans  to 
these  fanners  that  it  comes  to  us  to  borrow  money. 

What  motive  actuates  that  bank  in  borrowing  money  from  us  ?    It 
is  the  same  motive  as  that  which  actuates  the  farmer  in  borrowing 
the  money  from  his  bank,  and  if  it  has  Treasury  certificates  or  Liberty^ 
loan  bonds,  it  will  come  in  and  borrow  from  us  at  that  pref erentia 
rate,  which  may  have  been  lower,  and  it  will  use  the  bonds  or  certifi 
cates  as  collateral. 
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There  is  no  relation  between  the  loan  we  make  to  the  member  bank 
and  the  loan  which  the  member  bank  makes  to  its  customer. 

Representative  Ten  Eyck.  Well,  it  does  in  this  respect,  that  thr 
banker  at  the  time  that  he  makes  the  loan  to  the  farmer  realizes  that  if 
he  is  to  make  loans  in  the  future  to  the  farmers  that  the  farmers' 
paper  will  have  to  be  discounted,  as  it  were. 

Gov.  Strong.  Yes. 

Representative  Ten  Eyck.  And  that  he  will  have  to  pay  higher 
rate. 

Gov.  vStrong.  Yes,  sir. 

Representative  Ten  Eyck.  He  figures  that  in  his  original. transac- 
tion. 

Gov.  Strong.  He  may  take  into  account  that  differential. 

Representative  Ten  Eyck.  Yes. 

Gov.  Strong.  Well,  I  should  question  that  a  little  bit,  sir.  Was 
not  the  motive  the  same  with  the  member  bank  when  there  was  no 
reserve  bank  ? 

Representative  Ten  Eyck.  Undoubtedly. 

Gov.  Strong.  Suppose  there  was  no  reserve  bank.  When  that 
farmer  asked  for  a  loan  and  his  bank  loaned  the  money  to  him,  a 
borrower  for  nine  months  instead  of  three  months,  would  not  the 
motive  be  just  the  same  whether  there  were  a  reserve  bank  or  not  ? 

Representative  Ten  Eyck.  It  would;  but  my  idea  is,  or  sugges- 
tion lor  consideration  is  this,  that  the  Government  has  learned  fn)in 
experience  the  Yiccessity  for  certain  loans  to  the  farmers  in  the 
community. 

Gov.  Strong.  Yes,  sir. 

Representative  Ten  Eyck.  And  on  that  account  they  have  estab- 
lished a  farm  loan  bank  for  mortgages  to  take  up  the  mortgage  loan 
that  has  not  been  properly  attended  to  by  the  savings  banks  in  the 
past. 

Gov.  Strong.  Yes,  sir. 

Representative  Ten  Eyck.  As  governor  of  the  institution,  there  i? 
a  question  whether  you  should  not,  on  the  short-term  loans,  nine 
months  to  a  year,  do  something  likewise. 

Gov.  Strong.  Well,  now,  Mr.  Ten  Eyck 

Representative  Ten  Eyck  (interposing) .  That,  you  understand,  is 
my  argument  on  the  discount  of  farm  paper.  I  know  you  do  not 
loan  directly  to  the  farmer. 

Gov.  Strong.  Yes;  that  is  important  to  keep  in  mind.  That  is 
something  I  was  going  to  take  up  later — I  suppose  you  think  I  am 
going  to  talk  forever,  when  I  am  constantly  saving  that  I  have  some- 
thing to  talk  about  later. 

I  am  going  to  take  the  liberty,  with  a  great  deal  of  diffidence,  Mr. 
Chairman,  of  making  a  su^estion  on  that  subject.  It  may  be  of  no 
value  to  the  conmiission,  but  cohsider  it  for  what  it  is  worth. 

We  do  not  pretend  to  be  especially  experienced  in  om*  district  in 
the  problems  of  the  farmers,  because  they  have  been  very  well  taken 
care  of.  And  yet  sometimes  a  point  of  view  from  a  distance,  where 
controversial  questions  are  not  of  such  strong  influence,  may  be  of 
value,  and  later  on,  if  permitted  to  do  so,  I  will  discuss  that. " 

The  Chairman.  Yes,  sir. 
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Representative  Mills.  But,  it  is  a  fact,  is  it  not,  Gov.  Strong,  that 
the  Federal  reserve  system  was  primarily  organized  to  mobilize  the 
financial  resources  available  for  the  financing  of  short-time  or  com- 
mercial credits? 

Gov.  Stbong.  Yes,  sir. 

Representative  Mills.  And  so  far  as  the  f armer^s  long-term  credits 
are  concerned,  we  have  got  for  that  a  Farm  loan  system  ? 

Gov.  Strong.  Yes,  sir. 

Representative  Mills.  Now,  that  leaves  an  intermediate  stage  that 
is  not  covered;  that  is  to  say,  from  nine  months  to  two  years,  the 
credit  which  is  needed  by  the  farmer. 

Gov.  Strong.  That  is  the  vierv  point. 

Representative  Mills.  And  that  you  propose  to  take  up  later? 

Gov.  Strong.  That  I  propose  to  take  up  later,  yes,  sir. 

The  Chairman.  Would  not  the  banker,  with  respect  to  charging  a 
higher  rate  for  long-time  loans,  depend  somewhat  upon  what  the 
prevailing  rate  of  interest  was,  and  for  what  purpose  the  credit  was 
granted? 

Gov.  Strong.  Tes,  sir. 

The  Chairman.  In  other  words,  if  the  interest  rates  were  high  and 
the  risk  of  the  loan  was  not  CTeat,  with  the  interest  high,  there  will 
be  more  profit  in  making  a  long  loan  than  there  woulci  be  if  the 
interest  rates  were  low  ? 

Gov.  Strong.  That  is  exactly  so,  and  the  lending  of  money  sue- 
ce^uUy  by  a  bank  depends  very  largely  upon  the  ability  of  the 
officer  who  makes  the  loans  to  forecast  tliat  very  thing  whether  the 
trend  of  the  market  will  be  up  or  down.  When  we  make  loans  for 
three  months  or  for  nine  months,  it  involves  a  consideration  as  to 
what  the  possibility  of  the  future  may  be. 

Shall  I  proceed,  Mr.  Chairman  ? 

The  Chairman.  Y^,  sir. 

Gov.  Strong.  Now,  in  connection  with  the  establishment  of  these 
proCTessive  rates,  which,  as  I  say,  according  to  my  views  are  not 
applicable  to  our  district,  it  naturally  involves  the  necessity  for 
establishing  what  may  be  called  the  basic  line,  which  has  been  fully 
described  to  the  commission  and  I  believe  is  fully  understood. 

With  the  progressive  rate,  and  consequently  with  the  name, 
'•'basic  line"  whicn  is  simplv  a  yard  stick  by  which  we  measure,  the 
question  arises  as  to  what  shoulil  be  the  policj  of  the  Federal  reserve 
banks  in  lending  money.  Of  course,  in  lending  money,  a  ^eat  deal 
depends  upon  the  individual  borrowing  banks,  and  here  we  mtroduce 
the  elemeqt  of  a  basic  line,  to  resist  the  reduction  of  reserve  where 
it  will  approach  the  point  when  the  reserves  of  the  Federal  reserve 
system  as  a  whole  might  be  impaired.  That  is  to  say,  even  with  no 
prescribed  line  being  adopted,  under  the  provisions  of  the  statutes, 
which  reauires  that  the  Federal  reserve  banks  shall  dispense  this 
credit  with  due  regard  to  the  interests  of  all  of  the  members,  it  is 
quite  conceivable  that  the  entire  basic  line  of  a  district  might  be 
exhausted  by  the  borrowing  of  a  small  proportion  of  the  members 
of  that  district,  and  later  on  those  members,  which  had  not  been  bor- 
rowing at  all  might  be  denied  credit,  credit  which  they  required. 
Those  coming  in  later  would  be  denied  their  credit  because  it  had 
been  exhausted,  or  because  the  Federal  reserve*  bank  had  no  more 
lending  power. 
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The  deficiencies  of  reserve  that  were  developed  before  putting  the 
interreserve  discounts  into  eflFect  in  the  12  districts,  and  the  disad- 
vantage to  a  reserve  bank  had  these  adjustments  not  taken  place, 
indicate  the  necessity  for  adopting  in  the  management  of  the  reserve 
banks  some  system  to  insure  that  we  do  not  lend,  or  do  not  extend 
too  much  crenit  to  certain  member  banks  that  may  desire  to  borrow 
too  much;  but  on  the  other  hand,  a  mechanical  and  purely  mathe- 
matical application  of  this  method  of  control  mi^ht  operate  very  un- 
justly, it  might  have  the  eflFect,  as  has  sometunes  nappened,"^  that 
a  large  number  of  banks  would  decline  to  extend  credit  due  to 
temerity.  Banks  which  had  the  courage,  however,  and  the  public 
spirit  to  extend  credit  in  an  emergencv  far  beyond  what  they  ordi- 
narily would  extend,  if  subjected  to  this  purely  mechanical,  mathe- 
matical rule,  would  be  doing  an  injustice  to*^  the  business  of  the 
community  by  declining  credit. 

The  Chairman.  Penalizing  the  very  men  who  do  what  you  want 
them  to  do  under  the  circumstances. 

Gov.  Strong.  Yes,  sir*  penalizing  the  men  for  doing  what  you 
want  them  to  do  under  tne  circumstances.  I  brin^  this  out  in  this 
discussion,  and  point  out  the  diflSculty  with  which  these  matters  may 
be  determined  by  the  management  of  the  respective  reserve  banks 
at  a  time  when  the  reserve  gets  low.  Not  only  did  reserves  get  low, 
as  to  certain  individual  banks  like  those  pointed  out  yesteraay,  but 
they  got  low  as  to  the  whole  system.  And,  if  it  were  a  time  when 
you  had  a  progressive  rate  or  not,  it  would  be  necessary  to  be  careful 
and  see  that  Qie  administration  of  this  volume  of  credit  was  fairly 
apportioned  to  those  who  needed  it,  and  it  might  be  that  those  who 
needed  it  could  not  get  it,  because  other  borrowers  had  reduced  the 
lending  power  to  the  proportion  limited  by  the  basic  Une. 

Now,  in  this  connection,  a  good  deal  has  been  said  about  the 
relation  of  the  borrowings  of  certain  banks  to  the  basic  lines  and  we 
are  assembling  some  data  for  the  whole  svstem  to  submit  to  the 
commission.  1  regret  that  it  is  not  yet  finished,  but  when  it  is 
cotnplete  it  will  be  introduced  into  the  record.     (See  p.  762.) 

Representative  Mills.  Are  you  going  to  deal  now,  or  later,  with 
Mr.  Williams^s  special  charges  with  reference  to  excessive  loans  to 
certain  banks  ? 

Gov.  Strong.  I  was  expecting  to  deal  with  that  later,  Mr.  Mills, 
when  we  deal  with  his  testimony. 

This  brings  the  discussion  down  to  the  point  where  we  should 
examine  the  methods  that  were  employed  to  exercise  some  influence 
or  control  over  the  extent  to  which  our  credit  should  be  employed  by 
the  member  banks  and  especially  at  a  time  when  that  control  could 
not  be  exercised  entirely  by  discount  rates. 

I  think  it  must  be  admitted  that  if  the  discoimt  rates  of  the  Federal 
reserve  banks  and  especially  the  preferential,  rates  that  were  accorded 
on  borrowings  upon  Government  securities  were  much  below  the 
market  rates  for  money,  the  tempta^on  to  use  the  reserve  banks  for 
profit  was  considerable;  and  unless  the  rates  could  be  so  adjusted 
that  that  was  eliminated,  they  would  always  face  the  possibility  of 
furnishing  facilities  which  would  be  abused. 

In  other  words,  suppose  we  attempt  to  exercise  some  other  kind  of 
control  than  rate  control — ^by  direct  influence,  or  by  mandate,  if  it 
could  be  issued,  or  by  argument  and  discussion,  and  so  on.    That 
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brings  us  to  the  point  again  which  I  will  illustrate  by  the  case  of  a 
State  bank  enjoying  the  facilities  of  the  Federal  reserve  system 
indirectly.  The  Federal  reserve  act  provides  that  member  oanks 
shall  not  act  as  agents  for  nonmembers  in  securing  credits  from 
reserve  banks^  except  after  having  secured  the  permission  of  the 
Federal  Reserve  Board.  But,  how  can  you  distinguish  it?  Let  us 
suppose  that  a  State  bank,  not  a  member  of  the  Federal  reserve 
system,  borrows  money  from  a  national  bank,  which  is  a  member, 
and  that  the  national  bank  at  the  same  time,  possibly  because  of 
this  borrowing  by  the  State  bank,  comes  to  us  for  a  loan  to  increase 
its  reserve  which  has  been  impaired  by  that  very  borrowing;  that  is. 
the  loan  made  by  it  to  the  State  bank.  The  loan  is  such  as  woula 
ordinarily  be  made  by  one  bank  to  another.  And,  if  we  make  a  loan 
to  that  national  bauK,  we  are  providing  it  with  funds,  indirectly,  to 
enable  it  to  make  a  loan  to  a  State  banK. 

It  is  a  fact  that  certain  loans  may  come  to  the  reserve  banks  through 
the  agency  of  member  banks,  with  which  the  State  banks  have  never 
had  any  relation  whatever,  just  acting  as  a  go-between,  and  the 
member  banks  may  indorse  the  paper  (as  they  would  have  to,  in 
order  to  get  the  discount)  for  a  consideration,  for  a  commission,  or 
for  a  difference  in  interest  rates,  and  then  turn  the  funds  right  over 
to  a  State  bank,  which  thus  employs  the  member  bank  as  an  agent. 
But  if  we  were  to  attempt  to  prevent  the  employment  of  the  t  nds 
of  the  Federal  reserve  bank  for  the  purpose  oi  making  loans  to  non- 
member  banks;  if  we  were  to  prevent  member  banks  doing  that,  we 
would  have  to  go  into  their  offices  and  examine  every  loan  that  they 
made  or  require  from  them  a  certificate  that  they  make  no  loans  to 
nbnmember  banks,  in  order  that  our  funds  might  not  be  indirectly 
used  for  nonmember  bank  purposes. 

That  same  principle  applies  to  all  transactions  between  reserve 
banks  and  member  banks.  We  can  not  earmark  these  dollars  we 
lend,  so  to  speak,  to  the  member  banks,  and  say  that  so  much  shall 
go  to  the  State  banks  and  so  much  to  the  farmers,  and  so  much  to 
other  purposes. 

Once  a  loan  is  made  it  goes  into  a  common  fund,  not  a  common  fund 
to  be  reloaned,  but  a  common  fund  of  that  member  bank's  reserve,  to 
build  up  its  reserve,  so  that  its  reserve  will  be  maintained  in  keeping 
with  its  loans  and  deposits. 

I  am  stating  this  at  some  length  for  the  purpose  of  pointing  out  to 
the  commission  the  fact  that  these  controls  we  were  called  upon  to 
exercise,  which  would  otherwise  be  exercised  by  the  rate  of  discount^ 
could  only  be  in  the  nature  of  a  general  discussion  and  survey  of  what 
it  was  that  occasioned  an  increase  of  borrowing  by  the  member  banks 
in  a  rather  general  way. 

If  we  attempted  a  more  particular  control  than  that,  it  would  mean, 
in  point  of  fact,  that  we  would  have  to  have  a  representative  in  each 
one  of  the  792  member  banks  of  the  second  or  New  York  district  to 
examine  every  single  loan  made  in  order  that  there  might  not  be  any 
escape.  We  would  have  to  do  all,  survey  all,  control  all,  under  such  a 
rule  instead  of  relying  upon  such  general  impressions  as  we  could  gain 
by  meetings  and  discussions  with  these  member  bankers. 

Representative  Mills.  Will  you  illustrate  that  further  by  giving 
the  multitude  of  operations  which  are  carried  on  in  the  Federal 
reserve  banks,  say,  during  the  course  of  one  day  ? 
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Gov.  Strong.  Well,  there  have  been  a  number  of  instances  in  the 
Federal  reserve  bank  of  New  York  when  we  have  done  a  business  of 
over  $1,000,000,000  in  one  day.  There  was  one  day  when  we  had  a 
turnover  of  over  $1,500,000,000. 

At  the  height  of  war  activities  and  placing  of  Government  loans  ii 
was  no  unusual  thing  for  us  to  have  $400,000,000  or  $500,000,000  of 
loans  go  through  the  office  in  one  day. 

I  am  speaking  roughly  from  memory,  from  examinations  made 
from  day  to  day  by  the  executive  committee;  but  the  business  of  the 
bank  every  day  is  m  the  himdreds  of  millions  of  dollars. 

Now,  that  is  just  business  which  goes  through  the  reserve  bank. 
Of  course,  when  you  go  over  the  transactions  of  all  the  member  banks 
every  day,  with  the  multitude,  the  variety,  the  complexity  of  them, 
for  these  determinations;  what  would  take  place  would  be  that  we 
would  have  to  run  every  bank.  The  situation  is  simnly  this:  At  a 
certain  point  every  day  the  member  banks  know  whetiier  they  have 
an  excess  reserve  or  whether  they  are  short  in  reserve;  that  is,  the  net 
effect  of  a  day's  transactions  upon  their  reserves,  which  vastly  varies. 

In  some  cases,  with  the  large  banks,  new  deposits  are  coming  in, 
and  old  deposits  are  being  withdrawn,  new  loans  are  being  made  and 
old  loans  being  repaid,  and  their  customers  are  buying  and  selling 
securities  and  foreign  exchange  and  so  on,  without  limit.  When 
those  transactions  are  all  measured  up  and  the  sheet  of  the  bank  for 
the  day  is  made  out,  they  then  find  that  the  net  of  it  is  that  they  have 
impaired  their  reserve,  which  they  carry  on  our  books,  or  that  there 
is  an  excess.  If  there  is  an  impairment,  they  will  come  to  us  and 
borrow  enough  to  make  the  reserve  good,  and  if  a  surplus,  they  will 
repay  some  of  their  borrowings  from  us. 

Thus,  to  exercise  a  particular  and  exact  control  as  to  what  is  done 
with  the  credit  that  we  extend  to  member  banks,  would  involve  the 
examination  of  each  transaction  by  every  member  bank  every  day 
in  the  year. 

Representative  Mills.  Which  is  a  physical  impossibility. 

Gov.  Strong.  WTiich  is  a  physical  impossibility.  I  am  sorry  to 
urge  that  argument  so  strongly,  but  I  think  it  has  a  great  deal  to  — - 

The  Chairman  (interposing).  Let  me  see  if  I  understand  you 
correctly.  As  I  understand,  when  a  bank  makes  a  loan  to  those  who 
are  worthy  to  borrow,  it  does  not  actually  borrow  the  money  from  the 
Federal  reserve  bank,  or  borrow  from  the  Federal  reserve  bank  for  the 
purpose  of  making  that  loan,  but  that  it  borrows  from  the  Federal 
reserve  bank  an  amount  sufficient  to  bring  its  reserve  up  to  the 
amount  that  it  is  required  to  carry. 

Gov.  Strong.  That  is  it.  That  is  all.  That  is  all  they  borrow 
from  the  Federal  reserve  bank  for. 

The  Chairman.  So  that  the  actual  credit  represented  by  the  re- 
discount of  the  member  banks,  with  the  Federal  reserve  bank  may  be 
many  times  the  actual  borrowing  of  the  member  banks  from  the 
Federal  reserve  bank  ? 

Gov.  Strong.  Exactly. 

The  Chairman.  So  that  the  suggestion  that  the  $240,000,000 
which  was  borrowed  from  the  Federal  reserve  banks  on  farmers' 
paper  represented  the  sum  total  of  the  credit  extended  to  the  farmers 
of  the  country,  is  not  a  sound  conclusion  ? 
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Gov.  Strong.  It  is  not  a  sound  conclusion,  and  I  can  not  emphasize 
that  too  strongly.  It  is  perfectly  obvious  to  me  that  a  very  large 
amount  of  money,  of  credits,  was  undoubtedly  granted  to  the  mem- 
ber banks  upon  the  security  of  Government  bonds  for  the  benefit  of 
farmers. 

You  can  not  identify  it.  In  order  to  get  at  the  volume,  and  the 
change  in  the  volume  of  loans  for  agricultural  purposes  which  are 
reflected  back  into  the  borrowings  from  the  Feaeral  reserve  banks, 
you  would  have  to  go  to  every  bank  in  the  United  States  and  analyze 
their  loans  and  find  out  just  what  they  had  loaned  to  the  farmers. 

Representative  Mills.  I  think  that  if  the  chairman  would  go  a 
step  further,  he  may,  or  if  he  does  not,  I  would  like  to  ask  a  question; 
Assume  that  $100,000  was  loaned  bv  a  member  bank  to  an  individual 
farmer,  by,  let  us  sav,  a  New  York  bank,  that  they  deposited  that 
to  the  credit  of  the  farmer.  It  would  not  borrow  the  full  $l60,000 
from  the  New  York  Federal  reserve  bank,  but  it  would  only  borrow 
$13,000,  to  make  good  the  necessary  reserve  created  by  the  deposit 
to  the  credit  of  the  farmer. 

Gov.  Strong.  That  is  all. 

The  Chairman.  It  would  only  borrow  between  $7,000  and  $8,000. 

Gov.  Strong.  If  it  were  in  a  country  district,  it  would  only 
borrow  $7,000. 

Representative  Mills.  So  that  the  $230,000,000,  might  well 
represent  riot  the  $200,000,000  cash,  but  over  $2,000,000,000  in  the 
way  of  credits. 

Gov.  Strong.  You  anticipate,  Mr.  Mills,  what  I  was  coming  to. 

Representative  Mills.  Excuse  me. 

Gov.  Strong.  If  you  want  to  find  out  how  much  it  represents, 
test  what  the  results  of  that  credit  would  be  in  reserve  borrowing, 
Slid  multiply — I  do  not  think  it  would  be  exactly  an  honest  exposi- 
tion— ^but  multiply  it  by  the  proportion  in  which  this  credit  is  multi- 
plied, as  I  explamed  m  my  discussion,  and  then  you  will  have 
something  like  it. 

Representative  Mills.  Now,  those  figures  taken  from  that  report 
gives  a  maximum  of  even  greater  than  the  amount  I  had  suggested. 

Gov.  Strong.  Yes,  sir. 

Representative  Ten  Eyck.  The  commission,  I  think,  understands; 
but  tne  figures  that  we  are  considering  were  the  comparison  of  the 
discount  on  agricultural  paper,  in  the  country  banks  with  the  dis- 
coimts  on  all  other  paper,  industrial  paper,  in  the  same  banks,  and 
that  same  thing  would  stand  true  of  them,  the  same  as  it  does  of  the 
farmers,  and  therefore  our  comparisons  were  perfectly  proper. 

Gov.  Strong.  Well,  the  comparison 

Representative  Mills  (interposing) .  Let  me  say  to  Mr.  Ten  Eyck 
that  that  statement,  the  only  comparison  made  before  this  com- 
mission would  be  $230,000,000  which  has  been  compared  with  the 
values  of  what  the  farms  raised  in  the  United  States  and  with  the 
total  value  of  the  farm  products,  and  comparisons  made,  and  the 
statements  made  before  this  commission  that  $230,000,000  repre- 
sents the  accommodations  which  the  farmers  had  received.  And 
it  is  on  that  basis  that  the  figures  are  not  entirely  fair. 

Representative  Ten  Eyck.  The  question  I  thmk  I  placed  before 
the  commission  was  to  ascertain  tne  relativity  of  the  loans  to  the 
farmers  on  farm  products  discoimted  by  the  reserve  banks  between 
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the  lo&ns  on  other  industries  discounted  by  the  reserve  banks.  Com- 
paring them  with  the  total  value  of  farm  products  and  the  totiJ 
value  of  the  products  of  other  industries. 

Gov.  Strong.  Yes,  sir.  Well,  Congressman,  I  do  not  know  how 
we  can  get  at  that,  but  T  want  to  say  a  few  words  here  about  these 
figures,  in  regard  to  this  credit,  which  "are  liable  to  be  most  misleadirg. 
Just  take  the  possibility  of  their  being  misleading  by  supposing  tm 
We  have  a  farmer  who  wants  to  borrow  $100,000  from  a  New  York 
bank 

Representative  Ten  Eyck  (interposing).  I  can  not  imagine  one, 
but  1  will  try  to. 

Gov.  Strong.  There  may  bo  some  there  who  can,  and  I  think 
that  there  are. 

Representative  Ten  Eyck.  I  mean  farmers. 

Gov.  Strong.  Suppose  he  had  an  account  with  a  New  York  City 
bank—I  am  just  leadmg  you  to  the  point,  if  I  can  do  so,  of  doubting 
the  wisdom  of  placing  fob  much  reliance  on  some  of  these  figures. 

Let  us  suppose  that  he  borrowed  $100,000  from  a  New  York  bank 
where  he  haa  an  account  —he  is  not  a  farmer,  but  an  agriculturist, 
if  you  please,  and  in  addition  to  having  an  account  there  he  had  an 
account  up  at  Millbrook,  or  some  place  where  he  actually  lived. 

Representative  MiLr,8.  Where  tney  used  to  go  to  avoid  the  per- 
sonal property  taxes. 

Gov.  Strong.  And  the  result  of  that  loan  from  the  New  York  City 
bank  is  that  he  leaves  deposit<5d  in  the  New  York  City  bank  $10,000. 
Now,  the  New  York  City  bank  borrows  $1,300— only  to  maintain 
that  reserve.  It  might  be  on  Liberty  bonds.  Then  the  agriculturist 
would  transfer  $90,000  up  to  the  district  where  he  nec(&  it  in  his 
farming  business  and  operates  the  farm,  and  he  would  deposit  that 
$90,000  in  t*he  local  bank.  That  would  increa*^  the  deposit  liabiUty 
of  the  local  bank  which  would  then  have  to  get  some  reserve  to  offset 
it.  But  it  did  not  increase  the  reserve  requirement  of  that  bank 
until  it  had  used  that  credit- -had  loaned  it. 

Therefore,  the  first  efloct  of  the  transfer  of  $90,000  fiora  the 
New  York  City  bank  to  this  country  bank,  where  a  7  per  cent  reserve 
is  required,  would  be  that  they  would  use  the  money  in  making  loans 
to  the  farmers  in  the  district,  and  aft^r  they  had  made  loans  in  the 
district  to  the  farmers  and  gotten  down  to  the  point  where  they 
could  not  lend  any  more,  then  they  would  come  to  us  and  borrow 
money  to  sustain  this  inflated  deposit  liability  that  had  been  created. 
Now,  that  bank  possiblv  has  had  an  occasion  to  borrow  from  tiie 
Federal  reserve  hank  before,  so  instead  of  borrowing  irom.  us  on  this 
farmer's  paper,  they  would  send  in  certificates  of  indebtedness,  or  if 
we  allowed  lower  rates  on  Government  bonds,  they  would  send  down 
the  bonds,  or  what-ever  they  got  the  lowest  rate  of  discount  on.  And 
this  loan,  the  original  $100,000,  in  New  York  City,  has  resulted  in 
loans  from  us  to  maintain  reserves,  without  any  agricultural  paper 
appearing  in  our  discounts  at  all.  With  the  transfer  of  this  money, 
neverthe^ss,  which  is  employed  for  operating  a  farm  in  the  com- 
munity, their  reserves  have  become  impaired  and  they  have  possibly 
borrowed  over  $7,500  from  the  Federal  reserve  bank  on  certificates 
of  indebtedness,  because  of  the  difl'erential  rates  and  there  you  have 
had  a  series  of  loans,  an  extension  of  credit  of  more  than  $100,000, 
and  it  has  been  for  agriculture. 
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Representative  Ten  Eyck.  I  do  not  believe  those  figures  show  the 
amount  of  monejr  loaned  to  the  fanners  upon  farm  products  owned 
by  them.  That  is  one  of  the  reasons  why  I  asked  for  the  relative 
statement  of  the  discount  on  products  of  the  farmer  for  comparison 
with  the  discount  on  the  products  of  other  industries,  so  a.s  to  ascer- 
tain whether  or  not  the  farmer  has  been  able  to  have  his  loans  dis- 
counted upon  farm  products  in  the  same  proportion  that  the  value 
of  his  farm  products  bears  to  the  value  of  the  products  of  other 
industries.   . 

Gov.  Strong.  Yes,  sir. 

Representative  Ten  Eyok.  And  I  believe  that  all  we  can  do  is  to 
get  down  to  a  scientific  statement  as  to  whether  or  not  the  farmer  is 
getting  for  one  reason  or  another,  or  is  not  getting  for  one  reason  or 
another,  proper  credit  for  work  performed.  * 

Gov.  Strong.  Credit  proportioned  to  the  value  of  his  products  as 
compared  to  the  value  of  the  products  of  other  industries  of  the 
country  exactljr. 

Representative  Ten  Eyck.  That  is  the  idea. 

Gov.  Strong.  Now,  I  would  like,  to  pursue  for  just  one  more 
sentence  these  figures  about  farmers'  credits. 

If  we  assume  tnat  Prof.  Persons^s  figures  have  any  real  basis,  and  I 
think  they  have — I  think  they  were  studied  verv  carefully,  and  that 
those  studies  were  very  carefully  made — then  this  increase  of  credit 
extended  to  the  farmers,  which  has  been  quoted  roughly  at 
1100,000,000,  emplojs 

The  Chairman   (interposing).  $230,000,000. 

Gov.  Strong.  That  is  the  total.  The  increase  is  something  over 
$100,000,000. 

The  Chairman.  In  the  last  year? 

Gov.  Strong.  Yes,  sir.  Just  take  the  increase — (it  is  more  con- 
v^enient  to  figure  $100,000,000) :  That  has  been  distributed  generally 
through  the  agricultural  sections  of  the  country,  where  the  reserve 
requirement  is  only  7  per  cent,  and  upon  the  basis  of  that  very  calcu- 
lation (disregarding  whatever  needs  the  individual  bank  may  have 
for  till  money),  that  $100,000,000  increases,  if  we  apply  the  test,  so 
as  to  create  a  credit  or  to  produce  between  seventeen  and  eighteen 
hundred  million  dollars  for  the  farmers,  because  in  the  7  per  cent 
reserve  districts,  you  would  multiply  it  by  between  seventeen  and 
eighteen  times. 

The  Chairbian.  Then  in  that  connection,  how  about  the  money 
loaned  to  other  industries?  That  would  be  the  same  as  the  loans  to 
the  farmers.  We  would  have  to  regard  or  assume  the  same  in  con- 
nection with  the  loans  to  other  industries  as  that  which  might  be 
turned  over  to  the  farmers. 

Gov.  Strong.  You  are  pointing  out  again  another  reason  for  not 
reiving  too  stroilgly  upon  the  value  of  these  particular  figures,  which 
I  do  not  think  can  possibljr 

The  Chairman  (interposing).  The  only  value  that  I  would  place 
upon  those  figures  at  all  is  the  relation  that  they  have  to  the  other 
figures  on  loans  to  other  industries. 

Gov.  Strong.  That  is  what  we  are  trying  to  get  at.  We  will  give 
them  to  you  as  soon  as  we  can.  We  have  got  men  at  work  on  that 
job  and  they  will  produce  somethihg.  (For  expansion  by  counties, 
see  pp.  650-663.) 
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Now,  the  last  word  that  I  was  gomg  to  say  was  this:  I  believe  that 
what  will  be  shown,  if  we  can  get  at  the  facts,  is  this,  that  when  the 
pressure  came  in  the  agricultural  areas  of  the  country,  developed  as 
it  did  very  strongly,  the  banks  of  those  sections  in  the  eflfort  to  take 
care  of  their  agricultural  customers  first  went  to  the  Federal  reserve 
banks  with  those  kinds  of  securities  on  which  they  could  borrow 
money  at  the  cheapest  rate. 

After  they  had  exhausted  their  certificates  of  indebtedness,  used 
them  to  the  limit,  used  all  they  had,  as  they  could  borrow  on  them 
at  the  lowest  rate,  then  they  sent  in  Victory  bonds  and  Liberty  bonds 
and  borrowed  on  them;  and  after  exhausting  their  borrowing  power 
on  those,  being  the  next  cheapest  kind  of  credit,  they  went  to  the 
next  kind  of  paper,  which  was  possibly  conmiercial  paper.  After 
they  had  exhausted  commercial  paper  Dy  borrowing  fdl  they  could 
from  the  Federal  reserve  banks  on  it,  it  being  the  next  cheapest  kind 
of  collateral,  they  began  coming  in  with  paper  bearing  the  highest 
rates  of  credit,  which  was  the  paper  of  the  long-time  maturity,  six 
months.  To  my  mind,  the  amount  of  agricmtural  paper  which 
foimd  its  way  to  the  Federal  reserve  banks,  was  the  result  of  the  ex- 
haustion of  other  kinds  of  collateral  that  could  be  used  to  get  cheaper 
credit,  because  six  months'  paper  was  high-priced  credit;  and  uus 
indicates  that  the  increase  in  the  amount  of  agricultural  paper  shown 
in  the  portfolios  of  the  reserve  banks  discloses  not  only  that  there 
was  pressure  in  those  sections  of  the  country,  but  pressure  had 
extended  to  the  point  where  they  had  to  borrow  in  the  most  expen- 
sive form  of  credit. 

Representative  Ten  Eyck.  Now,  do  vou  not  believe  that  any 
other  conclusion  on  the  part  of  the  banks  would  have  been  wrong; 
do  not  the  member  banks  figure  it  in  this  way,  that  in  times  of  stress, 
during  an  extreme  tightening  of  the  money  market,  that  it  is  well  to 
discount  the — ^I  will  not  say  the  poorest  paper  first — but  that  of  the 
longest  duration  first,  so  as  to  save  the  short-time  paper  to  make 
sure  that  they  will  get  loans  at  the  most  stringent  time,  when  it  is 
actually  necessary  lor  them  to  have  money,  by  keeping  the  most 
acceptable  paper  until  the  last? 

Gov.  Strong.  Well,  does  not  that  depend  partly,  in  the  case  of 
the  member  banks 

Representative  Ten  Eyck.  That  is  the  member  banks 

Gov.  Strong  (interposing).  In  the  case  of  member  banks,  and  in 
speaking  from  the  standpoint  of  our  district,  and  I  can  not  speak  for 
any  other  district,  I  do  not  believe  that  has  any  influence  at  aU,. 
because  the  average  maturity  of  the  loans  which  we  make  in  Nev 
York  are  now  reduced  below  18  days.    . 

Representative  Ten  Eyck.  You  realize  that  my  questions  have 
been  directed  to  the  country  at  large  rather  than  just  to  New  York  i 

Gov.  Strong.  Well,  I  do  not  want  to  speculate  too  much  about 
the  other  districts,  but  I  think  by  and  lai^e,  the  men^ber  banks  in 
this  coimtry  have  exhibited  a  great  deal  of  reliance  in  the  reserve 
banks,  and  they  feel  that  if  these  borrowings  did  mature,  that  they 
could  still  borrow,  could  put  other  paper  in  to  take  the  place  of  what 
matures.     That  is  their  feeling  in  New  York  at  least. 

Concluding,  I  want  to  say  that  the  nonmember  banks  have  bene- 
fited by  the  Federal  reserve  systetn. 
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There  are  just  a  few  words  that  I  want  to  say, on  this  pomt,  and  I 
will  have  more  later. 

You  are  aware  of  the  fact,  I  suppose,  of  a  Federal  Reserve  Board 
rule  made  long  ago,  that  all  State  banks  would  be  permitted  to 
employ  member  banks  as  a  medium  for  certitin  loans,  secured  from 
the  Federal  reserve  banks  upon  the  socurity  of  Liberty  loan  bonds 
and  certificates  of  indebtedness. 

Now,  that  rule  is  of  far-reaching  importance,  because  we  are  selling 
these  securities  to  the  State  banks  as  well  as  the  member  banks,  the 
nonmember  banks  as  well  as  the  member  banks,  and  it  gives  the 
State  banks  in  farming  districts  a  very  large  portfolio  of  paper  which 
they  can  bring  to  the  reserve  banks  through  the  medium  of  a  mem- 
ber bank.  Recently,  as  you  know,  the  Federal  Reserve  Board  has 
made  a  ruling  which  expressly  permits  State  banks  to  obtain  accom- 
modations from  Federal  reserve  banks,  through  the  agency  of  a 
member  bank,  on  any  collateral. 

The  Chairman.  I  think  perhaps  there  may  be  some  misappre- 
hension in  this  discussion  of  the  possibility  of  borrowing,  or  the 
extent  to  which  the  principal  may  be  multiplied,  in  the  member 
banks.  For  instance,  if  it  is  assumed  that  it  may  be  multiplied  1© 
times  on  the  basis  of  the  total  discounts  of  September  24,  1920,  it 
would  mean  a  total  liability  of  $27,000,000,000,  which  is  very  nearly 
equal  to  the  total  deposited  liabilities  of  our  banks,  State  and  national 
combined. 

Gov.  Strong.  Are  you  not  overlooking ,  Mr.  Chairman,  the  pro- 
portion of  three  to  two  of  notes  to  deposits,  if  that  three-fifths  pro- 
portion of  notes  is  not  taken  into  consideration  in  that  statement, 
which  is  expressed  in  bank  notes? 

The  Chairman.  That  was  $2,704,000,000. 

Gov.  Strong.  Well,  so  that  really,  Mr.  Chairman,  $1,000,000,000 
would  be  the  multiplied  factor  and  would  support  in  the  ratio  of  12 
to  1  $12,000,000,000  of  deposits,  which  is  not  very  far  out  of  the  way 
in  total  expansion  that  has  taken  place. 

Now,  in  the  absence  of  complete  rate  control,  I  would  Uke  to  refer 
to  what  the  Federal  reserve  bank  of  New  York  did  toward  getting 
what  I  may  describe  as  personal  control  by  personal  contact. 

We  have  in  the  bank  an  organization  which  is  called  the  member 
bank  relations  department.  In  that  department  we  have  a  small 
staff  of  men  who,  by  their  experience  in  the  bank  and  by  their  studies , 
have  become  especially  familiar  ivith  the  meaning  of  the  Federal 
reserve  act,  and  those  men  are  engaged  in  traveling  through  the 
district  visiting  our  members. 

They  have  been  employed  especially  in  two  thin^,  in  recent  years : 
that  is,  since  the  war  ended — in  fact  the  organization  has  only  been 
perfected  in  that  period. 

First,  they  take  up  every  cause  of  complaint,  dissatisfaction  or 
difficulty  in  accounting,  or  the  technical  matters  in  our  relations  with 
the  banks  visited.  They  take  the  records  of  these  matters  right 
from  our  bank,  and  they  go  over  them  carefully  with  the  member 
bank.  Second,  the  organization  is  also  created  for  explaining  the 
purposes  of  the  act,  how  the  Federal  reserve  bank  can  be  used,  what 
IS  a  proper  use  of  its  facilities,  and  what  is  not  a  proper  use. 

I  will  not  review  in  detail  the  character  of  their  work,  but  it  is  dis- 
tinctly educational.  They  do  occasionally  help  a  bank  that  gets  into 
difficulty.     Sometimes  we  have  had  cases  wnere  a  bank  building 

Digitized  by  CjOOQ IC 


704  AGBICULTURAL  INQUIBY. 

burned  up  and  they  needed  help  from  us,  and  we  sent  men  up  to  help 
them.  And  there  nave  been  one  or  two  cases  where  all  of  the  ofBcers 
of  the  bank  were  sick  at  the  same  time,  during  the  influenza  epidemic. 
We  sent  men  up  to  run  the  bank,  literally.  But  those  are  unusual 
occurrences. 

The  function  of  these  men  is  to  make  the  member  banks  acquainted 
with  the  new  developments  in  banking. 

They  aim  to  visit  every  member  bank  in  the  district  twice  a  year, 
and  the  influence  of  that  work  has  been  very  considerable  in  keeping 
the  district  in  good  order,  if  I  may  say  so,  and  preventing  abuses. 

Let  me  read  to  you  something  of  the  work  in  visiting  out-of-town 
banks.  The  nirniber  of  visits  made  since  the  establisnment  of  the 
department  is  as  follows:  In  1919,  487;  m  1920,  1,093;  in  1921,  the 
first  six  months,  511.  • 

These  men  also  visit  nonmember  banks  for  special  reasons.  They 
have  refrained  until  recently  from  any  discussions  of  credit  condi- 
tions. The  reason  for  that  is  that  it  is  a  very  difficult  thing  and  a 
dangerous  thing  to  delegate  discussion  of  those  matters  to  men  who 
have  not  an  oflacial  responsibility  for  the  management  of  the  bank. 

Preceding  that,  as  a  complement  of  this  work  these  field  repre- 
sentatives do,  we  adopted  a  policy  in  1920  of  holding  conferences 
at  the  Federal  reserve  bank  of  New  York.  I  have  observed  some 
criticism,  made  by  Mr.  John  Skelton  Williams,  of  the  fact  that  we 
have  a  meetinjg  room  in  the  proposed  new  bank  building.  That 
meeting  room  is  for  educational  purposes,  including  these  meetings. 
In  the  year  1920  we  held  16  such  conferences;  ana  882  banks  were 
invited  to  them.  Of  course,  they  are  cut  up  into  comparatively 
small  groups;  496  banks  were  represented  at  the  conferences.  These 
are  exclusive  of  the  banks  in  the  metropolitan  area  in  New  York. 

For  the  first  six  months  of  this  year  we  have  had  14  of  those  con- 
ferences, 679  banks  were  invited,  and  445  were  represented. 

At  these  meetings  the  practice  of  the  staflf  is  to  spend  the  entire 
morning  in  technical  discussions,  educational  discussions  along  the 
very  lines  of  the  matters  that  we  have  been  talking  about  here  sinc^ 
yesterday  morning.  Bear  in  mind  always  that  these  are  what  we 
call  the  coimtry  bankers  from  outside  of  New  York  City.  They  have 
lunch  together,  and  at  that  luncheon  a  very  general  discussion  of 
credit  conditions  and  such  matters  is  made  by  the  officers  of  the  bank, 
and  in  recent  meetings  we  have  not  only  had  the  responsible  heads 
of  these  member  banSs  at  the  meetings,  but  we  have  asked  them  in 
each  inistanoe  to  bring  in  addition  one  director  of  the  bank,  one  repre- 
sentative director.  I  have  only  had  occasion  to  address  these  meet- 
ings now  and  then,  but  other  officers  do  when  I  do  not,  and  the 
character  of  the  talk  is  again  educational,  along  the  Unes  of  avoiding 
misuse,  for  instance,  of  the  facilities  of  the  Federal  reserve  bank,  not 
borrowing  just  for  profit,  the  dangers  of  expansion,  and  all  these 
matters. 

I  have  here  a  memorandum  which  I  would  like  to  read  as  illus- 
trating the  character  of  these  talks.  Here  is  the  topic  of  "The 
reserve  bank  as  a  reservoir  of  credit.'* 

The  course  of  credit  expaiision  and  decline  was  discussed  and  illustrated  with 
the  use  of  charts  and  the  relations  between  the  volume  of  credit  and  prices  was  indi- 
cated. Interreserve  bank  rediscounting  was  explained,  particularly  showing  how 
banks  in  the  agricultural  section  were  benefitea  by  it,  without,  however,  causing 
substantial  changes  in  the  reserve  position  of  the  system  as  a  whole. 
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THE   RESERVE   BANK   AS  THE   SOURCE   OP  THE   ONLY   FLUCTUATING    ELEMENT  IN   OUR 

CURRENCY. 

The  increase  and  the  decrease  in  the  volume  of  Federal  reserve  notes  was  shown  and 
the  mechanism  whereby  the  circulation  increased  and  diminished  in  accorda^ice  with 
business  demands  was  explained. 

'  THE   RESERVE   BANK  AND  THE  COLLECTION   OP  CHECKS. 

The  value  to  business  of  the  more  rapid  collection  of  checks  and  of  the  circulation  of 
checks  at  par  was  explained,  with  reference  to  wire  transfers  and  the  use  of  the  gold 
settlement  fund. 

A  great  variety  of  topics  are  discussed.  After  luncheon  these 
bankers  are  taken  through  the  various  offices  of  the  bank,  and  its 
mechanical  operations  shown. 

Now,  I  can  t  say  what  the  value  of  that  sort  of  work  is.  I  think  the 
results  have  got  to  be  relied  upon  to  disclose  it.  But  I  think  I  am 
correct  in  stating  that  so  far  as  I  am  aware  there  has  not  been  one 
complaint  from  one  member  bank  in  the  second  Federal  reserve  dis- 
trict as  to  the  administration  of  credit  in  that  district.  I  wish  very 
much  that  it  were  possible  over  the  great  areas  covered  by  the  other 
reserve  districts  that  some  such  thing  as  this  could  be  done.  We  have 
a  peculiarly  fortunate  situation  in  New  York  in  that  our  area  is  small, 
the  business  is  concentrated.  The  member  banks  can  get  to  the 
bank  and  see  it,  and  make  personal  acquaintance  with  the  officers, 
and  I  recite  this  simply  as  exhibiting  in  what  way  we  have  adopted 
a  policy  of  education  m  simply  one  department  of  the  bank,  to  ex- 
plain all  of  this  to  the  members  and  get  them  to  use  the  Federal 
reserve  bank  correctly. 

Now,  as  to  the  large  banks  in  New  York  City.  I  have  a  variety  of 
material  here  which  I  expected  would  be  introduced  into  the  record 
later  in  connection  with  other  matters,  but  I  merely  want  to  point 
out,  without  reading  anything  that  would  appear  to  be  personal  or 
disclose  the  aflFairs  of  any  one  member  bank,  something  of  what  has 
been  transpiring  in  that  matter.  These  are  just  some  samples. 
When  a  member  bank  in  New  York  City  builds  up  its  borrowii4f  at 
the  reserve  bank  to  a  high  point,  to  such  a  point  tnat  we  feel  that  it 
is  desirable  to  inquire  about  it,  as  to  what  is  happening,  we  send  for 
the  responsible  head  of  the  bank.  We  do  not  send  for  the  cashier, 
but  we  send  for  the  president,  and  if  the  president  is  n®t  available  we 
send  for  the  responsible  vice  president.  At  the  conclusion  of  the 
interview,  if  it  is  of  any  importance,  the  officer  who  has  the  discussion 
is  very  liable  to  dictate  a  memorandum  of  it,  which  at  once  goes  into 
the  file  relating  to  the  relations  of  the  bank  with  that  member  bank. 
Now,  just  a  few  samples  have  been  taken  out,  which  I  will  paraphrase 
a  bit  m  reading  to  tne  commission,  so  as  to  indicate  in  general  what 
our  policy  was  in  dealing  with  these  banks  that  borrowed  heavily 
from  us.     [Reading:] 

March,  1920. 
Mr.  A,  vice  president  of  bank  No.  6,  say,  came  over  here  this  afternoon  at  our 
request,  to  discuss  with  us  the  situation  with  regard  to  thfeir  taking  $30,000,000  of 
new  money  to-day,  at  a  time  when  their  discount  line  with  us  is  $62,000,000.  Mr. 
A  brought  with  him  figures  showing  the  various  changes  in  bank  No.  6's  position 
since  laat  October,  the  moet  important  features  of  which  were  that  deposits  had  run 
off  about  191,000,000  and  pressure  from  their  commercial  customers,  for  borrowings, 
had  become  very  heavy.  He  stated  that  his  institution  now  has  $44,000,000  ad- 
vanced against  Government  securities — 
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That  is,  to  their  consumers  who  had  purchased  bonds  and  had 
borrowed  the  money  to  do  so — 

and  holds  about  $9,000,000  in  Victory  notes,  together  with  $9,000,000  in  Treasurv 
certificates  of  the  various  maturities  up  to  December  15,  1920.  He  further  stated 
that  his  institution  is  the  principal  banker  for  a  certain  impOTtant  concern.  Quite 
recently  he  had  been  called  upon  to  advance  $30,000,000. 

This  was  a  loan  of  a  character  concerning  which  no  one  could 
have  the  sUghtest  question.     [Continuing  reading:] 

It  had  made  the  loan  in  a  form  which  had  enabled  it  to  resell  it  as  securities  to 
other  banks,  and  those  are  being  successfully  sold.  He  could  see  other  than  in  these 
matters  no  very  imminent  change  in  the  bank's  position  in  the  future. 

That  is  just  a  type  of  the  case  where  the  Federal  reserve  bank 
was  endeavoring,  in  a  general  way,  without  a  censorious  review  of 
all  the  business  of  the  member  banks,  to  keep  in  general  touch  with 
their  affairs. 

Now,  there  happens  on  April  23,  1920,  just  a  month  later,  to  be 
another  interview  with  the  same  officer  oi  that  same  bank.  This 
interview  is  as  follows  [reading! : 

The  vice  president  of  bank  No.  6  called  me  by  telephone  to  ask  if  certain  DOtes 
which  were  being  renewed  would  be  considered  eligible  and  available  for  rediscount. 

It  seems  that  a  customer  of  that  bank  had  paid  off  a  large  part 
of  that  issue  of  notes,  and  had  expected  to  make  a  renewed  of  the 
balance  which  had  not  been  paid  on.     [Continuing  reading:] 

I  informed  Mr.  A  that  the  notes  are  still  in  the  category  of  *' purchase  money  notes" 
and  are  not  available  for  rediscount  at  this  bank.  1  took  occasion  also  to  indicate 
to  Mr.  A  that  his  institution  is,  at  the  present  time,  the  largest  borrower  we  ha\e 
on  our  books.    Shortly  after  the  termination  of  our  talk  Mr.  B — 

That  is  another  officer  of  this  bank — 

telephoned  stating  that  he  would  like  to  come  over  here  and  discuas  the  situation 
with  us.    He  called  at  5.15,  and  one  other  officer  of  our  bank — 

Together  with  the  man  who  dictated  this  memorandum — 

spent  a  half  hour  with  him,  reviewing  matters.  Mr.  B  indicated  that  a  great  maDv 
of  tl)|4r  out-of-town  banks  have  been  pressing  for  accommodation,  and  mentioned  a 
telegram  he  had  just  received  from  one  of  their  Kansas  City  banks  that  wanted  to 

borrow.    He  stated  that  such  concerns  as  and ,  and  other  corpora- 

tlons  which  seldom,  if  ever,  have  borrowed  direct,  are  now  asking  them  for  funds. 

That  is  the  case  of  where  a  concern  that  is  a  large  borrower  sells 
its  commercial  paper  in  the  market,  but  when  the  commercial  paper 
market  clogs  up  it  goes  to  its  New  York  bank,  where  it  has  its  account, 
in  order  to  borrow.     [Continuing  reading:] 

We  asked  Mr.  B  if  some  of  the  investment  offerings  in  which  they  are  intefested. 
such  as  so-and-so,  are  not  adding  to  the  bailk  No.  6  burden.  Mr.  B  answering  this 
question,  stated  that  such  woula  be  the  case  only  in  the  event  that  the  ofifering  was 
not  a  success. 

The  notes  to  which  reference  was  made  were  notes  of  one  of  the 
most  important  industrial  concerns  of  the  coimtry.  [Continuing 
reading:] 

He  pointed  out  that  in  the  case  of  another  security  issue,  it  had  meant  that  the 
company  had  liquidated  its  floating  debt  to  the  bank  No.  6  and  to  others,  which 
action,  he  felt,  had  really  helped  the  situation.  He  promised  to  get  back  of  tne  mat- 
ter with  a  view  to  reducing  the  borrowings  of  his  bank  with  the  Federal  reserve  bank 
of  New  York. 
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Now,  it  is  not  necessary  to  read  these  in  detail  into  the  record, 
except  to  point  out  the  character  of  the  situation  with  which  we  were 
deahng  in  the  case  of  these  large  borrowings,  and  the  way  we  dealt 
with  tnem. 

Here  is  the  case  of  another  bank,  one  of  the  large  New  York  City 
national  banks,  I  think  it  is.  The  names  are  put  in  by  letters. 
[Reading:] 

Mr.  X  dwelt  particularly  on  the  subject  of  the  cotton  crop,  which  will  presently  be 
harvested,  and  informed  us  that  the  prospective  policy  of  bank  No.  16 — 

And  this  memorandum  was  made  in  September,  1920 — 

is  to  finance,  principally  for  short  |>eriod8.  the  sales  of  cotton  to  European  ports;  that 
this  would  be  coming  on  rapidly  within  the  next  few  weeks;  that  their  money  is  tied 
up  usually  for  short  periods — three  weeks  to  two  months — and  that  barring  some  un- 
foreseen episode,  such  as  a  longshoremen's  strike,  or  something  of  that  character,  they 
do  not  believe  their  line  will  normally  increase  more  than  $25,000,000  to  $50,000,000 
additional. 

That  was  to  move  the  cotton  crop.     [Continuing  reading:] 

He  stated,  however,  that  in  the  event  of  abnormal  conditions  existing,  it  might  be 
necessary  for  them  to  increase,  temporarily,  this  estimate  by  $25,000,000  or  $30,000,000 

This  particular  institution,  and  my  memory  is  refreshed  in  reading 
this,  is  the  largest  handler  of  cotton  paper  in  the  United  States,  ana 
they  were  looking  forward  to  an  emergency  in  the  fall  of  last  year 
when  cotton  had  to  be  moved,  and  then*  point  was  that  they  might 
need  $25,000,000  or  $50,000,000,  or  in  an  emergency  they  might 
need  so  much  as  $80,000,000  from  the  Federal  reserve  bank  of  New 
York,  notwithstanding  that  they  already  were  the  largest  borrower. 

Here  is  the  record  of  a  similar  interview,  August  13,  1920,  merely, 
an  inquiry  as  to  what  was  transpiring.  The  reply  was  that  the  in- 
creased demands  made  upon  the  reserve  banks  were  occasioned  by 
three  factors : 

1.  A  loss  of  deposits,  amoimting  to  approximately  $100,000,000 
in  the  past  six  months,  two-thirds  of  which  is  to  the  interior,  and 
one-third  in  their  foreign  bank  accounts.  That  is  the  balances  that 
foreign  banks  carried  m  this  coimtry. 

2.  The  steady  demand  for  commercial  accommodation  from  domes- 
tic sources.  • 

3.  The  financing  of  foreign  trade  import  and  export  biUs. 

This  officer  further  stated  that  while  their  borrowings  are  now  very 
heavy,  amounting  to  $114,000,000,  it  is  the  behef  of  the  officers  of 
his  bank  that  it  may  be  necessary  within  the  next  60  days  to  go 
somewhat  higher. 

I  want  agam  to  point  out  that  this  is  August  13,  1920. 

They  do  not,  however,  expect  this  extra  borrowing  to  go  much 
beyond  $25,000,000  additional.  We  called  the  attention  of  tne  officer 
of  the  bank  to  the  fact  that  they  had  quite  a  large  amount  of  gold  in 
their  vault,  and  we  did  not  think  that  it  was  a  very  good  plan  for  us 
to  be  lending  them  money  to  enable  them  to  carry  gold  in  meir  vault, 
so  they  deposited  some  of  it  with  us  and  reduced  meir  borrowings. 

Now,  let  me  emphasize  the  outstanding  characteristic  of  ttiese 
three  statements,  which  is  that  New  York  City  banks,  although  at  that 
time,  in  the  late  summer  or  through  the  summer — the  first  of  these 
memorandums  is  in  April — borrowmg  very  heavily  from  the  Federal 
reserve  bank  of  New  York  nevertheless  expected  to  call  upon  us  for 
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further  heavy  borrowinffs.  The  explanation  was  withdrawal  of  de- 
posits, a  movement  of  tne  crops  to  Europe,  and  the  increased  com- 
mercial demand. 

The  Chairman.  The  complaint  seems  to  be  that  a  like  poUcy  was 
not  followed  in  some  districts  where  it  might  have  been. 

Gov.  Strong.  Well,  sir,  the  complaint  that  I  have  heard  recently, 
and  especially  for  two  days  in  this  room,  seemed  to  have  been  directea 
against  the  Federal  reserve  bank  of  New  York,  Mr.  Chairman.  I  am 
going  into  this  rather  elaborately  on  that  account.  If  I  am  exhausting 
the  commission  with  this  discussion  I  hope  you  will  tell  me  at  once. 

Now,  no  small  part  of  the  work  of  the  Federal  reserve  bank  in  its 
eflForts  to  eflFect  control  in  these  matters  was  those  which  were  under- 
taken more  or  less  publicly. 

Representative  Mills.  But  before  you  leave  that  subject,  you  have 
cited  those  three  instances,  I  take  it,  to  show  the  character  of  the 
supervision  which  you  exercised  over  your  large  borrowers,  by  keeping 
in  touch  with  them,  finding  out  the  character  of  their  loans,  and 
finding  out  the  character  of  their  needs. 

Gov.  Strong.  Yes,  sir. 

Representative  Mills.  And  you  have  cited  those  three  examples, 
I  take  it,  further  to  show  the  character  of  the  needs  of  the  large 
borrowers  in  New  York  City  during  the  period  in  question  ? 

Gov.  Strong.  We  tried  to  ascertain  wnat  the  cause  of  the  demand 
was,  not  so  much  for  the  purpose  of  applying  any  restriction  upon 
credits  by  direct  action.  That  we  did  not  do.  We  did  endeavor 
by  the  means  at  our  command,  to  point  out  that  certain  kinds  of 
loans  should  not  be  made  when  this  credit  pressure  was  on.  I  will 
•come  to  that  also  later.  But  we  wanted  to  know  whether  this  ex- 
pansion of  borrowing  at  the  Federal  reserve  bank  was  justified,  and 
these  memorandums  selected  purposely  to  show  the  progress  through 
the  period  running  from  April  23  right  through  the  year,  are  interest- 
ing in  contrast  with  what  happened.  Those  loan  accounts  did 
increase.  They  increased  constantlv  until  I  think  it  was  Februarr  3 
of  this  year,  when  they  reached  the  nigh  point.  During  the  period  of 
pressure  to  which  reference  has  been  so  frequently  made,  while  we 
were  watching  it,  while  we  were  trying  to  watch  it,^we  were  trying  to 
determine  what  was  the  wise  thing  to  do  about  these  heavy  borrow- 
ings, but  we  always  were  confronted  with  the  explanation,  that  I 
believe  was  perfectly  proper,  correct  and  wise,  that  the  money  was 
needed  for  the  legitimate  business  of  the  country,  and  we 'must 
furnish  it.     We  did  furnish  it,  and  we  can  justify  it. 

Representative  Sumners.  Governor,  what  relationship  does  need 
sustain  to  reserve  when  you  have  to  decide  whether  you  wiU  reduce 
your  reserve  more  than  you  like  to,  or  whether  you  will  refuse  to 
meet  a  need  ?    Do  you  understand  what  I  mean  ? 

Gov.  Strong.  Yes,  sir.  You  mean  to  discuss  it  rather  from  the 
academic  standpoint  of  what  is  the  policy  then  ? 

Representative  Sumners.  Yes. 

Gt)v.  Strong.  Well  now,  the  policjr,  Mr.  Congressman,  is  this: 
There  is  no  question  about  what  experience  has  taught,  and  that  is, 
when  the  need  arises  for  credit  under  such  conditions  as  those  do  not 
worry  about  your  reserve.     Go  ahead  and  lend  the  money. 

Representative  Sumners.  I  am  glad  to  have  your  answer  to  the 
question. 
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Gov.  Strong.  I  was  referring  to  certain  efforts  which  the  bank 
made  more  or  less  publicly  in  dealing  with  these  matters. 

Now,  these  extracts  from  our  records  which  I  am  proposing  to 
read,  are  the  contemporaneous  records  made  at  the  time,  when  we 
were  struggling  to  establish  these  policies  that  conformed  to  the  con- 
ditions in  tne  various  periods  that  I  have  described.  These,  I  regret 
to  say,  are  not  all  of  them  in  the  chronological  order  in  which  I  would 
like  to  have  them,  so  I  will  mention  the  dates. 

Representative  Mills.  Mr.  Strong,  before  you  go  ahead  with  that, 
may  I  ask  you  one  question.  Mr.  Wuliams  in  his  testimony  repeatedly 
referred  to  a  particular  institution  which  was  one  of  the  large  borrow- 
ers, and  that  you  had  failed  to  exercise  supervision  over  that  institution. 
May  I  ask  you  whether  vou  exercised  the  same  supervision  over  that 
institution  as  has  been  illustrated  by  these  examples  which  you  have 
just  given  ? 

Gov.  Strong.  Congressman,  the  memorandum  that  I  read  related 
to  that  institution. 

Representative  Mills.  That  answers  my  question. 

Gov.  Strong.  Now,  the  comptroller  did  not  know  anything  about 
these  things.  He  was  not  running  the  Federal  reserve  bank  of  New 
York.  And  I  never  discovered  anything  in  his  attitude  that  invited 
very  frank  discussion  of  these  matters,-  and  did  not  consider  that  it 
was  very  much  of  his  business. 

I  am  quoting  now  from  records  made  up  at  the  bank  and  brought 
over  here  for  the  purpose  of  giving  you  something  of  the  contem- 
poraneous atmospnere,  if  you  please.  Here  is  a  memorandum  of 
credit  policies. 

Representative  Sumners.  Governor,  pardon  me  just  a  minute,  but 
I  think,  in  view  of  the  testimony  that  preceded  your  testimony,  and 
the  inquiry  by  Mr.  Mills,  and  your  reply,  that  it  might  claruy  the 
record  if  you  would  indicate  whether  the  institution  that  you  refer 
to  has  been  formerly  referred  to  by  you  as  No.  6  or  No.  16  ? 

Gov.  Strong.  It  was  the  institution  which  indicated  that  it  might 
need  $80,000,000  for  moving  crops  in  the  fall.  That  is  one.  There 
were  two  institutions  in  New  York. 

Representative  Sumners.  You  referred  to  one  as  No.  6,  as  I 
remember,  and  one  as  No.  16. 

Gov.  Strong.  Well,  to  make  it  perfectly  clear,  one  of  the  records 
from  which  I  read  related  to  one  institution,  and  the  other  record 
from  which  I  read  related  to  the  other  institution. 

Representative  Sumners.  Which  was  the  $130,000,000  loan  insti- 
tution, if  I  may  so  identify  it? 

Gov.  Strong.  That  was  No.  16.  That  was  the  second  one  that  I 
read. 

The  Chairman.  Was  there  any  inquiry  made  at  this  time  as  to 
whether  this  particular  bank  was  lending  any  money  on  the  exchange, 
and  just  what  rate  of  interest  it  was  getting  on  its  loans  ? 

Gov.  Strong.  Mr.  Chairman,  I  must  explain  what  the  practice  of 
the  bank  is  in  passing  upon  loans  to  answer  that  generally  as  to  all 
banks.  Every  application  for  a  discount  or  loan  at  the  Federal 
reserve  bank  is  made  up  on  a  form  which  gives  certain  information 
in  regard  to  the  condition  of  the  borrowing  bank,  how  much  it  has 
borrowed  elsewhere,  and  lists  the  paper  which  is  offered  for  discount, 
and  certain  ratings  are  given. 
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That  application  is  taken  by  men  of  experience  in  the  departments, 
the  credit  end  discount  departments,  and  is  analyzed,  and  a  sheet  is 

Erepared  which  discloses  what  the  record  of  this  particular  bank  is  in 
orrowing  from  us.  The  executive  committee  meets  at  2.30.  Thev 
meet  at  tnat  hour  in  order  that  they  may  gather  in  all  the  applica- 
tions of  the  day,  of  course,  and  pass  on  all  of  them.  There  is  laid 
before  the  committee  a  statement  giving  information  which  we  gather 
from  other  sources  in  regard  to  each  of  these  banks  that  is  borrowing 
from  us,  and  among  other  items  there  is  given  the  amoimt  of  its  debit 
or  credit  balance  at  the  clearing  house. 

That  is  put  in  for  the  purpose  of  disclosing  whether  it  is  solely  the 
fact  that  it  has  a  debit  at  the  clearing  house  that  occasions  the  bor- 
rowing. There  is  also  put  in  the  total  amount  that  it  is  loaning  on 
the  New  York  Stock  Exchange,  and  whether  it  is  increased  or  de- 
creased, so  that  every  application  that  is  made  for  a  discount  by  a 
New  York  City  bank  when  it  is  submitted  to  the  officers  and  executive 
committee,  presents  a.  picture  and  indicates  at  the  time  whether  the 
amount  of  its  loans  on  the  stock  exchange  are  increased  or  decreased. 
And  we  can  tell  prettv  generally  whether  this  money  is  being  applied 
to  that  purpose,  and  whether  the  bank  generally  is  increasing  its 
loans  on  the  stock  exchange  or  not. 

The  Chairman.  But  would  that  fact  when  known  be  considered 
or  make  any  difference  in  the  policv  of  the  bank  with  respect  to  making 
a  particular  discount  applied  for  f 

Gov.  Strong.  We  would  make  the  discount  anyway,  Mr.  Chair- 
man. Otherwise  they  would  simply  have  to  pay  a  penalty  on  their 
deficient  reserve.  But  what  we  do,  and  what  we  have  done  repeat- 
edly is  to  point  out  to  the  member  bank,  where  we  find  that  their 
borrowings  from  us  and  their  stock  exchange  loans  are  going  up  to- 
gether, that  we  do  not  lend  our  money  for  that  purpose,  and  oi  course, 
it  is  a  matter  that  has  to  be  dealt  with  rather  delicately.  I  hesitate 
almost  to  make  this  statement,  because  it  is  not  our  function  to 
regulate  the  amount  of  monej  which  is  loaned  on  the  stock  exchange. 
Our  function  is  only  to  exercise,  as  I  view  it,  a  very  reasonable  review 
of  what  is  done  with  this  money  that  we  lend,  or  what  the  policy 
of  the  borrowing  bank  is  in  lending  its  money  especially  at  a  time 
when  it  is  borrowing  from  us  dxuing  a  period'when  our  rate  is  below 
the  rates  at  which  money  can  be  loaned  in  the  market.  As  long  as 
our  rate  is  above  the  market  these  matters  become  of  no  importance. 
The  rate  control  will  then  control  that. 

Shall  I  proceed,  Mr.  Chairman  ? 

The  Chairman.  Yes. 

Gov.  Strong.  This  is  a  memorandum,  a  part  of  a  continuous 
story,  as  to  credit  policies,  referring  to  a  statement  made  by  one  of 
our  officers  in  speaking  on  the  credit  situation  before  groups  of 
bankers  in  BuflFalo  in  December  of  1920,  and  again  in  Syracuse  in 
March,  1921.  He  referred  to  a  class  of  borrowers  which  had  sus- 
tained substantial  losses  through  shrunken  inventories,  etc.,  which 
would  have  to  be  recouped  out  of  profits  yet  to  be  earned,  and  em- 
phasized the  necessity  for  moderation  and  cooperation  amon^  creditors 
m  dealing  with  such  debtors  to  the  end  that  they  might  oe  helped 
through  tneir  difficulties  and  restored  again  to  a  normal  basis. 

He  cited  instances,  without  mentioning  names,  where  in  New  York 
City  this  policy  was  being  successfully  carried  out,  and  of  the  regret 
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of  certain  banks  in  New  York  when  some  of  their  clients  filed  bank- 
ruptcy petitions  without  having  first  acquainted  their  banks  with 
their  difficulties  and  giving  them  an  opportunity  to  assist  them 
through  their  difficult  times. 

Representative  Sumners.  Who  makes  that  observation,  a  member 
of  the  Federal  reserve  bank  ? 

Gov.  Strong.  This  is  one  of  the  officers  of  the  bank,  who  has 
charge  of  the  discount  department  of  the  bank.  He  was  visiting  in 
Buffalo,  attending  a  meeting  of  the  bankers  in  that  territory. 

Representative  Sumners.  And  this  was  an  officer  of  your  bank, 
was  it? 

Gov.  Strong.  Yes,  sir;  this  was  an  officer  of  the  New  York  reserve 
bank. 

Representative  Sumners.  He  took  the  position  there  that  where 
the  people  who  engage  in  activities  found  themselves  in  bad  condi- 
tion oy  reason  of  the  shrinkage  in  the  value  of  their  inventories,  that 
they  ought  to  be  given  a  chance  to  recoup  out  of  the  activity  ? 

Gov.  Strong.  Yes,  sir. 

Representative  Sumners.  Rather  than  to  clear  them  up  as  a 
wrecked  institution. 

Gov.  Strong.  Yes,  sir. 

Representative  Sumners.  Well,  that  is  very  commendable. 

Gov.  Strong.  I  will  read  some  more  of  that,  if  I  may.  I  think  so 
much  has  gone  into  the  record  on  this  matter,  that  we  ought  to  make 
it  a  fairly  complete  record.  On  one  occasion  or  another  when  the 
Federal  reserve  bank  of  New  York  has  made  a  change  in  its  dis- 
count rate,  it  has  seemed  necessary  for  the  information  of  the  public 
and  the  member  banks  to  make  a  statement  in  connection  with  the 
change. 

Representative  Sumners.  In  that  connection  may  I  ask  you  a 
question  ?  Of  course,  there  are  two  ways  to  proceed  when  you  find 
a  debtor  that  has  become  embarrassed  by  reason  of  a  general  advance 
trend  of  values  in  the  community.  You  can  force  liquidation  and 
get  rid  of  it;  or  you' can  rive  him  a  chance  to  redeem  himself.  The 
complaint  has  been  maae  that  in  some  agricultural  sections  the 
policy  has  been  pursued  under  which  liquidation  has  been  urged  in 
the  presence  of  values  which  seemed  to  be  temporary,  due  to  the 
inability  of  the  consuming  market  to  take  care  of  the  normal  volume 
of  agricultural  output.  If  it  would  not  be  embassassing  for  you  to 
answer  the  question,  I  would  like  to  know  whether  or  not  in  your 
judginent  there  is  any  difference  between  a  business  so  situated,  and 
some  manufacturing  or  commercial  institution  temporarily  em- 
barrassed by  reason  of  the  development  of  the  general  situation  ? 

Gov.  Strong.  Whether  there  is  any  difference  between  an  in- 
dustry and  a  commercial  institution  of  that  character  ? 

Representative  Sumners.  And  the  general  agricultural  situation  1 

Gov.  Strong.  I  don't  think  there  is  any  difference.  Congressman. 
If  one  admits  that  there  is  always  a  difference  in  cases,  I  think  the 
same  general  rule  which  would  apply — as  the  principle  which  should 
apply  in  a  situation  such  as  we  have  passed  through — is  to  keep  the 
people  producing  and  earning.  Now,  there  are  cases  that  are  so 
extreme  and  dangerous  that  they  have  to  be  dealt  with  by  bank- 
ruptcy proceedings.  There  are  cases  that  obviously  should  be  kept 
going,  and  the  judgment  of  the  creditors  is  the  one  that  must  be 


Digitized  by 


Google 


712  AGBIOXJIiTURAL  INQUIRY. 

• 

relied  upon.  The  judgment  of  the  reserve  bank  is  applied  to  & 
situation  which  it  reaches  only  indirectly,  through  the  member  bank, 
and  all  that  we  are  doing  or  have  been  doing  is  not  exercising  a  con- 
trol. We  have  no  power  to  control  what  a  creditor  or  creditor  bank 
of  a  failing  concern  should  do  with  the  aflFairs  of  thkt  concern.  We 
simply  advise  where  we  feel  justified  in  advising,  and  for  some  time 
past  we  have  been  advising  moderation.  And  I  think  the  results 
are  obvious,  that  we  have  liad  such  a  strikingly  small  number  of 
business  failures  in  New  York  City — in  the  country  as  a  whole — ^but 
we  have  had  a  very  large  nimiber  of  concerns  which,  bv  various 
voluntary  actions,  have  been  temporarily  managed  and  dealt  with 
by  creditor  committees,  without  any  failure  or  l)ankruptcy  or  im- 
pairment of  earning  power.  With  opportunity,  Congressman,  to 
get  the  data  directly  from  our  credit  department,  I  could  tell  you 
any  number  of  them.  You  would  be  amazed  at  the  number  tnat 
have  been  dealt  with  along  that  general  line  of  policy. 

On  November  3,  1919,  which  was  in  the  period  of  expansion  and 
speculation,  we  advanced  our  discount  rate  from  4  to  4f  per  cent— 
tnat  is,  from  that  range  to  a  range  of  4^  to  4f  per  cent.  It  was  the 
first  rate  change  that  we  made  tnat  year.  And  this  statement  was 
made  for  publication  as  an  explanation  of  it  [reading]: 

The  reason  for  the  advance  in  rates  announced  to-day  by  the  Federal  reserve  bank 
of  New  York  is  the  evidence  that  some  part  of  the  great  volume  of  credit,  resulting 
from  both  Government  and  private  borrowing,  which  war  finance  required,  as  it  is 
released  from  time  to  time  from  Government  needs,  is  being  diverted  to  8peciilati\-e 
employment  rather  than  to  reduction  of  bank  loans.  As  the  total  volume  of  the  Gov- 
ernment's loans  is  now  in  course  of  reduction,  corresponding  reductions  in  bank  loans 
and  depoeitd  should  be  made  in  order  to  insure  an  orderly  return  of  normal  credit 
conditions. 

We  publish  a  review  of  business  conditions,  at  the  bank  in  New 
York  where  these  things  are  dealt  with,  for  the  information  of  the 
public,  more  generally.  It  goes  to  all  the  member  banks  in  the 
district,  and  many  others,  and  has  a  circulation  of  about  35,000 
copies  a  month.  Commenting  in  that  review  upon  the  increase  in 
rates,  the  following  statement  appears  [reading]: 

The  increase  in  rates,  though  only  fractional,  was  the  first  step  taken  by  the  Federal 
reserve  bank  toward  assuming  its  normal  relation  to  the  volume  of  credit.  During 
the  war  and  as  long  as  the  Government  continued  to  borrow  on  an  increasing  scale,  a 
constantly  increasing  expansion  of  credit  was  neceBsar>'  and  the  Federal  reeen^e  bank 
had  not  only  to  pro\ide  the  basis  for  such  expansion  but  to  encourage  it,  and  its  rate 
policy  was  necessarily  subordinated  to  the  rate  carried  by  the  Government  bonds 
and  certificates.  But  when  the  tide  turned  and  the  Government  borrowing  b€^n  to 
decrease,  credit  contraction  became  not  only  possible  but  necessary  and  it  was  the 
duty  of  the  Federal  re8er\'e  bank,  hitherto  the  agency  of  expansion*  to  take  the  lead 
in  encouraging  the  gradual  contraction  of  credit. 

Mr.  Chairman,  I  shall  not  ask  you  to  listen  to  the  reading  of  these 
extracts,  which  are  all  marked  in  the  record  that  I  have  with  me,  and 
which  I  hope  the  commission  will  permit  to  be  published  as  a  part 
of  the  record. 

The  Chairman.  If  there  are  not  too  many  of  them,  the  illustrative 
ones  can  go  in. 

Gov.  Strong.  I  have  marked  simply  those  that  bring  out  in  clear 
light  the  policies  of  the  bank.  Witnout  reading  them,  I  would  like 
to  observe  generally  that  they  indicate  the  changes  by  periods  as 
first  described  in  the  policy  of  the  bank,  down  to  the  point  where  the 
pressure  became  very  great. 
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There  are  extracts  from  the  annual  report  of  the  bank,  some  of 
them  are  statements  made  by  the  bank  on  the  occasion  of  changes 
of  rate;  some  of  them  are  extracts  from  the  bank's  correspondence 
with  the  Federal  Reserve  Board;  some  of  them  are  extracts  from  the 
Bulletin  published  by  the  Federal  Reserve  Board. 

There  are  one  or  two  here  which  I  would  Uke  to  read,  because  of 
their  indicating  the  change  of  policy  that  arose  toward  the  end  of  this 
period  of  falUng  prices. 

Bearing  directly  upon  the  question  of  deflation  w^hich  has  been  dis- 
cussed here,  I  want  to  read  one  paragraph  taken  from  the  Federal 
Reserve  Bulletin  issue  of  March,  1920.  The  Federal  Reserve  Bulle- 
tin, as  you  know,  is  the  house  organ  of  the  Federal  reserve  system, 
pubUshed  by  the  Federal  Reserve  Board.     [Reading:] 

The  expansion  of  credit  set  in  motion  by  the  war  must  be  checked.  Credit  must  be 
brought  under  effective  control  and  its  flow  be  once  more  regriilated  and  governed  with 
careful  regard  to  the  economic  welfare  of  the  country  and  the  needs  of  its  producing 
industries.  Deflation,  however,  merely  for  the  sake  of  deflation  and  a  speedy  retiun 
to  normal — deflation  merely  for  the  sake  of  restoring  security  values  ana  commodity 
prices  to  their  prewar  levels  without  regard  to  other  consequences,  would  be  an  insen- 
sate proceeding  in  the  existing  posture  of  national  and  world  affairs. 

Now,  that  was  the  statement  of  the  Federal  Reserve  Board  in 
March  of  1920. 

The  Chairman.  Well,  at  some  time  or  other  the  Federal  Reserve 
Board  must  have  determined  that  some  sort  of  pressure  must  be 
brought  to  bear,  if  not  to  being  about  deflation,  at  least  to  stop  the 
growing  rate  of  rediscount. 

Gov.  Strong.  Yes,  sir. 

The  Chairman.  Now,  when  was  that  policy  arrived  at  ? 

Gov.  Strong.  It  developed,  commencing,  I  believe,  principally, 
with  the  discussions  which  took  place  in  the  reserve  system  in  the 
year  1919.  As  I  pointed  out,  I  think  the  dangers  became  a  Uttle 
more  obvious  to  us  in  New  York  before  they  md  elsewhere  in  the 
country  on  -account  of  the  speculative  market  there,  but  these  dis- 
cussions proceeded  through  1919,  and  ultimately  manifested  them- 
selves  by  rate  action,  previously  having  been  manifested  by  the 
poUcies  that  I  have  attempted  to  descrfbe  of  personal  advice  and 
admonition  directed  to  the  bankers,  and  in  the  pubhcations  of  the 
sjstem.  And  it  finally  matured  in  the  higher  rates  that  were  estab- 
lished early  in  the  year  1920. 

The  Chairman.  If  the  board  came  to  the  conclusion  that  some  kind 
of  pressure  must  be  brought  to  bear  on  the  situation,  and  finally 
amved  at  the  conclusion  tnat  the  pressure  had  to  take  the  form  of 
increased  discount  rates,  it  must  have  had  in  mind  at  some  time  or 
other,  that  that  policy  would  have  to  stop,  and  that  a  less  rigorous 
policy,  at  least,  would  have  to  be  adopted,  or  the  policy  completely 
reversed.  What  1  would  like  to  know  is  whether  the  board  or  the 
directors  of  your  bank  doing  this  thing,  prospectively  had  in  mind 
at  the  time  that  this  policy  was  adopted,  a  point  at  which  it  would 
be  assumed  that  deflation  had  proceeded  sufficiently  to  warrant  the 
adoption  of  another  pohcy,  or  whether  it  would  simply  let  the  thing 
go  along  until  the  adoption  of  some  other  policy  was  forced  upon  it 
By  pubhc  sentiment  ? 

Gfov.  Strong.  I  think,  sir,  that  the  records  that  have  been  sub- 
mitted will  disclose  that.     The  respective  reserve  banks'  policies, 
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and  especially  that  of  New  York,  must  necessarily  be  governed  by 
the  movements  that  take  place  in  the  commodity  that  it  deals  with— 
credit.  I  don't  think  the  reserve  banks  should  be  managed  in  their 
rate  policy,  or  their  policy  generally,  by  watching  a  chart  snowing  the 
movement  of  prices.  It  is  the  movement  of  credit  with  which  they  • 
are  concerned,  and  the  necessity,  and  ultimately  the  urgency,  for 
action  really  did  not  develop  to  its  peak  until  the  peak  of  the  loans 
was  reached  in  October,  I  think  it  was,  of  1920.  The  decline  io 
prices  had  started  a  short  time  before  that,  in  the  summer  of  1920. 
The  peak  of  the  loan  account  did  not  develop  until  about  October  of 
1920,  and  the  ultimate  application  of  the  highest  rates  was  not  made, 
as  you  know,  until  before  that,  in  June,  1920. 

.  1  think  it  is  fair  to  say  that  the  record  speaks  pretty  well  for  itself, 
Mr.  Chairman,  that  the  maximum  rate  applied  of  7  per  cent  in  June 
indicated  the  peak  of  the  resistance,  at  least  by  rate,  to  the  expan- 
sion; and  that  the  moderation  of  the  policy  developed  possibly  first 
in  New  York,  where  the  liquidation  first  tooK  place,  as  you  know,  and 
then  gradually  extended  as  the  ability  to  relax  developed  in  other 
sections  of  the  country. 

The  Chairman.  Well,  I  am  trying  to  get  an  answer  to  the  question 
that  I  think  is  in  everybody's  nund  about  this  particular  proposition, 
it  being  perfectly  clear  along  in  the  second  half  of  1920  that  prices 
were  (Sopping  almost  horizontally. 

Gov.  Strong.  Yes,  sir. 

The  Chairman.  And  it  is  the  impression,  I  take  it,  of  a  great 
many  people,  particularly  those  who  were  affected  hj  the  drop  in 
agricultural  prices,  that  that  precipitate  decline  in  prices  ought  to 
have  been  an  indication  to  the  Federal  Reserve  Board  and  the  direc- 
tors of  the  Federal  reserve  banks  that  the  policy  that  they  were 
pursuing  was  one  which  was  producii^  a  decline  in  prices  which 
meant  more  or  less  disaster,  and  certaSdy  very  great  narm  to  the 
agricultural  interests  in  particular,  and  that  some  modification  of  the 
policy  should  have  been  adopted  some  time  in  the  latter  haK  of  1920 
to  stop  that  decline. 

Gov.  Strong.  Well,  sir,  as  to  the  Federal  reserve  bank  of  New 
York — I  do  not  like  to  speak  for  the  Federal  Reserve  Board,  and  I 
was  not  here  in  1920  anyway — I  think  that  a  moderation  of  policy  to 
which  you  refer  did  occur  in  the  fall  of  1920,  and  I  think  the  evidence 
of  it  is  clearly  in  this  record  which  will  be  printed.  It  was  during 
that  very  period,  in  1920,  in  the  latter  part  of  1920,  that  we  were 
gradually  seeking  to  create  the  sentiment  that  people  who  were  in 
difi^culties  must  be  carried  along.  No  rate  reductions  were  made 
then,  and  I  do  not  think  they  were  justified. 

The  Chairman.  Why  not? 

Gov.  Strong.  In  the  fall  of  1920  ? 

The  Chairman.  Yes.  * 

Gov.  Strong.  The  demand  for  credit  would  not  justify  it.  The 
peak  of  our  loan  account  in  New  York,  as  shown  by  daily  figure, 
did  not  come  until  November,  1920.  During  that  period  we  were 
right  down  at  the  bottom  of  our  reserve.  In  fact,  the  Federal 
reserve  bank  of  New  York  was  borrowing  from  $40,000,000  to 
$60,000,000. 

The  Chairman.  Well,  I  may  be  very  obtuse,  but  I  must  confess 
that  I  am  not  yet  clear  as  to  why  it  was  not  possible  to  modify  this 
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policy  in  the  latter  half  of  1920  as  easily  as  it  could  have  been  done 
in  thefirsthalf  of  1921. 

Grov.  Strong.  Let  me  see  if  I  can  bring  out  from  the  contem- 
poraneous record  something  on  that  subject.     I  think  it  was  modified. 

The  Chairman.  In  makmff  that  statement  I  am  perhaps  assuming 
that  the  policy  of  the  board  was  not  wholly  guided  by^  the  reserve 
position  at  one  time  or  the  other. 

Gov.  Strong.  Well,  leaving  aaide,  Mr.  Chairman,  the  considera- 
tion of  rates,  does  it  not  turn  upon  the  Question  as  to  whether  credit 
was  or  was  not  extended  to  the  member  oank  by  the  Federal  reserve 
banks?  What  was  their  policy  in  extending  credit?  So  far  as  the 
New  York  bank  was  concerned,  we  were  extending  credit  to  the 
point  where  we  were,  as  you  know  being  severely  criticized. 

Mr.  Chairman,  I  think  much  of  the  answer  to  your  Question  depends 
upon  the  state  of  mind  of  those  who  were  responsible  for  these  matters 
at  the  time.  Now  I  think  I  can  speak  in  general  for  the  state  of 
mind  of  the  officers  of  the  New  York  reserve  bank,  and  the  respon- 
sible management  of  that  bank.  I  hesitate  to  speak  as  to  the  state 
of  mind  of  the  Federal  Reserve  Board.  But  certainly  the  evidence 
here  is  conclusive,  to  my  mind,  that  during  that  period,  the  fall  of 
1920,  the  attitude  of  the  Federal  reserve  bank  of  New  York  was  to 
extend  credit  for  proper  purposes  wherever  it  was  needed. 

I  have  before  me  some  of  the  official  pubUcations  of  the  Federal 
Reserve  Board  on  that  very  subject,  which  I  think,  if  I  read  them, 
will  disclose  something  on  that  subject.     May  I  read  this? 

The  Chairman.  Surely. 

Gov.  Strong.  This,  I  want  to  point  out,  is  from  the  official  publica- 
tion of  the  board,  and  it  is  used  by  the  reserve  banks  verv  largely 
as  a  guide,  educational,  in  their  policies.  I  have  read  the  state- 
ments of  the  board  about  deflation  merely  for  the  sake  of  deflation. 

In  the  April  issue  of  the  Federal  Reserve  Bulletin,  1920,  this  para- 
graph occurs  [reading]: 

At  all  events,  the  situation  emphasizes  the  necessity  for  bringing  the  speculative 
use  of  the  credit  facilities  of  the  Federal  reserx^e  system  \mder  control  at  as  early  a 
moment  as  possible  in  order  that  credit  shall  be  available  as  needed  for  the  require- 
ments of  industry  as  the  season  advances.  There  is  some  reason  to  think  that  an 
increasinff  share  of  banking  funds,  both  at  the  reserve  institutions  and  at  the  member 
banks,  is  l)eing  offered  to  the  direct  service  of  commerce  and  industry,  but  what  has 
already  been  done  in  that  direction  needs  to  be  carried  further  and  rendered  more 
effective. 

That  is  in  April,  1920,  and  when  the  decline  had  its  commencement. 
In   June,    1920,   the  following  appears  in   the  Federal  Reserve 
Bulletin  [reading] : 

R^:ardle88  of  the  extent  of  its  1^1  powers,  it  would  be  a  most  difficult  task  for  the 
Federal  Reserve  Board  sitting  in  Washington  to  attempt  by  general  rule  of  country- 
wide application  to  distinguish  between  ''essentiar'  and  '^nonessentiar'  loans. 

This  is  June,  1920.     [Continuing  reading:] 

During  the  war  there  was  a  broad  imderlving  principle  that  essentials  must  be 
^*  necessary  or  contributory  to  the  conduct  of  the  war, "  but  notwithstanding  the  sharp 
outline  of  this  principle  much  difficulty  was  experienced  bv  the  various  war  boards  in 
denning  essentials  and  nonessentials.  All  the  more  diftcult  would  it  be  for  the 
Federal  Reserve  Board  to  make  such  a  general  definition  now  when  there  is  no  longer 
that  purpose  as  a  guide. " 
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In  August,  1920,  in  the  Federal  Reserve  Bulletin,  is  the  following 
[reading] : 

The  board  has  taken  the  position  that  it  is  not  sufficiently  close'to  the  actual  day-to- 
day requirements  of  business  to  undertake  to  lay  down  nues  as  to  what  loans  are  for 
essential  purposes  and  what  loans  are  not.  The  Federal  reserve  banks  in  their  dealing 
with  member  banks  are  better  situated  in  this  respect,  but  ultimately  the  mam 
responsibility  of  such  decisions  must  rest  with  the  commerciaJ  banks  themflelves, 
which  in  their  dealings  with  customers  are  in  a  position  to  ascertain  the  purpose  of 
each  loan  and  to  decide  whether  this  purpose  is  essential  or  not. 

Again  in  September,  1920,  that  same  doctrine  is  enunciated  even 
more  strongly.     [Reading:] 

In  harmony  with  this  attitude  the  Federal  Reserve  Board  has,  however,  consistently 
adhered  to  the  policv  of  leaving  entirely  in  the  hands  of  local  banks  the  aecision  what 
^ loans  are  to  be  regarded  as  nonessential  or  * '  speculative. ' '  Gov.  Harding  has  outlined 
the  attitude  of  the  board  on  this  subject,  stating  that  *'it  has  never  undertaken  to 
classify  any  business  or  industry  as  essential  or  nonessential  and  does  not  intend  to 
do  so."  Gov.  Harding  has  further  called  attention  to  the  fact  that  ''expansion  of 
undue  bank  credit  has  been  restrained,"  while  he  also  noted  that  "the  fact  that  the 
general  volume  of  loans  and  discounts  remains  practically  the  same  would  seem  to 
indicate  that  the  solid  and  genuine  business  interests  of  the  country  have  encountered 
no  serious  hardship. " 
Continuing  his  discussion  of  the  general  credit  situation.  Gov.  Harding  remarks: 
"The  Federal  Reserve  Board  has  consistently  from  the  beginning  of  the  effort  to 
curb  the  tendency  to  headlong  resort  to  credit  operations  simply  urged  the  local 
banker  to  study  his  client  thoroughly,  and  the  board  has  never  undertaken  to  say  what 
class  of  loans  should  be  held  to  be  necessary  or  otherwise.  The  board  is  too  far  re- 
moved from  the  actual  detailed  situations  involved  to  undertake  to  do  this,  and  has 
relied  on  the  consistent  information  and  judgment  of  the  local  banker  to  accompliflh 
the  board 's  purpose.  *  *  *  The  difficulty  is  no  doubt  that  many  critics  oi  the 
board  think  that  the  same  rules  of  action  employed  during  the  stress  of  the  war  and 
the  selection  of  preferred  war  business  for  credit  assistance  are  now  in  operation. 
This  is  ^itirely  untrue,  and  the  reports  coming  daily  to  the  board  from  the  Federal 
reserve  banks  and  from  any  sources  of  commercial  intelligence  distinctly  contradict  it.  '^ 

The  Chairman.  Regardless  of  what  the  Federal  Reserve  Board  said 
at  this  time,  the  fact  still  remains  that  during  this  period  of  pressure^ 
liquidation,  an  almost  perpendicular  drop  m  prices,  with  the  rate 
remaining  at  the  highest  point  that  it  has  ever  been  in  the  history  of 
the  Federal  reserve  system,  and  that  was  a  much  stronger  argument 
for  restriction  of  loans  than  anything  that  the  Federal  Reserve 
Board  could  say  to  induce  the  bank  to  adopt  a  more  lenient  policy. 

Gov.  Strong.  Well,  is  not  the  more  conclusive  evidence,  Mr. 
Chairman,  that  with  the  rate  advance  to  7  per  cent,  only  on  one  class  of 
loans — and  I  pointed  out  that  that  is  not  the  effective  thing;  it  is  the 
advance  of  the  minimum  rate  that  is  really  the  effective  thing — is  not 
the  evidence  conclusive  that  the  application  of  that  rate,  even  though 
it  was  a  restraining  influence,  did  not  deny  credit  to  those  who  were 
entitled  to  credit,  speaking  from  the  standpoint  of  the  Federal 
reserve  bank  of  New  York,  when  the  loan  account  increased  to  the 
extent  that  it  did  i 

The  Chairman.  I  don't  know.     I  am  trying  to  find  out. 

Gov.  Strong.  Well,  the  fact  was  that  from  the  time  tl\^t  rate  of  7 
per  cent  was  introduced  on  to  the  very  end  of  1920  our  loan  account 
continued  to  increase.  It  was  the  expansion  of  the  loan  account  in 
which  we  were  interested,  and  toward  which  we  direct  our  rate.  And 
certainly  if  experience  justifies  any  action,  experience  justified  an 
advanced  rate  at  a  time  when  this  whole  Federal  reserve  system  was 
right  down  to  the  minimum  reserve,  but  at  the  same  time  not  hesi- 
tating to  lend  where  it  could  be  shown  that  lending  was  needed. 
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The  Chairman.  The  whole  question,  as  I  said  before — and  I  think 
it  is  in  the  mind  of  the  public  on  this  proposition — is  that  this  pre- 
cipitate perpendicular  decline  of  prices  was  a  warning  to  the  Federal 
Reserve  Board  and  the  directors  of  the  various  Federal  reserve  banks 
that  the  pressure  of  these  rates  and  the  poUcy  adopted  was  inflicting, 
and  bound  to  inflict,  if  that  decline  continued,  exceedingly  great 
hardship,  particularly  upon  the  agricultural  section  of  the  country, 
because  the  decline  was  greater,  not  only  actuaUv  greater,  but  greater 
in  its  relation  to  the  declme  in  commodities  that  the  farmer  had  to  buy. 

Gov.  Strong.  I  would  like  to  rely  upon  the  evidence  that  I  can 
produce  of  my  own  feelings  about  this  matter  before  any  question 
arose  about  a  congressional  inquiry. 

The  Chairman.  Of  course   1   recognize   when   propounding   this 

Juestion  to  you,  that  you  are  not  responsible  for  the  policies  of  the 
'ederal  Reserve  Board,  and  you  are  undertakmg  to  speak,  I  assume, 
only  for  the  policies  adopted  by  the  Federal  reserve  bank  of  New 
York. 

Gov.  Strong.  Yes,  sir. 

The  Chairman.  And  I  am  frank  to  say  that  so  far  as  what  has 
come  to  my  knowledge  extends,  the  pohcy  adopted  by  the  Federal 
reserve  bank  of  New  i  ork  was  not  the  policy  adopted  by  some  of  the 
other  reserve  banks. 

Gov.  Strong.  That  may  be  so.  I  can  not  answer  for  that,  Mr. 
Chairnian.  But  in  that  connection,  let  me  point  out  that  a  change  of 
policy  in  the  Federal  reserve  bank  of  New  Yi)rk  would  naturally  take 

Elace  before  it  took  place  in  other  sections  where  the  expansion  had 
een  greater.  The  liquidation  took  place  first  in  New  York.  And  it 
took  place  in  the  market  where  the  liquidation  is  easiest,  where  the 
security  market  is,  and  so  on. 

The  Chairman.  That  would  only  increase  the  necessity,  from  the 
standpoint  of  the  agricultural  sections  of  the  country,  for  a  more 
liberal  policy  in  carrying  along  that  necessarily  longer  period  of 
liquidation. 

Gov.  Strong.  I  think,  Mr.  Chairman,  that  a  discussion  as  to  who 
is  responsible  and  who  is  not  responsible  in  such  a  situation  as  this 
is  liable  to  be  misleading  unless  you  can  make  a  fairly  extensive 
statement  on  the  subject,'  and  if  you  will  let  me  do  so  I  will  endeavor 
to  express  my  own  personal  opinion. 

The  Chairman.  I  have  not  put  any  limitation  on  you. 

Gov.  Strong.  No,  sir.  Now,  first  let  me  read  something  which 
happened  to  have  been  taken  down  stenographically  of  what  I 
stated  in  Washington  in  April  of  this  year,  bearing  in  mind  that  I 
had  been  away  and  had  returned,  and  had,  so  to  speak,  oriented 
myself  in  a  couple  of  months  after  my  return  with  what  was  going 
on.  It  was  at  a  meeting  of  the  reserve  bank  governors  held  between 
April  12  and  15  of  this  year,  where,  by  their  suggestion,  a  committee 
of  delegates  to  the  Convention  of  the  American  Farm  Bureau  Federa- 
tion, which  was  then  being  held  in  Washington,  appeared  at  our 
meeting  to  discuss  this  very  matter.  Their  first  remark  upon  enter- 
ing the  room  was  that  they  were  looking  for  the  man  who  nad  given 
this  deflation  order,  and  it  resulted  in  some  discussion,  in  the  course 
of  which  I  made  this  statement,  and  I  read  it  simply  to  give  you  an 
expression  of  opinion  which  I  then  made  without  any  thought  of  any 
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congressional  inquiry  or  anything  of  that  sort.     It  b^ins  with  my 
statement  [reading]: 

Gov.  Strong.  What  you  gentlemen  very  properly  desire  before  you  go,  and  what 
we  desire,  is  constructive  suggestion. 
Mr.  Mansfield.  Certainly. 

And  this  is  the  statement  that  I  made  [reading]: 

Gov.  Strong.  I  do  not  believe  that  is  going  to  follow  from  attempting  to  fix  some 
responsibility  for  any  definite  transaction  upon  Bome  individual.  I  would  like  to 
refer  to  two  or  three  of  the  points  that  were  made  in  the  coimse  of  your  discussion. 

You  inquire  as  to  the  man  who  gave  this  order  for  deflation.  I  know  of  no  such 
order  being  given.  It  happens  that  during  the  year  1920  I  was  traveling,  I  had  a 
year  of  leave.  I  reached  Japan  in  the  spring  of  1920  and  found  that  this  deflation 
order  had  been  given  there  long  before  it  was  given  here.  They  were  in  the  throes 
of  a  liquidation  much  more  severe  than  we  have  experienced. 

And  then  I  went  on  to  describe  some  of  these  conditions,  which 
I  will  not  read.  And  this  is  the  statement  that  I  repeatedly  referred 
to  [reading] : 

It  would  apnear  from  your  remark  as  though  some  gigantic  conspiracy  had  been 
devised  arouna  the  world  to  brinj^  about  this  condition  to  which  you  refer,  but  it 
was  not  a  man-made  affair,  something  ordered  by  a  supreme  czar  of  finance.    *    *    ♦ 

We  believe,  and  I  think  the  students  of  the  subject  generally  believe,  that  irrespec- 
tive of  any  policy  that  might  have  been  adopted  oy  any  particular  bank  or  system  of 
banks,  that  what  has  happened  was  boiind  to  happen  anyway.  This  great  wave  of 
expansion  of  prices  had  reached  its  climax  and  it  was  bound  to  break.  It  broke  the 
world  over,  and  the  mere  fact  of  some  person  accepting  voluntarily  responsibility  for 
it,  if  I  may  use  such  strong  language,  is  really  nonsensical,  because  on  one  amid 
have  stopped  it  and  no  one  could  hAve  started  it.  In  our  opinion  it  was  bound  to 
come.  It  was  foreseen  abroad  and  it  was,  to  some  extent,  foreseen  here.  I  think  it 
is  no  injustice  to  this  body  to  say  that  the  storm  signals  were  raised  long  before  the 
Btorm  appeared. 

Now,  without  reading  further  from  this  statement,  let  me  explain 
what  my  best  information  is  as  to  how  this  all  happened.  I  think  it 
was  obvious  that  with  the  rates  of  the  reserve  banks  below  the  market 
rates  for  money,  some  measures  other  than  rate  control  were  necessary, 
some  supplementary  method  of  control.  That  was  undertaken  by  a 
systematic  canvass  of  the  country,  more  or  less  eflFective,  to  warn 
bankers  to  be  careful.  They  paid  no  attention.  Speculation  con- 
tinued. It  swept  through  the  country  and  reached  its  culmination 
in  the  spring,  say,  of  1920.  No  one  believed  what  we  said.  You  have 
heard  endless  references  to  the  statements  made  by  the  responsible 
heads  of  the  Federal  reserve  system  in  the  nature  of  warnings  of  what 
was  going  to  happen. 

But  something  did  happen,  and  the  minute  it  happened  these 
bankers  got  more  or  less  frightened.  They  saw  that  tne  warnings 
had  foundation.  The  effect  on  the  banking  system,  when  all  bankers 
begin  to  think  the  same  way,  of  course,  is  to  put  the  brakes  on  pretty 
sharply.  I  do  not  think  that  the  decline  which  was  started,  and  for 
whicn  the  timidity  or  the  caution  or  the  restraining  influence  of  the 
bankers  was  to  some  extent  responsible,  could  have  been  stopped  by 
any  poUcy  or  statement  or  enunciation  published  by  the  Federal 
reserve  baiiks.  Something  had  to  be  done  to  change  the  currait  of 
public  opinion  in  these  matters.  Something  had  to  be  done  to 
stiffen  up  the  backs  of  the  bankers  after  this  period  of  decline  to  which 
you  referred.  It  is  difficult  to  say  what  might  have  been  done  that 
was  not  done.  I  think  what  I  have  described  as  the  policy  of  the 
New  York  bank  was  probably  all  that  could  be  done.     I  certainly 


Digitized  by 


Google 


AGRICULTUBAL  INQXHRY.  719 

do  not  believe  to-day  that  the  reduction  of  rates  was  justified  or  would 
have  been  the  wise  thing  to  do. 

The  fact  is  that  the  impetus  of  public  opinion  and  desire  to  go  ahead 
and  buy  things,  speculate,  and  so  on,  that  carried  prices  to  these 
levels  was  reversed,  and  that  impetus  carried  the  machine  back,  not 
for  the  entire  length  to  which  the  prices  had  advanced,  because  they 
have  not  -proceeded  to  anything  like  that  length,  but  it  carried  them 
a  long  way,  and  I  doubt  very  much  if  anything  that  a  man  or  a  group 
of  men  or  a  system  could  have  done  would  have  arrested  it  once  it 
started.     It  was  bound  to  come. 

The  responsibilityresting  upon  the  Federal  reserve  banks,  to  my 
mind,  was  clear.  When  there  was  need  for  credit,  under  this  condi- 
tion of  declining  values  of  inventories,  whether  thev  were  crops  on 
a  farm  or  automobiles  or  stocks  of  any  other  kind,  the  responsibility 
of  the  Federal  reserve  system  was  to  see  that  the  member  banks  whicn 
needed  credit,  which  were  trying  to  do  their  duty  to  their  customers 
by  carrying  them  along,  got  the  credit,  and  I  believe  the  Federal 
reserve  baiSk  of  New  York  did  that  very  thing. 

The  Chairman.  There  is  another  matter  that  has  come  to  my 
attention  to-day  which  I  think  presents  a  very  commom  misappre- 
hension, which  I  think  perhaps  you  can  alleviate.  I  want  to  call 
Jrour  attention  to  a  paragraph  of  a  letter  which  T  received  this  morning 
rom  a  man  down  m  Fort  Smith,  Ark.,  in  which  he  says  [reading]: 

In  my  opinion,  raising  the  rate  of  interest  is  inconsistent  if  you  stop  and  consider 
the  amount  of  money  the  Federal  reserve  banks  have  made.  I  understand  the  Fed- 
eral reserve  bank  in  Kansas  City  has  $4.000.0C0  capital  and  made  $3,600.0(0.  Suppose 
any  other  institution  in  the  United  States  had  made  that  much  money  on  that  much 
capital,  don't  you  think  they  would  have  them  arrested  on  general  principles  for 
highway  robbery? 

Now,  there  seems  to  be  the  general  impression  that  the  amount 
of  money  which  the  Federal  reserve  banks  have  made  bears  some 
relation  to  policy  or  the  rates  which  were  or  should  have  been  adopted. 

Gov.  Strong.  Well,  the  Federal  reserve  banks,  Mr.  Chairman,  are 
not  run  for  profit.  Profit  is  an  incident  of  the  business  which  they 
can  not  avoid.  Now,  there  are  a  variety  of  ways  of  answering  that. 
The  fij:«t  thing  is  that  the  profits  go  to  the  Treasury  of  the  United 
States,  over  tne  amount  of  dividend  and  the  amount  added  to  sur- 
plus. But  the  important  thing  is  this:  The  Federal  reserve  banks 
enjoy  a  franchise  from  the  Government  of  the  United  States  which 
enables  them  in  emergencies  to  issue  credit  in  the  form  of  bank  de- 
posits and  bank  notes.  These  earnings  of  the  Federal  reserve  banks, 
if  expressed  as  they  were  expressed,  for  instance,  in  the  Aldrich- 
Vreeland  Act,  would  be  no  more  than  a  tax  upon  the  issue  of  notes 
made  by  the  Federal  reserve  banks,  just  as  the  national  banks  pay 
a  tax  upon  issues  of  national  bank  notes,  and  just  as  the  Aldnch- 
Vreeland  associations  paid  a  tax  upon  issues  of  their  notes,  and  had 
these  .taxes  been  expressed  in  a  similar  form  in  the  Federal  reserve 
act,  instead  of  in  the  form  of  a  sweeping  franchise  tax  taking  all  of 
our  earnings,  the  result  would  have  been  just  about  the  same. 

We  have  figures  carefully  prepared  at  the  bank  in  New  York  which 
disclose  the  lact  that  had  tne  system  of  graduated  taxes  which  ap- 
plied to  the  issues  of  Aldrich-V  reel  and  notes  appUed  to  issues  of 
Federal  reserve  notes  during  this  period,  the  tax  paid  to  the  Govern- 
ment would  just  have  absorbed  the  earnings  we  paid  to  it  as  a  fran- 
chise t/BX  in  the  form  of  turning  over  these  surplus  earnings. 
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The  Chairman.  Well,  this  income  was  the  result  rather  of  the 
volume  of  rediscounts  than  of  the  interest  rates  charged? 

Gov.  Strong.  Yes,  sir. 

The  Chairman.  And  therefore  would  indicate  that  the  Federal 
reserve  banks  had  been  doing  the  thing  they  should  have  been  doing; 
that  is,  lending  their  money  mstead  ot  not  lending  it. 

Gov.  Strong..  Yes,  sir;  and  may  I  point  out  this  important  fact 
in  connection  with  this  complaint  about  our  earnings.  Let  us  sun- 
pose  we  had  adopted  a  policy  of  low  rates  such  as  so  many  people 
nave  urged  us  to  adopt,  and  instead  of  having  a  5  or  a  6  or  a  7  per 
cent  rate  we  had  had  a  3  or  a  4  or  a  5  per  cent  rate,  I  will  undertake  to 
say  that  our  earnings  would  have  been  very  much  larger,  because 
then  there  would  have  been  an  expansion  on  top  of  what  we  have 
already  had,  of  very  much  greater  volume,  and  even  at  the  low 
rates  we  might  have' been  making  more  money  than  we  did  at  these 
hirfi  rates. 

The  Federal  reserve  bank  of  New  York — and  I  don't  sav  it  with  any 
pride;  personally  I  feel  mortified  that  it  should  be  so — with  the  expan- 
sion wnich  tooK  place  and  which  swept  this  enormous  loan  account 
into  the  Federal  reserve  banks,  made  $62,000,000  gross  in  one  year. 
Now,  we  do  not  want  those  earnings.  They  are  nothing  to  be  proud 
of;  and  if  any  means  had  been  possible  to  have  avoided  the  ex- 
pansion, which  is  another  form  was  simply  expressed  in.  the  earnings  of 
the  banfc,  no  one  would  have  been  gladder  than  we  to  have  avoidwl  it. 

Representative  Sumners.  Governor,  I  have  a  letter  from  the 
presiaent  of  the  bankers'  association  of  one  of  the  States,  in  which 
ne  says  that  the  high  rediscount  rate  did  one  of  two  things  in  his 
State,  had  one  of  two  effects:  Either  it  denied  to  the  bank  the  service 
of  the  Federal  reserve  system,  or  it  compelled  the  bank  to  charge  a 
usurious  interest,  the  interest  rate  being  6  per  cent  by  law. 

Gov.  Strong.  I  think  that  can  be  answered,  Congressman. 

Representative  Sumners.  Well,  I  believe  it  would  be  worth  while 
to  put  the  answer  in  the  record  some  place,  if  you  can  answer  it.  ^ 

Gov.  Strong.  In  the  case  of  the  member  banks  in  New  York 
State  the  legal  Umit  of  interest  permitted — ^with  certain  exceptions, 
such  as  the  stock  exchange  loans,  made  upon  demand  and  secured 
by  collateral — is  6  per  cent.  And  our  rate,  as  vou  know,  upon 
conamercial  paper,  was  7  per  cent.  I  referred  to  the  case  of  one  of 
our  banks  in  New  York,  the  president  of  which  stated  to  me  that  on 
one  day  his  bank  had  loaned  $18,000,000  to  railroad  customers, 
which  necessitated  borrowing  large  amounts  from  us  at  7  per  cent, 
and  he  had  charged  his  customers  6  per  cent.  Now  the  eflFect  of 
such  a  relation  of  rates  is  to  make  that  banker  discriininate  very 
carefully  between  anything  that  is  avoidable,  or  speculative,  or  that 
a  bank  should  not  lend  money  for,  and  take  care  of  the  customers  of 
the  bank  that  need  and  are  entitled  to  the  accommodation.  It  does 
exert  pressure,  if  you  please,  to  reduce  unnecessary  loans. 

Representative  Sumners.  Doesn^t  it  exert  pressure,  Governor,  to 
refuse  to  make  necessary  loans  ?  Now  let  me  submit  this  sort  of  a 
situation.  The  State  from  which  this  letter  was  received  is  an 
agricultural  State,  and  I  assume  that  the  banks  in  that  State  have 
agricultural  customers.  There  is  an  unfavorable  situation,  we  will 
say,  in  the  cotton  market.  The  bank  is  called  on  to  loan  money. 
The  bank  can  not  legally  loan  money  at  a  higher  rate  of  interest 
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than  6  per  cent,  The  rediscount  rate  of  the  Federal  reserve  bank 
is  6  or  7  per  cent.  It  would  seem  to  me  that  the  inevitable  result  of 
that  would  be  for  the  banker  to  decline  to  make  the  loan.  He  could 
not  loan  and  preserve  his  own  assets  if  he  would  loan  money  at  6 
per  cent. 

Gov.  Strong.  Well,  I  think,  sir,  that  the  assumption  is  that  the 
sole  profit  that  the  bank  makes  out  of  its  customers'  relations  is  the 
profit  on  these  loans.  Well,  that  hardly  expresses  it  all.  People 
who  borrow  from  banks  carry  accoimts  with  banks,  and  that  balance 
in  the  bank  represents  a  pront  to  the  bank. 

Representative  Sumners.  But  that  would  not  apply  to  the  same 
degree  to  a  country  bank.  Perhaps  there  are  one  or  two  banks,  we 
win  say,  in  the  conmiunity.  The  average  farmer  has  just  the  one 
bank  to  which  he  can  go. 

Gov.  Strong.  Yes,  sir. 

Repr^entative  Sumners.  That  bai\k  being  already  extended,  as 
most  of  the  banks  were  at  about  that  time,  and  the  farmer  not  being 
a  person  who  keeps  money  on  deposit,  as  a  rule,  in  any  considerable 
amount,  I  think  that  the  loan  would  be  decUned. 

Gov.  Strong.  Well,  Mr.  Congressman,  this  7  per  cent  rate  to 
which  you  have  referred,  was  that  the  only  rate  at  this  reserve 
bank? 

Representative  Sumners.  I  was  submitting  a  more  or  less  hypo- 
thetical situation.  But,  I  think  we  would  be  safe  in  assuming  the 
rate  on  agricultural  paper  was  not  less  than  6  per  cent. 

Gov.  Strong.  But  I  maintain  that  that  is  not  the  controlling 
factor.  I  do  not  think  there  has  been  a  time  during  the  period  <3 
Ipgh  rates  when  all  the  member  banks  did  not  have  available  to 
them  the  lai^e  possibility  of  borrowing  at  the  Federal  reserve  bank 
upon  other  securities.  Take  the  certificates  of  indebtedness  which 
were  owned  by  the  member  banks  all  over  the  country.  They  could 
always  borrow  from  the  reserve  bank  at  a  lower  rate  on  those  securities. 
I  mean  that  the  hypothetical  question,  I  think,  does  leave  out  some 
factors  in  the  matter  of  the  cost  of  credit  itself  which  should  be  taken 
into  consideration  to  indicate  whether  in  point  of  fact  this  7  per  cent 
rat-e  did  bear  so  heavily  upon  the  member  banks.  It  did  exert  some 
pressure,  there  is  no  question  about  that.    It  did  in  our  district. 

The  Chairman.  I  suppose  the  answer  to  that  question  is  in  the 
fact,  as  you  have  already  suggested,  that  after  all,  during  this  period 
from  June  30,  1920,  to  July,  1921,  both  the  number  of  the  member 
banks  that  were  borrowing,  and  the  amount  that  they  were  borrowing, 
mcreased. 

Gov.  Strong.  They  got  the  credit. 

Representative  Sumners.  I  think  they  charged  a  usurious  rate 
of  interest  if  they  loaned  at  all,  and  took  a  chance  at  that. 

Gov.  Strong.  Of  course.  Congressman,  you  do  not  feel  that  the 
7  per  cent  rate  was  established  By  any  reserve  bank  for  the  sake  of 
making  a  profit? 

Representative  Sumners.  No,  sir,  I  do  not.  I  am  not  (jue&tioning 
the  motive.  I  am  just  seeing  where  we  would  get  to  in  its  applica- 
tion. I  do  not  even  by  that  question  want  to  put  myself  in  the 
position  of  saying  it  was  not  necessary,  because  I  ao  not  know  about 
It  yet. 
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Gov.  Strong.  Well,  going  back  to  that  period,  and  reviewing  the 
occurrences,  we  see  the  picture  presented  oi  a  scale  of  rates  generally 
maintained  by  the  reserve  banks  down  to  at  least  the  spring  of  1920, 
very  considerably  below  the  market  rates  through  the  country,  which 
is  an  invitation  to  borrow  money  for  profit  from  the  reserve  banks. 
During  that  period  we  see  that  the  great  volume  of  publications, 
correspondence  and  other  material  produced  by  the  reserve  system  in 
the  nature  of  warnings  to  the  banks  not  to  extend,  not  to  permit  this 
speculative  development  to  extend,  were  all  of  them  unheeded— no 
response,  prices  rising,  the  volume  of  credit  growing.  What  else 
could  be  done  but  to  apply  the  rate  remedy?  What  would  have 
happened  had  we  not  applied  it  ? 

Representative  Sumners.  Take  the  situation  like  the  present 
what  is  the  rediscount  rate  now  at  the  banks  ? 

Gov.  Strong.  Ours  in  New  York  is  5^  per  cent  for  all  accommoda- 
tion of  every  kind. 

Representative  Sumners.  I  believe  it  is  6  per  cent  in  most  of  the 
districts. 

Gov.  Strong.  In  Boston  it  is  5^  per  cent.  In  Philadelphia  I  think 
it  is  5i  per  cent.  In  some  districts  it  never  went  above  6  per  cent,  as 
you  know.  I  have  been  absent  from  the  office  now  so  long  that  I  am 
not  able  to  say  from  memory  what  readjustments  have  recently 
taken  place,  but  a  number  have  reduced  to  5^  per  cent. 

Representative  Sumners.  Now,  I  think  that  it  must  have  been 
6  per  cent  in  districts  sel'ving  southern  territories.  Not  less  than  6 
per  cent,  I  believe,  in  the  Richmond  district.  Now,  if  they  hold  on 
to  a  6  per  cent  rediscount  rate  there  it  shuts  agricultural  paper  for 
rediscount  privileges  out  of  that  bank,  or  compels  usurious  interest 
being  charged.  / 

Gov.  Strong.  Well,  I  do  not  recall  what  the  contract  rates  are 
there,  Congressman. 

Representative  Sumners.  Well,  it  is  6  per  cent  in  North  Carolina, 
I  know.     That  is  where  I  got  this  letter  from. 

The  Chairman.  Well,  the  average  rate  is  above  6  per  cent,  I  am 
very  certain  of  that. 

(jrov.  Strong.  I  think  it  will  be  found  that  on  the  average  coimtrr 
banks  throughout  the  United  States  are  able  to  make  more  than  6  per 
cent  on  what  they  lend  to  their  customers,  but  isn't  it  fair  to  point 
out  this  in  connection  with  the  loans  of  the  Federal  reserve  banks? 
Your  question  would  seem  to  imply  that  every  dollar  of  accommoda- 
tion under  present  conditions  extended  to  needy  farmers  through  a 
member  bank  was  in  turn  represented  by  borrowings  by  that  bank 
at  the  reserve  bank.  Now,  in  the  country  districts,  as  a  matter  of 
fact,  the  amount  of  borrowings  from  the  Federal  reserve  banfa  is 
only  7  per  cent  of  the  deposit  liabilities  of  the  member  bank.  Your 
question  would  imply  that  every  dollar  of  credit  extended  by  member 
banks  to  their  customers  was  subjected  to  the  direct  influence  of  an 
equal  number  of  dollars  borrowed  at  a  higher  rate  from  the  reserve 
bank,  whereas  that  is  not  so  at  all. 

Representative  Sumners.  Well,  I  did  not  mean  to  so  imply  bv  my 
question.  I  was  only  directing  my  question  to  that  part  of  the  loans 
which  they  did  get  from  the  Federal  reserve  banks. 

Gov.  Strong.  Take  the  banker  who  made  that  inquiry  of  you. 
Congressman.     Suppose,  for  illustration,  that  he  is  the  president  of 
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a  bank  which  is  lending  a  million  dollars  to  the  farmers  and  has  a 
million  dollars  of  deposits.  Now,  assume  that  he  is  getting  a  variety 
of  rates  on  his  loans ;*but  at  that  level  if  he  is  just  borrowing  enougn 
to  make  good  his  reserve  he  is  only  borrowing  $70,000  at  the  reserve 
bank.  (S  com^e  I  do  not  mean  to  say  that  the  Federal  reserve 
system  has  only  provided  that  amount  of  credit  to  the  member  banks. 
Some  member  banks  have  borrowed  far  beyond  it.  There  are  some 
sections  of  the  country  where  the  large  borrowers  get  as  much  as  eight 
and  nine  times  their  basic  line,  but  tne  principle  that  I  want  to  refer 
to  is  that  the  pressure  of  rate  exerted  by  the  reserve  bank  rate  only 
applies  to  that  amoimt  which  is  borrowed  from  the  Federal  reserve 
bank  and  not  to  the  full  loan  account. 

Representative  Sumners.  Do  you  not  think  that  the  rediscount 
rate  of  the  Federal  reserve  bank  has  a  most  direct  influence  on  interest 
rates  generally  in  the  country  ? 

Grov.  Strong.  Well,  I  think  it  is  going  to  exercise  a  considerable 
influence  in  New  York,  but  in  Texas,  for  instance,  where  the  con- 
tract rate  is  10  per  cent — isn^t  it,  or  12? 

Representative  Sumners.  Ten. 

Gov.  Strong.  There,  in  Texas,  I  do  not  believe  it  has  much 
influence. 

Mr.  Chairman,  may  I  have  a  selection  made  from  this  collection 
of  material  to  go  into  the  record?  It  is  all  along  the  line  of  the 
general  discussion  in  regard  to  credit  control,  and  if  you  will  permit 
me  to  do  that  I  would  like  to  put  these  quotations  in  the  record. 

The  Chairman.  Very  well,  you  may  do  so. 

Gov.  Strong.  I  have  already  read  in  the  record  the  statement 
issued  to  the  public  on  November  3,  1919,  the  date  of  the  first  change 
during  that  year  in  the  rediscount  rate,  and  the  comment  on  the 
conditions  that  led  to  this  advance,  by  the  Federal  reserve  agent. 

Again,  on  December  30,  1919,  when  a  uniform  rediscount  rate  of 
4}  per  cent  was  established  for  all  advances  not  exceeding  90  days, 
this  bank  again  publicly  outlined  its  policy  with  regard  to  the  rate 
changes  and  issued  a  word  of  caution  to  bankers  against  unwise 
expansion  of  credit.     This  statement  was  as  follows: 

It  seems  appropriate  at  this  time  to  make  a  brief  statement  to  the  member  banks 
in  regard  to  the  oiscoimt  policy  of  this  bank. 

During  the  period  of  active  borrowing  upon  an  increasing  scale  by  the  Govern- 
ment of  the  Tjnited  States,  the  demands  for  credit  for  war  piirposes  exceeded  the 
amount  of  the  sa\'ing8  fimd  of  the  Nation  available  for  investment  in  Government 
8eci]rities,  so  that  the  discount  facilities  of  the  Federal  reserve  banks  were,  neces- 
sarily, employed  to  supplement  the  normal  volume  of  credit  created  by  saxangs. 
It  was  necessary,  therefore,  dvrine:  this  period  for  the  Federal  reserve  bank  of  New 
York  to  give  consideration  in  its  discount  policy  to  the  interests  not  only  of  the  Gov- 
ernment and  of  business,  but  also  of  those  patriotic  citizens  who  anticipated  their 
future  Ba\-ings  in  order  to  subscribe  to  war  loans. 

Now,  happily,  the  income  of  the  Government  ha,*^  overtaken  its  expenditures  and 
in  the  month  of  September  there  wa^  an  actual  decrease  in  the  Government  debt  of 
about  $400.000.0C0;  the  loans  which  banks  have  made  to  their  customers  on  Govern- 
ment seciirities  are  steadily  being  reduced,  and  Secretary  Glass,  in  announcing  the 
current  offering  of  4f  ner  cent  Treasi^ry  certificates  of  indebtedness,  states  that  the 
success  of  the  issiie  will  assure  the  consummarion  of  the  Treasury's  plan  for  financirg 
the  unfimded  portion  of  the  war  debt. 

In  \'iew  of  the  foregdng,  and  of  the  wide  distribution  of  certificates  to  the  public, 
it  being  esrimated  that  not  over  one-half  of  the  certificates  outstanding  are  now  held 
by  the  nanks,  the  directors  of  the  Federal  reserve  bank  of  New  York  have  eliminated 
the  preferential  rates  heretofore  maintained  in  favor  of  advances  and  rediscounts 
based  on  bonds,  certificates  of  indebtedness  and  acceptances,  and  for  the  time  being 
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at  least,  have  established  a  single  rate  for  credit  at  the  Federal  reserve  bank,  thereby 
greatly  simplifying  their  future  rate  policy. 

While  the  Federal  reserve  act,  by  lowering  reserves,  added  permanently  to  the 
lending  power  of  the  member  banks,  it  was  not  intended  that  the  Federal  reserve 
banks  themselves  should  be  used  to  pr<Hnote  permanent  credit  expansion  or  for  the 
purpose  of  obtaining  funds  to  reloan  at  a  pront  in  the  general  credit  market.  They 
were  intended  to  facilitate  emergency  or  seasonal  expansion,  and  except  for  sudi 
unusual  borrowing  as  war  financing  necessitates,  the  same  principles  whicix  governed 
borrowing  by  baiis  prior  to  the  establishment  of  the  Federal  reserve  s^^em  ehould 
still  obtain.  Nor  does  the  existence  of  the  Federal  reserve  sjrstem  reueve  banken 
from  their  individual  responsibility  to  prevent  unwise  expansion  of  credit  at  a  time 
like  the  present,  when  the  pressure  for  credit  is  very  great.  On  the  contrary,  with  the 
banks  being  gradually  relieved  of  the  volume  of  Government  securities,  which, 
directly  or  indirectly,  they  had  to  assume,  the  released  credit  should  be  devoted, 
as  far  as  practicable,  to  the  reduction  of  indebtedness  to  the  Federal  reserve  bank,  in 
order  to  gradually  reduce  the  present  credit  expansion. 

On  May  29, 1920,  the  Federal  reserve  bank  of  New  York  announced 
the  establishment  of  a  discount  rate  of  7  per  cent  on  commercial 
paper.  This  announcement  was  accompanied  by  the  following 
statement: 

The  foregoing  action  has  been  taken  in  order  that  bankers,  their  customers,  and  the 
public  generally  may  find  in  the  discount  rates  of  this  bank  a  reflection  of  existing 
credit  conditions. 

This  action  is  commented  upon  by  the  Federal  reserve  agent  in  his 
review  of  business  conditions  June  30,  1920,  as  follows: 

The  result  of  the  higher  Federal  reserve  bank  rates,  as  far  as  we  can  learn,  has  been 
to  impress  borrowers  with  the  necessity  of  borrowing  as  little  as  possible,  and  of  pre- 
senting a  sound  case  when  applying  for  credit.  The  increasing  number  of  sales  not 
only  of  manufactured  goods  out  of  raw  materials,  during  the  past  month,  is  clearly 
indicative  of  the  desire  to  reduce  stocks  of  jgoods  which  are  being  carried.  Producers 
and  distributors  find  that  necessary  credit  is  available,  but  there  is  greater  discourage- 
ment of  borrowing  for  less  necessary  purposes. 

In  addition  to  explaining  publicly  its  policy  with  regard  to  rate 
changes  at  the  time  chafes  were  made,  this  bank,  during  the  period 
of  rising  prices,  repeatecly  made  statements  warning  bankers  and 
business  men  that  credits  could  not  continue  to  expand  indefinitely, 
and  to  urge  the  restriction  of  unnecessary  borrowing. 

The  following  quotation  is  taken  from  the  Federal  reserve  agent's 
report  on  business  conditions,  issued  on  December  20,  1919: 

The  banking  problems  of  the  comin?  year  will  center  largely  around  the  greatly 
expanded  volume  of  bank  credit  which  the  war  required  and  with  which  the  sub- 
sidence of  war  financing  leaved  us.  To  establish  some  control  over  it  and  to  prevent 
in  so  far  as  practicable  its  diversion  into  undesirable  uses  instead  of  to  reduction  of 
bank  debts  is  a  task  requiring  of  the  bankers  of  the  country  not  only  an  understand- 
ing of  the  situation  but  action  of  a  most  disinterested  sort.  For  the  longer  this  volume 
of  ere  lit  remuns  in  use  in  excess  of  our  requirements  for  producing  and  distributing 
goods  and  carrying  on  the  usual  business  of  the  country,  the  longer  will  be  delayed  a 
return  to  more  normal  business  and  price  conditions. 

The  additional  ere  lit  creited  by  the  Federal  reserve  bank  during  the  war  was  sup- 
plied at  rates  which  of  necessity  conformed  to  the  Treasury's  policy  of  borrowing 
at  low  rate?  of  interest.  During  the  war,  whei  industrial  expansion  was  closely  con- 
trolled by  Government  regulation,  the  use  of  the  credit  resources  of  the  Federal 
reserve  bank  was  confined  largely  to  purposes  necessary  to  carry  on  the  war  and  main- 
tain the  civilian  population.  But  with  the  removal  of  such  regulation  and  control, 
and  under  the  stimulus  of  cheap  credit  and  apparently  limitless  demand  for  goods, 
industrial  expansion  has  progressed  by  leaps  and  bounds,  accompanied  by  si>ecu- 
lative  activity  in  all  kinds  of  property.  This  expansion  keeps  up  a  pressure  lor 
credit  at  a  time  when  the  volume  of  credit  should  be  diminishing. 

There  are  two  effective  checks  to  such  expansion;  one,  the  higher  cost  of  goods 
which,  when  supply  and  demand  become  more  nearly  balanced,  will  decrease  consump- 
tion; and  the  other,  the  higher  cost  of  credit,  which  will  make  it  less  profitable  for  banks 
to  borrow  and  thus  reduce  the  supply  of  credit  available  to  them  for  further  expand- 
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ing  their  loans.  The  rates  of  the  Federal  reserve  bank  should  be  an  effective  influence 
upon  the  cost  of  credit.  They  have  been  raised  twice,  on  November  3  and  December 
11,  but  have,  nevertheless,  been  closely  related  to  the  certificate  rate  policy  of  the 
Treasury.  They  have,  however,  given  clear  indication  to  the  member  banks  of  the 
desirability  in  their  own  interest  of  extending  credit  with  increasing  restraint  and 
circumspection  and  of  addressing  themselves  to  the  gradual  reduction  of  their  debts 
to  the  Fe<leral  reserve  bank. 

The  annual  report  of  the  Federal  reserve  bank  of  New  York  for 
1919  further  discussed  the  rate  changes  of  that  year  and  pouited  out 
the  need  of  conservmg  credit  for  productive  and  necessary  uses. 
The  statement  was  as  follows: 

During  September  the  debt  of  the  Government  decreased  about  $400,000,000.  By. 
the  end  of  the  year  the  reduction  had  grown  to  $759,000,000.  This  turn  in  the  tide 
of  Government  financing  provided  the  basis  for  an  increase  in  the  rates  of  the  Federal 
reserv^e  bank  of  New  York.  These  rates  were  accordingly  increased,  gradually  and 
progressively,  on  November  3,  December  11  and  31.  1919,  and  January  22,  1920.  from 
a  scale  of  from  4  to  4}  per  cent  to  a  scale  of  from  4}  to  6  per  cent.  Thus  the  rates  which 
during  the  war  were  necessarily  related  to  the  rates  on  Government  securities  rather 
than  to  the  rates  paid  by  industry  and  commerce  began  gradually  to  approach  their 
normal  relation  to  the  latter  class  of  borrowing.  If  credit  elasticity  were  abandoned 
and  fixed  limits  of  credit  established,  a  large  measure  of  credit  and  price  deflation 
inight  be  accomplished  promptly,  but  only  at  the  expense  of  industrial  demoraliza- 
tion such  as  we  have  seldom  if  ever  experienced .  Creait  should  do  its  part  in  bringing 
about  the  readjustment,  and  should  be  made  sufficiently  expensive  to  exert  pressure 
and  discourage  unproductive  and  unnecessary  uses.  But  the  movement  should  be 
gradual  and  orderly;  sudden  credit  or  price  deflation  might  lead  to  disaster. 

In  the  same  report  this  bank  outlined  the  responsibilities  of  member 
banks  for  the  control  of  credit  expansion  in  the  following  words: 

Except  in  the  case  of  open  market  transactions,  whatever  pressiu^e  Federal  reserve 
bank  rates  may  put  ufjon  the  volume  of  credit  is  exerted  not  directly  but  through  the 
member  banks.  1 1  is  important,  therefore,  that  as  the  first  steps  are  being  undertaken 
to  reduce  the  great  credit  expansion  which  war  financing  necessitated  the  member 
banks  should  realize  that  the  existence  of  their  new  ciHddit  organization  does  not 
lessen  the  responsibility  for  credit  conditions  which  they  formerly  recognized  and 
assumed.  On  the  contrary  it  rather  increases  their  responsibility  because  of  the 
immensely  increased  credit  power  which  the  new  organization  creates  and  which 
they  take  the  initiative  in  using.  The  duty  of  the  organization  is  to  establish  such 
rates  as  will  suffice  to  keep  the  volume  of  credit  within  control.  But  it  is  the  credit 
policies  and  recuirements  of  the  member  banks,  reflected  in  the  amount  of  their 
reserve  credit  they  call  into  use,  which  will  usually  determine  the  volume.  And 
as  the  banks  are  gradually  relieved  of  Government  seciuities  it  seems  desirable  that 
the  policy  of  steady  borrowing  which  the  absorption  of  these  Government  securities 
has  necessitated,  should  gradually  revert  to  the  policy  of  seasonal  or  occasional  borrow- 
ing by  banks,  which  prevailed  prior  to  America's  entry  into  the  war.  When  the  mem- 
ber banks  have  thus  once  more  reached  a  position  in  which  they  usually  transact 
only  such  business  as  their  own  resources  permit  the  Federal  reserve  system  will  have 
been  restored  to  its  normal  rdle  of  an  agency  for  emergency  or  seasonal  expansion. 

The  December,  1919,  monthly  review  of  the  Federal  reserve  agent 
sought  to  call  attention  to  certain  evidence  that  the  rising  tide  of 
busmess  activity  was  near  to  flood,  and  that  there  were  signs  the  ebb 
had  begun.     This  warning  was  contained  in  the  following  paragraph: 

There  are  other  evidences  of  reaction  from  the  progressive  expansion  of  October. 
There  has  been  a  marked  falling  off  in  the  amoimt  of  new  securities  offered  for  sale' 
and  manufacturers  and  merchants  are  now  imwilling  to  make  contracts  at  present 
prices  on  the  old  basis;  indeed  it  is  reported  to  us  that  where  such  contracts  formerly 
covered  a  period  of  six  months  they  are  now  generaUy  limited  to  half  that  time. 

In  the  review  published  on  April  30,  1920,  the  agent  of  this  banK 
discussed  at  length  the  credit  situation  and  pointed  out  the  necessity 
for  a  ^adual  deflation,  urring  upon  each  banker  his  individual 
responsibility  for  doing  his  share  in  conserving  credit  for  necessary 
purposes. 
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A  review  of  the  first  four  months  of  1920  indicates  venr  little  progress  toward  a 
reduction  of  either  commodity  prices  or  credit  volume.  The  best  tnat  can  be  add  is 
that  the  rate  of  increase  in  both  naa  been  slowed  down.  The  umial  credit  liquidaticai 
of  January  and  February  did  not  occur  this  year,  and  while  during  February'  the 
steadily  rising  indices  of  commodity  prices  halted,  or  even  showed  signs  of  declming. 
they  have  resiuned  their  upward  course  during  March  and  April,  accompanied  by 
increasing  bank  loans,  in  spite  of  a  decreasing  volume  both  of  the  Government  debt 
and  of  Government  securities  owned  or  carried  by  the  banks.  This  condition  finds 
its  reflection  in  the  Federal  reserve  system,  the  reserv^es  of  which  were  43.7  per  cent 
on  January  2  and  43  per  cent  on  April  23.    A  year  ago  the  reserves  were  52.7  per  cent 

NECESSFTY   OF  IMPROVING   CONDmONS. 

In  spite,  then,  of  the  substantial  increase  in  rates  for  both  short  and  long  credit 
which  followed  the  January  increase  in  Federal  reserve  bank  rates,  no  general  im- 
provement in  either  price  or  credit  expansion  has  since  been  effected.  When  we 
realize  that  in  another  few  weeks  southern  harvests  will  begin  and  that  in  another  four 
months  we  shall  be  in  the  autumn  period,  when  trade  and  crop  moving  demand  an 
increased  volume  of  credit,  it  is  important  that  both  bankers  ana  business  men  should 
carefully  study  the  situation  at  once,  calmly  but  frankly,  to  see  what  can  and  should 
be  done  to  prepare  for  these  demands  and  to  effect,  in  the  meantime,  not  only  a  pre- 
vention of  further  credit  and  price  inflation,  but  a  measurable  reduction  of  both. 

Before  considering  what  bankers  can  do  to  bring  this  about,  it  seems  desirable  that 
conditions  in  goods  and  labor,  the  physical  elements  of  the  situation,  should  be  briefly 
examined  in  order  that  the  difficulties  of  effective  action  through  credit  may  not  be 
underestimated. 

GOODS. 

Generally  speaking  there  is  no  improvement  in  the  supply  of  0X>ds  measiired  by  the 
demand;  the  upward  movement  of  tne  price  index  shows  thw.  Compared  with  prewar 
standards,  the  production  of  most  goods  has  not  increased  materially,  whereas  the 
desire  and  the  ability  to  consume  goods  have  increased  greatly.  This" is  due  in  laii^ 
part  to  the  increased  mai^in  over  bare  living  costs  which  war  conditions  brought  to  90 
many  of  our  workers— industrial  and  agricultural — and  which  in  varyii^  d^r^^s  they 
still  retain.  Our  domestic  demand  for  goods  is  aiufmented  by  an  insistent  demand 
from  Europe,  whose  industrial  disorganization  has  been  made  still  more  difficult  by 
the  elimination,  for  the  time  being,  c3  Russia,  Germany,  and  Austria,  as  international 
producers  and  distributors. 

CREDIT. 

Many  factors  have  contributed  toward  the  lack  of  balance  between  production  and 
consiunption  and  the  price  and  credit  expansion  from  which,  in  common  with  all  the 
world,  we  are  now  suffering,  and  many  different  steps  must  consequently  be  taken  to 
bring  our  unbalanced  economic  life  back  to  an  equilibrium.  Whatever  these  neces- 
sary steps  may  be  and  by  whatever  other  groups,  Governmental  or  private,  they  may 
be  undertaken,  it  is  evident  that  the  Federal  reserve  banks  and  each  one  of  the  30,000 
banks  of  the  country  have  a  special  duty  and  responsibiUty  toward  present  conditions 
that  they  can  not  neglect.  This  duty,  as  the  chamber  of  commerce  points  out,  is  'a 
stricter  control  of  cr^t." 

THE    banker's   responsibility. 

The  bankers  as  a  group  are  the  most  potent  single  influence  in  the  industrial  Ufe  of 
the  country.  They  carry  on  their  work  with  substantial  uniformity  in  every  city  and 
town,  touching  every  business  activity.  Relying  on  the  resources  of  the  F^ieral 
reserve  banks  they  patriotically  undertook  the  immense  credit  expansion  which  wv 
financing  required.  In  so  doing  they  set  in  motion  forces  which  are  still  continuing 
to  i^ravate  the  lack  of  balance  between  supply  and  demand  and  which  must  now  be 
brought  imder  control.  The  existence  of  the  Federal  reserve  system  does  not  reheve 
a  single  banker,  whether  member  or  nonmember,  from  his  individual  responsibility 
to  do  his  share  in  checking  further  expansion  by  exercising  a  stricter  con1at>l  of  the 
credit  he  creates;  for  except  in  its  limited  open  market  purchases  of  bankers'  accept- 
ances the  Federal  reserve  system  does  not  act  directly  on  the  volume  of  credit  but 
acts  only  indirectly,  through  the  buiks,  on  whom  the  primary  responsibility  rests. 
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WHAT  CAN  THB   BANKER   DO? 

What  c&n  the  banker  do  among  his  own  customers  to  exercise  ''a  stricter  control  of 
credit"?  It  is  difficult  to  generalize,  for  each  bank  and  each  of  its  borrowers  must  be 
considered  individually,  while  each  borrower  is  apt  to  be  convinced  that  his  case 
differs  from  that  of  otheis  and  is  wholly  meritorious.  The  following  suggestions  seem 
sufficiently  general  to  cover  many  cases: 

Clearly,  the  present  is  not  an  appropriate  time  to  extend  business  merely  for  the 
sake  of  increased  volume  of  profits.  This  applies  not  only  to  producers  and  distributors 
but  to  bankers  as  well,  for  tne  present  opportunities  to  take  on  new  borrowing  accounts 
and  to  reloan  borrowed  money  at  a  profit  are  tempting  to  many.  Nor  is  it  a  time  for 
public  or  private  improvements  not  absolutely  necessary  for  health  and  efficiency. 
With  a  shortage  of  goods  and  labor,  the  necessity  of  conserving  both  is  as  great  as  it 
was  during  the  war,  and  requires  an  even  higher  degree  of  self-restraint  on  the  part  of 
bankers,  producers,  distributors,  and  consumers,  since  governmental  controls  no 
longer  exist.  Accordingly  the  more  clearly  the  banker  keeps  in  mind  the  conserva- 
tion of  labor  and  goods  for  necessary  purposes  as  the  object  of  his  control  the  more 
clear  will  be  his  course  in  exercising  such  control. 

Making  new  loans  for  purposes  which  will  not  further  production  or  distribution  of 
necessary  goods  creates  iresn  demands  on  labor  at  a  time  when  there  is  not  enough 
labor  to  meet  pressing  needs.  Reduction  of  existing  loans  for  similar  purposes  tends 
to  reduce  demands  on  labor.  Loans  for  the  purpose  of  speculating  in  commodities, 
seciuities,  and  real  estate  absorb  credit  required  for  ndcesMuy  production  and  tend  to 
increase  the  cost  of  living.  Loans  for  the  purpose  of  carrying  stocks  of  luxuries  and 
expensive  grades  of  goods  or  stimulating  their  production  merely  increase  the  tempta- 
tion to  extrava^nt  living,  while  loans  to  individuals  to  purchase  such  articles  seem 
wholly  indefensible. 

'GRADUAL   DEFLATION   THE    OBJECTIVE. 

The  foregoing  suggestions  are  very  general  and  merely  rehearse  familiar  things, 
yet  they  will  bear  repetition  at  a  time  when  it  is  the  bankers  who  are  primarily  called 
upon  to  deal  with  a  situation  which  is  not  only  country-wide  but  world-wide:  by  far 
the  most  difficult  economic  situation  the  modem  world  has  ever  i&ced.  Tne  new 
turn  upward  in  credit  and  prices,  after  the  halt  of  February,  is  an  unmistakable  sign 
to  every  banker,  whether  or  not  his  institution  is  itself  a  borrower,  that  the  necessity 
is  here  for  him  to  take  a  more  firm  and  determined  stand  to  prevent  further  expansion 
and  to  inaugurate  a  gradual  and  orderly  reduction  of  credit.  A  difficult  program,  it  is 
clear,  and  one  requiring  even  more  discretion,  courage,  and  public  spirit  than  the 
bankers  manifested  so  notably  during  the  war;  a  program  which  requires  the  coop- 
eration of  producers,  distributors,  and  consumers  for  its  success;  but  a  program  whicn, 
nevertheless,  is  essential  not  only  to  our  steady  industrial  progress  but  to  our  entire 
social  and  economic  well-being,  and  failure  to  undertake  it  is  almost  certain  to  lead 
to  abrupt  and  imhappy  consequences. 

While  urging  the  necessity  of  reducing  unessential  borrowing, 
this  bank  did  not  neglect  to  assure  business  men  and  bankers  that 
there  were  at  all  times  ample  credit  facilities  to  meet  all  legitimate 
demands  for  credit.  In  the  review  of  the  agent  for  July  30,  1920, 
the  following  statement  was  made: 

In  spite  of  the  recent  movements  in  prices  and  credit,  past  experience  indicates 
that  aaditional  credit  will  soon  be  required  for  the  heavy  seasonal  demand  of  autumn. 
Happily  there  is  no  longer  reason  for  the  financial  apprehension  with  which  bankers 
used  to  approach  each  autumn  in  prewar  days.  For  instead  of  the  stone  wall  of  rigid 
reserves  and  fixed  currency  volume,  there  is  now  standing  back  of  all  member  banks  a 
reservoir  of  credit  and  currency  whose  elastic  £tnd  prompt  response  to  the  require- 
ments of  the  country  have  been  thoroughly  tested .  The  fact  that  for  many  months  the 
Federal  reserve  bank  has  been  exerting  pressure  in  order  gradually  to  reduce  the  volume 
of  credit  will  not  prevent  it  from  extending  additional  credit  whenever  the  necessities 
of  industry,  commerce  and  agriculture  require  it. 

On  August  28,  1920,  the  monthly  review  of  this  bank  said: 

Except  for  those  trades  in  which  through  price  or  other  uncertainties  producers 
have  adopted  a  waiting  attitude,  production,  distribution  and  consumption  are  pro- 
ceeding at  a  high  rate.     This  is  an  indication  that  though  credit  is  high  and  under 
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pressure,  the  bankers  and  business  men  of  the  country  know  that  through  the  immeo0e 
resources  of  the  Federal  reserx'e  system  credit  is  nevertheless  elastic  and  can  be  ccm- 
manded  at  all  times  within  legitimate  limits  for  necessary  productive  and  distributive 
requirements. 

In  the  report  of  September  30  this  bank  again  emphasized  the 
necessity  of  protecting  industry  from  imdue  credit  restriction.  The 
statement  was  as  follows : 

Just  as  credit  and  "prices  went  up  together,  they  should  come  down  together,  too. 
During  the  past  montn  there  has  been  no  decrease  in  the  loans  and  investments  of  the 
banks  of  the  country,  but  material  reductions  should  not  be  expected  at  present 
Credit  requirements  are  nearly  always  at  their  peak  in  the  autumn;  and  beeidee  the 
normal  seasonal  demands,  a  period  of  transition  to  lower  prices  like  that  which  we 
are  now  experiencing  is  one  which  requires  temporarily,  at  least,  additional  credit. 
On  the  one  hand  increasing  inventories  which  result  from  slowly  moving  stocks,  and 
on  the  other  canceled  orders  and  poor  collections  produce  a  demand  for  credit  not 
unlike  that  of  last  spring  when  the  railwav  and  ocean  freight  movements  w&re  tem- 
porarily congested.  Such  a  period  calls  for  a  credit  policy  on  the  part  of  the  banb 
looking  to  conservation  of  sound  business.  Such  additional  credits  as  are  required 
are  not  for  further  expansion  but  are  for  the  protection  of  industry.  They  are  to  enable 
business  men  to  undertake  in  an  orderly  manner  the  reduction  of  inventories  and 
the  descent  to  lower  price  levels.  That  the  readjustment,  which  has  been  quite  radical 
in  many  industries,  nas  proceeded  quietly  and  confidently  has  been  due  in  very  large 
part  to  the  helpful  and  constructive  attitude  of  the  bankers  who,  in  spite  of  heavy 
withdrawals  of  their  deposits  and  the  unusual  movements  of  funds  described  in  the 
following  section,  have  not  hesitated,  if  necessary,  to  increase  their  borrowings  from 
the  Federal  reserve  bank  to  furnish  such  credits  for  production  and  distribution  as 
conditions  have  required  .t 

In  its  review  of  business  conditions  during  October,  1920,  this 
bank  pointed  out  that  there  had  been  adequate  credit  elasticity  to 
meet  the  added  demands  incident  to  the  crop  moving.  In  this  con- 
nection, the  review  quoted  from  a  statement  issued  oy  the  Federal 
Reserve  Board  under  date  of  October  16  to  the  following  effect: 

In  view  of  the  representations  which  have  recently  been  made  to  the  board  as  to 
the  unavailability  of  credit  in  agricultural  sections,  the  board  re<)uested  information 
concerning  credit  conditions  throughout  the  country  from  the  chairman  and  govenon 
of  Federal  reserve  banks  at  the  usual  autumn  conference  here  this  week.  The  board 
is  advised  that  credit  has  been  steadily  available  for  the  successive  seasonal  require- 
ments of  agriculture  as  well  bs  for  the  needs  of  commerce  and  industry,  and  that  there 
is  no  ground  for  expecting  that  its  availability  for  these  purposes  i^all  not  continue. 
The'  present  improved  credit  situation  is  due  in  part  to  the  timely  steps  taken  laet 
spring,  following  conferences  between  the  board  and  governors  and  directors  of  the 
Federal  reserve  banks,  to  provide  credit  for  crop  moving  requirements  and  in  part 
to  the  subsequent  improvement  in  transportation  reported  from  all  districts,  except 
in  a  few  localities. 

The  November  30,  1920,  issue  of  this  bank's  monthly  report  reads 
in  part  as  follows: 

Throughout  the  year  credit  has  been  at  all  times  available,  as  the  Federal  Resenre 
Board  pointed  out  in  its  statement  of  October  16,  for  in  spite  of  the  rapid  movements  of 
funds  from  one  part  of  the  coimtry  to  another,  member  banks  have  always  felt  readjr  to 
eTtend  additional  credit  where  such  a  course  seemed  necessary  and  sound,  knowing 
that  they  could  in  turn  fall  back  upon  their  Federal  reserve  bank. 

Bearing  further  upon  the  availability  of  credit  for  necessary  pur- 
poses, the  monthly  report  of  this  bank  issued  on  December  31,  1920, 
said: 

It  is  most  important  in  such  a  period  that  there  should  be  suflScient  elastidtv  of 
credit  to  enable  the  various  interests  and  industries  to  mature  and  carry  out  their 

Elans  without  the  fear  that  the  necessary  credit  facilities  may  be  lacking.    Looking 
ack,  it  appears  that  during  the  early  months  of  falling  prices,  referred  to  above,  the 
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volume  of  credit  remained  practically  stationary ,  and  that  during  the  later  months, 
when  the  fall  was  most  acute,  the  volume  of  credit  actually  increased.  Thus,  in  a 
year  which,  from  the  point  of  view  of  credit,  has  been  marked  oy  the  measurable  recov- 
ery by  the  Federal  reserve  bank  of  the  control  of  credit  through  discount  rates  which 
in  part  had  been  relinquished  to  facilitate  war  financing,  it  seems  clear  that  the  recov- 
ery of  credit  control  has  not  been  at  the  expense  of  credit  elasticity.  The  higher  rates 
established  indicated  the  desirability  that  inflation  should  proceed  no  further,  but 
they  have  at  no  time  prevented  the  granting,  continuing,  or  even  increasing  of  credit 
where  conditions  justified  such  action. 

Additional  expression  of  this  bank's  policy  in  conserving  credits  for 

i)roductive  and  distributive  purposes  was  made  in  the  annual  report 
or  1920.     The  quotation  follows: 

The  elasticity  in  credit  which  had  been  maintained  in  1920  was  an  assurance  that 
diuing  1921,  unless  wholly  new  and  unexpected  conditions  should  arise,  credit  would 
continue  to  be  available  for  the  legitimate  and  necessary  requirements  of  commerce, 
industry,  and  agriculture. 

In  the  monthly  review  issued  March  1,  1921,  this  bank  again  indi- 
cated its  repudiation  of  a  policy  of  too  rapid  credit  contraction,  in  the 
following  words : 

The  very  rapidity  of  the  fall  in  prices,  particularly  during  the  last  three  months  of 
3920,  haa  required  the  continued  use  of  credit  for  the  protection  of  farmers,  manufac- 
turers, and  merchants. 

Reviewing  the  occurrences  of  preceding  months,  the  April  1,  1921, 
report  of  this  bank  stated: 

Credit  equilibrium  and  elasticity  were  maintained,  and  credit  was  at  all  times  avail- 
able for  legitimate  needs  throughout  the  country. 

The  August  1,  1921,  review  of  this  bank  commented  upon  credit 
conditions  as  follows: 

The  reduction  of  bank  credit  thus  far  effected,  accompanying  a  decline  in  the  prices 
of  practically  all  commodities  and  products,  has  not  teen  marked  by  any  series  of 
severe  business  failures  such  as  has  characterized  other  cohiparable  periods.  Figures 
based  on  the  reports  of  credit  agencies  indicate  on  the  contrary  that  the  number  of  such 
reverses  in  recent  months  has  been  but  little  above  and  frequently  somewhat  below  the 
average  through  a  series  of  vears.  Bankers  ordinariljr  have  avoided  the  precipitate 
calling  of  loans  and  have  ai({ed  in  the  work  of  readjusting  to  new  conditions.  In  this 
they  have  been  guided  by  the  knowledge  that  the  resources  of  the  Federal  reserve 
system  have  always  been  available  to  meet  all  necessary'  credit  demands. 

The  reduction  m  the  voliune  of  bank  loans,  and  particularly  the  decline  in  loans  of 
the  reserve  banks,  reflects  the  passing  of  the  perioa  of  credit  stringency.  There  con- 
tinues, however,  as  necessarilv  must  continue  at  all  times,  a  scrutiny  of  new  loans 
and  tiie  exercise  of  sound  banking  judgment  in  granting  them,  especially  when  they 
are  desired  for  the  purpose  of  holding  eoods  at  values  unrelated  to  present  conditions  or 
for  embarking  on  enterprises  which  depend  for  their  profits  upon  the  former  level  of 
prices.  The  discretion  of  the  individual  banker,  keeping  in  mind  the  serious  conse- 
quences of  too  strict  a  program  with  regard  to  loans  already  made  and  still  required, 
win  no  doubt  lead  him  to  follow  a  liberal  policy  wherever  present  conditions  or  sound 
expectations  warrant. 

Following  are  copies  of  correspondence  of  this  bank  indicating: 

(1)  Collateral  requirements  of  this  bank  when  rediscounting  for 
another  Federal  reserve  bank. 

(2)  Additional  collateral  requirements  of  this  bank  when  re- 
discounting  in  unusual  amounts  for  a  member  bank  or  when  that 
member  bank  is  not  in  first  class  condition. 
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Following  is  a  letter  to  Gov.  Van  Zandt,  of  the  Federal  reserve 
bank  of  Ddlas : 

August  6,  1920. 
R.  L.  Van  Zandt,  Esq.. 

Governor  Federal  Reserte  Bank  of  Dallas ^  Dallas ,  Tex. 

Dear  Mr.  Van  Zandt:  *  *  *  The  policy  of  this  bank  in  making  ad vancee  to 
our  member  banks  has  not  been  changed,  and  we  are  still  making  advances  on  Liberty 
bonds  and  Victor>'  notes  for  the  full  face  value  of  the  bonds. 

We  have  been  advised  by  the  Federal  Reserve  Board  that  the  board*s  letter  of  July 
15  was  not  intended  to  be  mandatory  and  that  if  any  Federal  reserve  bank  desires  to 
effect  rediscounts  for  other  Federal  reserve  banks  when  the  paper  is  secured  only  by  a 
like  face  amount  of  Government  bonds,  it  may  do  so.  We  have  not  deemed  it  neceesary 
to  require  100  per  cent  collateral  at  market  value  on  our  rediscounts  or  loans  for  mem- 
bers and  see  no  reason  for  a  different  attitude  on  our  part  toward  rediscounts  for  your 
bank  if  you  rediscount  with  us  this  season. 

With  reference  to  the  ruling  of  the  Federal  Reserve  Board  that  collateral  pledged 
with  the  Federal  reserve  agent  as  security  for  Federal  reserve  notes  in  turn  be  secured 
by  a  like  market  value  of  Government  bonds,  we  have  also  been  advised  that  the  board 
had  modified  its  ruling  so  that  this  requirement  might  be  waived  in  any  case  where 
the  aggregate  of  all  collateral  held  by  the  Federal  reserve  agent  exceeds  tne  amount  of 
Federal  reserve  notes  issued  by  an  amount  greater  than  the  discrepancy  between  the 
market  value  of  the  bonds  and  the  face  value  of  the  notes  for  which  they  are  pledged 
as  collateral.    As  our  excess  of  security  with  the  agent  seems  ample  to  cover  any 

Erobable  deficiency  of  collateral  market  value,  we  apprehend  no  difficulty  or  em- 
arrassment  on  that  score. 

*'I  trust  that  this  letter  answers  your  inquiry  fully,  and  with  kind  personal  regards, 
I  am, 

Very  truly,  yours,  L.  F.  Sailer, 

Deputy  Governor 

As  regards  the  policy  of  the  Federal  reserve  bank  of  New  York  in 
regard  to  new  financial  statements  in  connection  with  member  bank 
rediscounts,  I  quote  the  following  letters: 

December  23,  1920. 
Hon.  W.  P.  G.  Harding, 

Governor  Federal  Reservt  Board, 

Washington,  D.  C. 

Dear  Gov.  Harding:  With  this  1  am  handing  you  a  memorandum  listing  large 
discount  lines  of  $500,000  or  more  of  commercial  paper  under  rediscount  with  the 
Federal  reserve  bank  of  New  York  as  at  the  close  oi  business  December  11,  1920, 
amounting  to  $393,826,000.  In  addition  to  the  maximum  lines  there  are  two  other 
columns,  one  showing  the  date  of  the  last  statement  of  condition  and  the  other  showing 
the  ratio  of  ouick  assets  to  current  liabilities. 

You  will  oDserve  that  the  ratios  of  ouick  assets  range  all  the  way  from  17.60-1  to 
1.06-»^1.  It  is  perfectly  apparent  that  wnen  o.ir  manufactiuing  and  industrial  concerns 
close  their  books  for  the  year  their  new  financial  statements  will  show  a  very  material 
reduction  in  the  ratio  of  quick  assets  as  compared  to  their  i>reviou8  statements.  It 
occiu^  to  me  that,  under  present  conditions,  it  is  most  desirable  that  the  Federal 
reserve  banks  adopt,  as  far  as  practicable,  a  uniform  and  perhaps  a  somewhat  more 
liberal  policy  in  dealing  with  comnierciaJ  paper  offered  them  lor  rediscount  when 
accompanied  by  new  statements.  I  feel  v^ery  strongly  that  if  we  were  to  adopt  a  too 
critical  or  too  ngid  policy  with  retjard  to  this  subject  it  would  not  only  have  a  very 
bad  moral  effect  upon  our  banks  out  might  lead  to  consequences  that  would  be  dis- 
astrous. It  occurs  to  me  that  you  may  consider  this  subject  important  enough  to 
warrant  the  board's  taking  appropriate  action  in  this  regard  and,  thereupon,  to  notify 
all  Federal  reserve  banks  and  branches  of  the  board's  views. 
Very  truly,  yours, 

J.  n.  Case,  Acting  Goverrwr. 

The  reply  to  that  letter  is  as  follows: 

Federal  Reserve  Bo.\rd,  • 

Washington,  December  24^  19f0. 
Dear  Mr.  Case:  I  acknowledge  receipt  of  your  letter  of  the  23d  instant,  inclosinglist 
of  large  discount  lines  of  commercial  paper  held  by  your  bank  on  December  11.  Other 
members  of  the  board  and  myself  have  been  interested  particularly  in  the  range  of 
ratios  of  quick  assets  to  liabilities  as  shown  in  the  thira  column  of  the  statement. 
It  seems  that  it  will  be  necessary  for  Federal  reserve  banks  to  a\-oid  adopting  too 
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» 
rigid  a  policy  in  the  matter  of  ratios  when  the  new  financial  statements  beein  to  come 
in.  The  members  of  the  board  present  at  a  conference  this  morning  thinS:  that  con- 
sideration should  be  given  to  changed  conditions,  and  where  a  concern  is  undoubtedly 
solvent  and  its  management  capable  and  efficient  it  will  not  be  necessary  to  attach 
the  same  importance  to  a  high  ratio  of  quick  assets  to  liabilities  as  heretofore.  It 
must  be  remembered  that  as  prices  reach  more  normal  bases,  readjusted  inventories 
will  involve  less  liability  to  loss  than  the  inventories  based  on  the  greatly  inflated 
prices  of  a  year  ago. 

In  accordance  with  your  suggestion,  the  board  is  communicating  with  all  Federal 
reserve  banks,  but  as  it  would  prefer  that  the  initiative  should  come  from  the  banks, 
it  is  merely  asking  in  the  general  letter  for  an  expression  of  their  \dews.    Further 
correspondence  will  follow  Later. 
Very  truly,  yours, 

W.  P.  G.  Harding,  Governor, 
Mr.  J.  H.  Case, 

Acting  Governor^  Federal  Reserve  Bank,  New  York^  N.  Y, 

I  will  read  the  following  extracts  from  the  Federal  Reserve  Bul- 
letin: 
May,  1919: 

*  *  *  The  underlying  and  most  general  factor  tending  to  sustain  the  present 
high  level  of  values  is  the  credit  and  banking  situation,  inflated  as  it  is  throu^out 
the  world,     (p.  410.) 

June  1,  1919,  the  end  of  Government  control: 

The  restoration  of  business  to  a  competitive  basis  necessarily^  implies  the  restoration 
of  our  banking  and  financial  mechanism  to  the  exercise  of  its  normal  functions  in 
connection  with  the  development  of  trade.  Among  these  are  the  restriction  of  un- 
deairable  or  excessive  borrowing  and  the  application  within  reasonable  periods  of 
the  test  of  liquidation  to  our  forei^  trade.  *  ♦  «  During  this  period  of  transition 
danger  of  maladjustment  or  inflation  will  necressarilv  exist  in  greater  or  less  degree, 
and  such  safeguards  as  can  reasonably  be  applied  should  be  invoked.  This  places 
upon  tiie  banks  of  the  country  an  exceptionally  responsible  task  (p.  523). 

Ordinarily  a  sharp  check  could  be  administered  through  the  advancing  of  the  rates 
of  rediscount  at  Federal  reserve  banks.  Such  a  check  for  the  moment  encounters 
8ome  difficulty  so  long  as  the  policjr  of  promoting,  the  absorption  of  Government 
securities  by  ^voring  rates  is  maintained.  (Check  to  speculation  in  the  securities 
market,  p.  524.) 

July  1,  1919: 

It  is  well  to  reiterate  the  fact  that  the  funds  of  the  Federal  reserv^e  system  are  in  no 
sense  intended  for  the  support  of  speculation  and  that  member  banks  should  bear 
this  in  mind  when  arranging  for  the  extension  of  accommodation  to  borrowers  (p.  618). 

October  1,  1919,  discount  policy: 

*  *  *  when  the  financial  operations  of  the  Goverrmient  will  cease  to  be  the 
important  factor  in  shaping  reserve-bank  policies  which  they  have  been,  and  Federal 
reserve  bank  rates  once  more  will  be  fixed  solely  '*with  a  view  of  accommodating 
commerce  and  business"  (p.  910). 

November  1,  1919: 

The  real  character  of  the  situation  depends  upon  the  use  that  is  being  made  b^ 
member  banks  of  credit  facilities  to  be  obtained  at  Federal  reserve  banks.  It  is 
jupt  here  that  the  present  situation  must  be  regarded  as  unsatisfactory.  The  evidence 
which  is  currently  available  seems  to  point  to  the  fact  that  member  banks,  under  the 
influence  of  strong  private  demand,  are,  in  not  a  few  cases,  greatly  expanding  their 
loans  «  *  *.  Cooperation  on  the  part  of  member  banks  is  therefore  necessary  t<» 
the  preservation  of  a  satisfactory  condition  of  strength  throughout  the  banking  sys 
tem  as  a  whole,  and  good  results  can  not  be  obtained  through  any  single  method, 
least  of  all  through  the  use  of  those  modes  of  restraint  and  correction  which  are  in 
ordinary  circumstances  sufficient  for  the  purpose  (p.  1010). 

December  1,  1919: 

As  Gov.  Harding,  in  a  letter  to  Hon.  Robert  L.  Owen,  has  said,  the  board  has  re- 
peatedlv  called  attention  to  the  fact  that  resources  obtained  from  the  Federal  reserve 
banks  should  not  be  used  for  speculative  purposes,  and  at  various  times  when  there 
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has  been  unusUal  speculative  activity  it  hae  issued  public  wamings  as  to  the  bad 
effect  of  such  activities  upon  the  banldng  situation.  The  first  warning  of  this  kind 
was  issued  as  long  ago  as  October.  1915,  and  the  warning  has  been  repeated  on  0e\'eral 
occasions  since  that  date  when  conditions  made  it  necessary. 

On  June  10,  1919,  the  board  made  public  a  letter,  which  it  had  addreeeed  to  all 
Federal  reserve  agents,  reading  as  follows: 

**The  Federal  Reserve  Board  is  concerned  over  the  existing  tendency  toward 
excessive  speculation,  and  while  ordinarily  this  could  be  corrected  by  an  advance 
in  discount  rates  at  the  Federal  reserve  banks,  it  is  not  practicable  to  apply  thia 
check  at  this  time  because  of  Government  financing.  By  far  the  larger  part  of  the 
invested  assets  of  Federal  reserv^e  banks  consiBts  of  paper  secured  by  Government 
obligations,  and  the  board  is  anxious  to  get  some  information  on  which  it  can  form 
an  estimate  as  to  the  extent  of  member  oanks  borrowing  on  Government  collateral 
made  for  purposes  other  than  for  carrying  customers  who  have  purchased  Liberty 
bonds  on  account,  or  other  than  for  purely  commercial  purposes." 

*  *  *  The  board  has  called  attention  repeatedly  to  the  dangerous  speculative 
tendencies  which  have  been  prevalent. 

As  pointed  out  in  the  board's  statement  of  November  4,  the  speculative  situation 
is  not  regarded  as  bein^  confined  to  any  one  part  of  the  country,  but  there  has  been 
extraordinary  speculative  actiN^ity  in  all  sections.  The  consequences  of  overepecu- 
lation  are  as  evident  and  may  be  as  serious  when  the  fimds  of  banks  are  used  for  the 
purpose  of  carrying  commodities  or  real  estate  as  they  are  when  they  are  employed  in  a 
similar  way  in  connection  ^^th  stocks  and  securities.  As  was  stated  by  the  board  at 
the  time,  "the  real  character  of  the  situation  depends  upon  the  use  that  is  being  made 
by  member  banks  of  credit  facilities  to  be  obtamed  at  the  Federal  reserv-e 
banks  *  ♦  *.  The  reports  which  come  to  the  board  from  the  Federal  reserve  dis- 
tricts indicate  a  marked  advance  in  the  growth  of  speculative  transactions,"  and 
again,  ''there  has  been  an  increasing  demand  for  funds,  speculation  is  attaining  an 
unprecedented  acti\dty  and  is  embracing  real  estate  and  many  classes  of  commodi- 
ties." It  follows  from  what  has  been  said  that  the  repression  of  undue  speculative 
activity  and  overextension  of  credit  is  as  clearly  a  duty  of  the  banking  system  in  the 
South  and  West  as  it  is  in  the  East  and  North.  In  reply  to  a  message  received  from 
a  cotton-growers'  committee,  the  board,  on  November  19,  telegraphed  the  National 
Farmers'  Union,  in  session  in  Memphis,  that  there  had  been  no  change  in  policy  with 
respect  to  the  extension  of  productive  credit,  but  that  Federal  reserve  bank  resources 
should  not  ''be  used  directly  or  indirectly  for  speculative  purposes  nor  for  facilitating 
the  hoarding  of  commodities  for  such  purposes  *  *  *."  As  already  pointed  out. 
the  use  of  the  resources  of  the  Federal  reserve  banks  either  directly  or  indirectly 
for  speculative  purposes  is  forbidden  by  the  act  (p.  1109). 

February,  1920: 

Our  banking  system  is  therefore  passing  through  a  transition  period.  During  this 
transition  penod  there  should  be  an  effective  control  of  credits,  gradual  liquidatioD, 
and  such  temporary  ex^nsion  only  as  may  be  necessary  to  meet  seasons  require- 
ments or  emergencies.  There  should  be  a  less  lavish  but  mote  efficient  use  of  capital 
and  credit,  extravagance  should  be  discouraged  in  every  way  possible,  and  the  pro- 
duction of  essential  commodities  increased.  It  is  important  tiiat  the  world  should 
get  back  to  work,  but  in  order  to  provide  steady  emjMoyment  for  the  people  of  our 
country  it  is  necessary  that  there  should  be  a  sustained  demand  for  the  products  of 
our  fields  and  factories,  mines  and  forests,  and  in  order  to  maintain  this  steady 
demand  it  is  necessary  to  provide  markets  abroad  for  our  surplus  production. 

Working  along  this  line  of  policy,  the  Federal  reserve  agents  in  the  several  districts 
have  in  some  cases  issued  to  member  banks  circular  letters  of  suggestion  designed  to 
encourag[e  the  curtailment  of  imeesential  loans  and  to  explain  to  them  tbe  real  purpose 
of  variations  in  the  discount  rate,  while  others,  although  making  no  public  statement, 
have  undertaken  to  secure  the  cooperation  of  member  banks  through  informal  conver- 
sations and  correspondence  intended  to  aid  in  this  process  of  reducing  inflated  loans 
and  of  confining  reserve  credit  to  tlie  financing  of  necessary  business  operations. 

March,  1920: 

The  expansion  of  credit  set  in  motion  by  the  war  must  be  checked.  Oedit  must  be 
brought  under  effective  control  and  its  flow  be  once  more  regulated  and  governed  with 
careful  regard  to  the  economic  welfare  of  the  country  and  the  needs  of  its  producing 
industries.  Deflation,  however,  merely  for  the  sake  of  deflation  and  a  speedy  return 
to  "normal " — deflation  merely  for  the  sake  of  restoring  security  values  and  commodity 
prices  to  their  prewar  levels  without  regard  to  other  consequences^  would  be  an  insen- 
sate proceeding  in  the  existing  posture  of  national  and  world  affairs. 
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Apra,  1920: 


At  all  events,  the  situatioii  emphasizee  the  necessity  for  bringing  the  speculative 
use  of  the  credit  facilities  of  the  Federal  reserve  system  under  control  at  as  easly  a 
moment  as  possible  in  order  that  credit  ahaU  be  available  as  needed  for  the  require- 
ments of  industry  as  the  season  advances.  There  is  some  reason  to  think  that  an 
increasing  share  of  banking  funds,  both  at  the  reserve  institutions  and  at  the  member 
banks,  is  oeing  offered  to  the  direct  service  of  commerce  and  industiy,  but  what  has 
already  been  aone  in  that  direction  needs  to  be  carried  further  and  rendered  more 
effective. 

June,  1920: 

*  *  *  Regardless  of  the  extent  of  its  legal  powers,  it  would  be  a  most  difficult 
task  for  the  Federal  Reserve  Board  sitting  in  Washington  to  attempt  by  general  rule 
of  country- wide  application  to  distinguish  between  *  "essential"  and  "nonessential*' 
loans.  During  the  war  there  was  a  broad  underl>dng  principle  that  essentials  must 
be  ** necessary  or  contributorv  to  the  conduct  of  the  war,*'  but  notwithstanding  the 
sharp  outline  of  this  principle  much  difficulty  was  experienced  by  the  various  war 
boards  in  defining  essentials  and  nonessentials.  All  the  more  difficult  would  it  be  for 
the  Federal  Reserve  Board  to  make  such  a  general  definition  now  when  there  is  no 
longer  that  purpose  as  a  guide. 

August,  1920: 

*  *  *  the  board  has  taken  the  position  that  it  is  not  sufficiently  close  to  the 
actual  day-to-day  requirements  of  business  to  imdertake  to  lay  down  rules  as  to  what 
loans  are  for  essential  purposes  and  what  loans  are  not.  The  Federal  reserve  banks 
in  their  dealings  with  member  banks  are  better  situated  in  this  respect,  but  ultimately 
the  main  responsibiUty  of  such  decisions  must  rest  with  the  commercial  banks  them- 
selves, which  in  their  dealings  with  customers  are  in  a  position  to  ascertain  the  pur- 
pose of  each  loan  and  to  decide  whether  this  purpose  is  essential  or  not. 

September,  1920,  essential  loans: 

In  harmony  with  this  attitude,  the  Federal  Reserve  Board  has,  however,  consis  t 
ently  adherea  to  the  policy  of  leaving  entirely  in  the  hands  of  local  banks  the  decision 
what  loans  are  to  be  redded  as  nonessential  or  ''speculative.''  Gov.  Harding  has 
outlined  the  attitude  of  the  board  on  this  subject,  stating  that  "it  has  never  imder- 
taken  to  classifv  anv  business  or  industry  as  essential  or  nonessential  and  does  not 
intend  to  do  so. ^'  Gov.  Harding  has  further  called  attention  to  the  fact  that  "expan- 
sion of  undue  bank  credit  has  been  restrained, ' '  while  he  also  noted  that ' '  the  fact  that 
the  getneral  volume  of  loans  and  discounts  remains  practically  the  same  would  seem 
to  uidicate  that  the  solid  and  genuine  business  interests  of  the  coimtry  have  encoun- 
tered no  serious  hardship."  Continuing  his  discussion  of  the  general  credit  situation, 
Gov.  Harding  remarks: 

"The  Federal  Reserve  Board  has  consistently  from  the  beginning  of  the  effort  to 
curb  the  tendency  to  headlong  resort  to  credit  operations  simply  urged  the  local  banker 
to  study  his  client  thoroughly,  and  the  board  has  never  imaertaken  to  say  what  class 
of  loans  should  be  held  to  be  necessary  or  otherwise.  The  board  is  too  far  removed  from 
the  actual  detailed  situations  involved  to  imdertake  to  do  this  and  has  relied  on  the 
consistent  information  and  Judgment  of  the  local  banker  to  accomplish  the  board's 
purpose.  *  ♦  ♦  The  difficulty  is  no  doubt  that  many  critics  of  the  board  think 
that  the  same  rules  of  action  employed  during  the  stress  of  the  war  and  the  selection 
ol  preferred  war  business  for  credit  assistance  are  now  in  operation.  This  is  entirely 
untrue,  and  the  reports  coining  daily  to  the  board  from  the  Federal  reserve  banks  and 
from  many  sources  of  commercial  intelligence  distinctly  contradict  it." 

September,  1920: 

The  board  has  never  imdertaken  to  define  what,  in  its  opinion,  might  be  regarded  as 
essential  and  nonessential  loans;  it  has  stated  that  this  is  a  matter  which  should  prop- 
erly be  left  to  the  judgment  of  the  individual  banks. 

From  the  annual  report  of  the  Federal  Reserve  Board,  1919,  page 
73,  I  quote  the  following: 

While  the  Federal  Reserve  Board  will  always  be  mindful  of  the  interdependence  of 
credit  and  industry  and  of  the  influence  exerted  on  prices  by  the  general  volume  of 
credit,  the  board  nevertheless  can  not  assume  to  be  an  arbiter  of  industry  or  prices. 
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From  the  annual  report  of  Federal  Reserve  Board,  1920: 

Referring  to  the  world-wide  readjustments  from  war-time  delirium  to  the  more 
normal  conditions  of  peace,  operating  almost  simultaneously  throughout  the  world, 
its  effects  have  been  more  far-reaching  and  drastic  in  other  countries  where  the  in- 
flation of  bank  credit  and  currency  was  more  pronounced  than  in  the  United  States. 
The  process  necessarily  has  been  painful  but  it  was  inevitable  and  unavoidable,  and 
in  view  of  world-wide  conditions  could  not  have  been  long  deferred  in  this  countr\- 
by  any  artificial  means  or  temporary  expedients  which  might  have  been  adopted. 

In  meeting  the  strain  to  which  our  domestic  banking  system  has  been  subjected,  a 
strain  which  always  accompanies  the  economic  and  financial  changes  which  follow  a 
period  of  great  expansion,  no  resort  was  made  to  credit  curtailment  or  to  contraction 
of  the  currency.  The  precautionary  steps  which  were  taken  during  the  year  did  not 
produce  deflation  but  they  checked  the  expansion  which  had  been  proceeding  at  a 
dangerous  rate  and  prevented  a  larger  measure  of  distress  than  has  actually  occurred. 

Referring  to  agricultural  credits  it  says: 

♦  *  *  It  should  be'  borne  in  mind  also  that  the  total  amount  of  farmers'  notes 
rediscounted  bv  Federal  reserve  banks  gives  no  indication  of  the  amount*  ad^•anced 
by  the  Federal  reserve  banks  to  finance  the  production  and  sale  of  farm  products 
since  larjje  amounts  advanced  to  member  banks  in  the  agricultural  districts  on  conuner- 
cial  and  industrial  paper  are  used  by  these  banks  for  loans  to  agricultural  int^este. 

It  refers  also  to  the  important  part  played  by  bankers'  acceptances 
in  the  movement  of  crops  to  ultimate  markets. 

Referring  to  changes  in  business  conditions  and  readjustment  of 
prices,  it  affirms  that  changes  were  not  due  to  contraction  or  drastic 
restrictions,  as  the  total  volume  of  bank  credit  in  the  United  States 
declined  but  sUghtly  from  the  first  to  the  last  of  the  year  1920. 

I  will  read  the  following  statement  made  at  the  governors'  con- 
ference, Washington,  D.  C,  October,  1920,  in  regard  to  the  purpose 
of  credit  control  under  existing  circumstances : 

It  was  more  necessary  to  win  the  war  than  to  observe  technicalities  of  theoretically 
sound  principles.  While  present  abnormal  conditions  are  the  outgrowth  of  the  war, 
and  doubtless  justify  methods  which  might  be  undesirable  after  readjustments  have 
been  made,  yet  it  seems  clear  that  the  Federal  Reserve  system  should  see  its  justifica- 
tion very  clearly  before  including  among  its  purposes  others  than  thoee  originally 
specified  in  the  title  of  the  act  or  clearly  implied  in  the  character  of  the  amendments. 
Regulation  of  the  price  level  does  not  appear  to  be  among  the  implied  additional  pur- 
poses. If  the  determination  of  the  price  level  is  left  to  the  inter-plav  of  natural  forces. 
It  is  inevitable  that  a  healthy  price  level  will  be  an  incidental  result  of  the  establish- 
ment of  a  sound  credit  condition. 

But  it  appears  to  me  that  the  Federal  reserve  system  need  not  concern  itself  about 
deflation.  Deflation  for  the  sake  of  deflation,  or  of  correcting  injustices  wrought  by 
inflation,  is  not  one  of  the  purposes  of  the  Federal  reserve  system.  It  paturally  in- 
volves a  measure  of  deflation  to  reduce  the  volume  of  credit,  but  the  concern  of  the 
Federal  reserve  system  lies  chiefly  in  establishing  a  sound  credit  condition. 

Gov.  Seay  said: 

The  primary  purpose  of  the  endeavor  to  control  credit  in  the  present  situation  and 
from  the  Federal  reserve  bank  point  of  view  is  to  maintain  and  strengthen  reserves, 
and  conservation  of  reserves  should  always  be  the  object  of  credit  control. 

It  is  believed  there  should  be  no  direct  connection  either  actual  or  apparent, 
between  the  objective  of  the  credit  control  policy  by  reserve  banks  and  the  course 
of  prices;  that  is  to  say,  control  of  credits  should  not  be  undertaken  by  reserve  banks 
for  piu-poses  of  regulating  prices.  The  aim  should  be  to  keep  credit  liquid,  to  control 
its  use  by  the  discount  rat«,  and  leave  prices  to  take  their  natural  course  according 
to  economic  laws. 

It  would  probably  be  fair  to  say  that  a  normal  credit  condition  exists  when  bank 
loans  are  made  very  largely,  and  loans  from  reserve  banks  entirely,  for  the  purpose 
of  producing,  purchasing,  carrying,  or  marketing  goods  in  one  or  more  of  the  steps 
of  the  process  of  production,  manufacture,  and  distribution. 

Dr.  Miller  expressed  his  agreement  with  those  who  say  that  the 
Federal  reserve  banks  should  not  undertake  to  regulate  prices  and 
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that  their  policy  should  be  the  establishment  of  sound  credit  condi- 
tions, but  at  the  same  time  he  pointed  out  that  the  reserve  banks 
must  not  and  can  not  be  unmindful  of  the  effect  of  their  policies 
upon  prices.     Dr.  Miller  spoke  in  part,  as  follows: 

It  is  a  very  simple  thing  for  me  to  conceive  that  a  Federal  reserve  bank  might 
be  extremely  sale  and  strong  and  yet  that  safety  be  effected  at  the  expense  of  a  safe 
condition  of  indiistr\'  and  a  safe  condition  of  the  whole  body  economic.  That  is 
what  I  mean  when  I  state  with  all  possible  emphasis  that  we  must  look  beyond  the 
situation  of  oiir  immediate  banks,  in  order  to  imderstand  whether  we  are  functioning 
as  a  banking  system  should  function,  particularly  in  times  of  stress  and  transition 
such  as  we  are  in  the  midst  of  at  the  present  time;  in  brief,  we  must  always  keep 
one  eye  upon  the  effect  of  a  liberal  attitude  in  the  matter  of  credit  extension  or  of  an 
illiberal  attitude,  upon  industry.  I  should  like  to  hear,  therefore,  from  both  of  these 
gentlemen  perhaps  from  others,  too,  who  feel  an  inclination  to  say  that  an  adequate 
administrative  object  of  Federal  reserve  banking  is  to  maintain  a  sound  condition. 
After  all,  whatever  we  do  aHects  somebody,  affects  some  section,  or  affects  industry  in 
general.  I  quite  agree  with  Mr.  Perrin  and  Mr.  Seay,  and  others,  when  they  say  it  is 
not  our  business  to  undertake  to  regulate  prices.  I  do  not  think  that  we  can  say  with 
too  much  emphasis  that  we  must  not  permit  ourselves  to  become,  in  the  public  estima- 
tion, in  any  sense  a  general  economic  welfare  institution.  It  is  our  busmess  to  bank; 
it  is  our  business  to  create  credit;  it  is  our  business  to  satisfy,  as  the  Federal  reserve 
act  itself  requires,  the  needs  of  commerce  in  business,  but  that  implies  that  we  must 
alwavs  have  a  judgment  upon  what  the  condition  of  industry'  is  in  order  that  we  form 
a  judgment  upon  what  the  needs  of  commerce  and  industry  are. 

rJow,  the  fact  is  that  all  business  transactions  are  made  in  terms  of  prices.  Mr. 
Seay  brings  out  distinctly,  though  mere  passingly,  the  effect  that  liberal  credit  policies, 
on  the  part  of  reserve  systems,  m  the  past  two  years,  have  had  upon  the  upward  flight 
of  prices.  That,  of  course,  was  not  the  intent,  that  was  not  the  purpose;  it  was,  how- 
ever, an  incident  of  the  credit  policy  pursued :  so  while  we  may  not  intend  what  we 
do  with  respect  to  making  the  volume  of  credit  larjjer  or  smaller,  nevertheless,  if  we 
should  shut  our  eyes  to  the  fact  that  whatever  we  do  in  the  way  of  affecting  the  volume 
of  credit  is  bound  to  have  an  immediate  repercussion  upon  the  general  movement  of 
prices,  we  should  be  pursuing  an  ostrich-like  process  and  probably  expose  ourselves 
to  pretty  severe  criticism.  It  is  one  thing  to  say  that  we  do  not  intend  to  exercise  any 
effect  upon  the  general  movement  of  prices,  and  it  is  quite  another  thing,  however,  to 
say  that  the  effect  of  what  we  do  upon  prices  is  of  no  concern  to  us.  My  contention  on 
that  point  would  be  that  it  is  of  immense  concern  to  us.  *  *  *  I  think  we  must 
always,  in  determining  whether  or  not  our  credit  policies  are  at  bottom  well  adapted 
to  the  existing  business  and  industrial  situation,  pay  a  very  large  and  respectable 
attention  to  what  the  movement  of  prices  is. 

Now,  coming  to  the  inmaediate  situation  which  has  received,  properly,  the  major 
space  in  these  discussions,  I  suppose  that  beyond  the  elimination  of  the  excessive 
speculation  that  was  noted  in  both  business  and  fundamental  industrial  enterprises 
in  this  country  earlier  in  the  year  and  throughout  the  larger  part  of  the  year  1919,  that 
what  we  might  rationally  be  said  to  have  done  is  to  have  permitted,  due  to  the  dis- 
count policy  of  the  Federal  reserve  banks,  such  liquidation  as  in  the  circumstances  we 
thought  was  advisable  and  such  liauidation  as  could  take  effect  with  what  we  felt  an 
improvement  in  the  general  healtn  of  the  country's  industry,  its  business,  and  its 
credit.  In  brief,  as  1  shall  put  it,  our  recent  objective  was  orderly  liquidation,  and 
bv  that  I  mean  liquidation  that  neither  goes  too  rapidly,  and  therefore  faces  the  danger 
of  becoming  forced  liquidation,  or  one  that  goes  so  slowly  as  to  work  against  the  inevi- 
table drift  of  economic  affairs  in  this  period  of  readjustment  and  to  retard  them. 

In  regard  to  the  necessity  for  that,  Mr.  Perrin  said: 

To  maintain  or  to  strengthen  reserves  should  be  the  present  aim,  but  it  is  not  incon- 
sistent with  such  an  aim  to  permit  reduction  in  reserve  strength,  even  regardless  of 
the  logal  limit,  if  additional  advances  are  made  in  order  to  facilitate  liquidation. 
Reserves  should  in  due  course  be  increased,  but  however  desirable  that  liquidation 
should  go  forward,  no  good  can  be  served  by  forcing  disaster.  The  wool  situation  in 
the  twelfth  district  furnishes  an  illustration.  Bankers  who  had  loaned  to  wool- 
growers  were  counting  upon  important  liquidation  and  the  groweip  had  the  definite 
purpose  of  selling  at  whatever  the  market  prices  might  be,  but  juet  at  the  time  when 
they  had  their  clip  ready,  the  market  disappeared  almost  overnight.  It  was  an  unpre- 
cedented situation  in  which  there  were  no  bu>er8.  Mills  were  receiving  heavy  can- 
cellations and  would  make  no  new  commitments.  Sound  policy  obviously  called  for 
continuation  and  increase  of  necessary  advances  against  wool  until  effective  con- 
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sumption  demand  should  reappear,  but  only  until  such  time.  It  would  be  equally 
unsound  either  to  force  sacrifice  sales  with  no  consumption  demand,  or  after  an  effec- 
tive demand  should  reappear  to  continue  advances  in  order  to  enable  growers  to  hold 
wool  speculatively  for  an  advance  in  prices. 

I  understand  that  the  implication  of  the  term  expansion  *  *  *  is  that  it  means 
expansion  in  connection  with  new  or  enlarged  operations.  It  is  not  expansion  in  this 
sense  if  loans  are  increased  to  facilitate  liquidation. 

No  plan  for  deflation  to  a  prewar  basis  can  be  regarded  as  practicable.  *  *  ♦ 
But  it  appears  to  be  in  the  interest  of  legitimate  business  that  the  present  volume  of 
credit  should  be  reduced. 

At  the  credit  conference  held  here  in  Mav  of  this  year  at  the  request  of  the  Federal 
Reserve  Board,  it  was  the  definite  view  that  steps  should  be  taken  to  check  the  expan- 
sion of  credits  so  as  to  make  provision  for  the  special  requirements  of  the  autumn.  It 
is  unquestionably  due  to  the  checks  thereafter  applied  and  since  continued  that  we 
now  have  a  relatively  e  isy  credit  condition.  In  a  similar  way,  thought  should  now  be 
taken  for  the  coming  year  and  such  credit  provision  made  as  will  give  adequate  sup- 
port to  a  commer^al  and  industrial  activity.  To  that  end,  there  should  be  a  reduc- 
tion in  the  present  volume  of  credit.  It  would  not  be  safe  for  a  new  expansion  to  start 
with  a  condition  already  overexpanded.  But  at  this  time  it  may  not  be  desirable  for 
such  a  reduction  to  proceed  very  far  or  to  continue  very  long.  We  are  now  having 
an  increase  of  loans,  yet  the  season  is  one  of  liquidation.  There  is  a  natural  require- 
ment of  temporary  additional  advances  to  finance  the  movement  of  products  from 
producers  to  consumers.  Additional  advances  for  such  purposes,  of  course,  facilitate 
liquidation  and  mark  the  progress  toward  reduction,  in  brief  course,  in  the  present 
volume  of  credits. 

Mr.  McDougal  said: 

\Miile  it  is  true  that  the  full  measure  of  relief  hoped  for  has  not  yet  been  attained 
by  the  Chicago  bank,  we  have  regarded  it  as  oiu*  duty  to  provide  for  the  requirements 
01  necessary  business  and  feel  confident  that  the  credit  extended  has  been  so  used. 

Gov.  Harding  said: 

My  own  idea  is  the  main  thing  for  us  to  emphasize  now  is  the  working  out  of  a  situa- 
tion that  will  get  all  of  the  reserve  banks  on  a  more  independent  basis,  building  up 
our  reserves  in  order  that  we  may  be  in  a  position  to  meet  future  requirements.  It  u 
going  to  be  done  bv  cooperation  on  the  part  of  the  member  banks.  They  can  not  do 
it  suddenly;  they  have  got  to  work  out  of  the  present  situation. 

Gov.  Seay  said : 

I  would  like  to  say,  speaking  for  one  of  the  borrowing  districts,  during  xhe  crop- 
raising  season,  that  we  feel  that  our  banks  have  gotten  memselves  into  a  difficulty. 
We  felt  that  the  establishment  of  a  progressive  rate  would  work  very  seriously  against 
a  large  number  of  borrowing  banks  that  were  borrowing  purely  for  agncultural  purposes. 
There  is  quite  a  considerable  number  of  our  borrowing  banks  that  are  borrowing  from 
6  to  25  times  the  amount  of  their  basic  line.  You  might  say  that  Uiese  builra  would 
not  have  allowed  themselves  to  get  in  that  situation,  but  they  got  themselves  into  that 
situation,  and  they  needed  protection,  and  we  have  tempered  the  wind  to  the  shcxn 
lamb.  We  therefore  felt  with  respect  to  the  establishment  of  the  progressive  rate 
that  if  we  were  to  adopt  it  it  should  be  in  advance  of  a  time  when  the  banks  had  already 
gotten  themselves  into  diflSculty,  and  for  that  reason  we  were  not  inclined  greatly 
toward  the  use  of  the  progressive  rate,  at  least  this  season. 

Mr.  Chairman,  one  wrong  impression  has  already  gotten  abroad  here,  at  least  in 
certain  parts  of  the  country.  I^et  us  be  particular  that  another  wrong  impression  shall 
not  go  abroad.  It  has  been  widely  stated  in  certain  publications,  which  has  been 
accepted  by  still  other  publications  as  the  fact,  and  editorials  have  been  based  upon 
it,  and  a  large  contingent  in  the  agricultural  regions  believe  it  to  be  a  fact,  and  tlbat 
is  that  Federal  reserve  banks  have  curtailed  credit  for  commercial  purposes,  when 
we  know,  as  a  matter  of  fact,  it  is  continuing  to  expand  credits.  Now,  do  not  let  it 
get  abroad  that  the  Federal  reserve  banks  are  compelling  liquidations.  Is  there  any 
Federal  reserve  bank  that  is  compelling  liquidation? 

Regarding  the  essentiality  of  loans,  Gov.  Harding  said : 

The  board  has  avoided  giving  any  definition  of  essential  and  nonessential  loans,  and 

do  not  think  the  board  cares  to  express  itself  on  the  matter  of  essential  production 

*    *.     It  is  for  them  (the  member  banks),  to  determine  what  is  an  essential  and 

a  nonessential  loan.    Our  position  is  that  the  whole  question  of  what  is  essential  and 

nonessential  is  one  for  local  determination. 
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Dr.  MiUer  said: 


In  mv  judgment  the  time  is  right  now  when  the  community  must  be  led  to  jud^e 
for  itself  what  is  essential  and  what  is  nonessential,  and  no  arbitrary  or  dogmatic 
prescription  on  such  a  subject  by  a  Federal  reserve  bank  or  the  Federal  Reserve  Board, 
at  this  stage  of  our  post  war  movement,  will  be  respected  by  the  community,  and  in  my 
judgment  should  not  be. 

(Inserted  here  is  some  correspondence  between  the  board  and  the 
Federal  reserve  bank  of  New  York  and  some  tables  regarding  bor- 
rowings from  the  latter  of  six  large  New  York  banks  ana  the  careful 
attention  that  was  given  the  matter  by  officials  of  the  Federal  reserve 
bank  of  New  York!) 

correspondekce  regarding  increased  borrowings  of  six  large  new  york 

city  banks. 

Federal  Reserve  Board, 
Washington,  October  SO,  1920. 
Dear  Mr.  Case  :  I  acknowledge  receipt  of  your  letter  of  the  29th  instant,  inclosing 
table  of  comparative  figures  showing  borrowings  on  three  different  dates  of  various 
groups  of  member  banks.  I  note  that  between  September  30  and  October  22  six  of 
your  large  city  banks  increased  their  borrowings  from  $290,000,000  to  $446,000,000 
and  that  your  executive  committee  and  officers  are  inclined  to  consider  this  as  **not 
unwholesome.''    I  think  the  members  of  the  board  would  be  interested  in  knowing 

C'  what  caused  this  expansion  of  more  than  $150,000,000  in  your  loans  to  the  six 
ks.     Was  it  due  to  withdjrawal  of  deposits,  increased  loans  to  interior  banks  for 
amcultiural  purposes,  European  financing,  or  to  subscriptions  to  corporate  issues  by 
tne  banks  pending  distribution  to  customers? 
Very  truly,  yours, 

W.  P.  G.  Harding,  Governor. 
Mr.  J.  H.  Ca^e, 

Acting  Governor  Federal  Reserve  Bank,  New  York,  N.  Y. 


November  5,  1920. 

Dear  Gov .  Harding  :  In  your  letter  of  October  30  you  asked  whether  the  increased 
borrowings  of  six  of  our  large  city  banks,  to  which  I  referred  in  my  letter  of  October 
29,  were  due  to  withdraw^  of  deposits,  increased  loans  to  intenor  banks  for  agri- 
cultural purposes,  European  financing,  or  to  8u))scriptions  to  corporate  issues  by  the 
banks  pending  distribution  to  customers. 

We  have  gone  into  the  matter  quite  thoroughly  and  feel  certain  that  all  of  the  causes 
to  which  you  rerfer  have  contributed  in  part  to  the  heavily  increased  borrowings  of  the 
six  banks  to  which  I  referred. 

The  decrease  in  deposits  since  September  30,  representing  a  withdrawal  of  funds 
from  this  center  to  the  interior  has  been  a  very  large  factor  in  the  demands  of  each  of 
these  six  banks.  In  some  instances,  however,  there  have  been  additional  reasons. 
In  the  case  of  Bank  C  additional  funds  have  been  required  to  assist  in  the  financing  of 
cotton.  The  depression  in  the  cotton  trade  has  caused  many  local  banks  to  refuse  to 
deal  in  cotton  paper  and  the  big  New  York  City  banks,  in  consequence,  have  had  to 
shoulder  t^e  buraen.  In  the  case  of  Bank  B  deposits  have  decreased  $44,000,000. 
while  th^ir  borrowings  hav^  increased  $29,000,000,  the  borrowings  being  caused  entirely 
by  the  loss  of  deposits.  It  may  also  be  mentioned  that  the  call  money  situation  has 
a&o  played  a  certain  patt  in  the  demands  of  some  of  these  banks.  That  is  a  matter 
whicn  I  should  likd  very  much  to  have  an  opportunity  of  discussiujg  with  you  next 
Wednesday  at  our  dirfectors'  meeting.  We  may  be  able  to  go  into  it  in  some  detail  at 
that  time. 

I  am  inclosing  a  table  of  comparative  figures  of  the  six  banks  under  consideration , 
showing  the  chaii^es  in  the  following  items:  Deposits,  total  loans  and  investments, 
street  loans,  borrowings  from  the  Federal  reserve  bank  of  New  York.  This  table  will 
^ve  you  a  iair  picture  of  the  relation  between  the  changes  in  the  condition  of  certain 
Items  of  each  of  these  banks  and  their  respective  borrowings  from  the  Federal  reserve 
bank. 
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We  are  looking  forward  with  a  great  deal  of  pleasure  to  having  you  with  us  next 
Wednesday  and  we  shall,  of  course,  be  glad  at  that  time  to  discuss  any  further  par- 
ticulars in  which  you  may  be  interested. 
Very  tnily,  yours, 

J.  H.  Case,  AcHng  Governor. 
Hon.  W.  P.  G.  Harding. 

Got^mor  Federal  Reserve  Boards  Washington^  D.  C. 


November  15,  1920. 
Dear  Gov.  Harding:  When  we  had  our  conversation  last  Wednesday  re^Mtiing 
the  deposits,  loans,  and  borrowings  of  the  six  banksirhoBe  line  with  us  had  increaeed 
$156,000,000  in  the  four  weeks  ended  October  29,  I  was  having  prepared  an  analyns 
of  the  wire  transfers  of  the  six  banks  in  Question.  The  results  are  in  tabular  form 
and,  I  think,  will  be  of  interest  to  you.  The  figures  do  notgive  the  entire  iricture,. 
however,  as  the  clearing-house  balances  are  not  included.  The  wire  transfers  to  and 
from  points  in  the  second  dlvtrict  are  also  omitted,  as  they  are  not  cleared  through 
the  gold  settlement  fund. 

According  to  the  division  made,  the  North  included  Boston,  Philadelphia,  Pitts- 
burgh and  Baltimore;  the  South  included  Richmond,  Atlanta,  Birmingham,  New 
Orleans,  Dallas,  El  Paso,  Houston,  Nashville,  and  Mem^iis;  the  Middle  West  included 
Detroit,  Chicago,  Minneapolis,  St.  Louis,  Little  Rock,  Kansas  City,  Louisville,  Cleve- 
land, and  Cincinnati;  and  the  West  included  San  Francisco,  Los  Angeles,  Portland, 
Seattle,  Denver,  Salt  Lake  City,  and  Spokane. 
Cordially,  yours, 

J.  H.  Case,  Acting  Gavemor, 
Hon.  W.  P.  G.  Harding, 

Governor  Federal  Reserve  Boards 

Washington  y  D.  C. 


Federal  Reserve  Board, 

Washington,  November  16 y  I9f0, 
Mr.  J.  H.  Case, 

Acting  Governor  Federal  Reserve  Bonky 

New  Yorhy  N,  Y. 
Dear  Mr.  Case  :  I  acknowled^  receipt  of  your  letter  of  the  15th  instant,  and  thank 
you  for  forwarding  the  analysis  of  the  wire  transfers  of  the  six  New  York  member 
banks  whose  borrowings  from  your  institution  increased  $155,000,000  in  the  four 
weeks  ended  October  29. 
Very  truly,  yours, 

W.  P.  G.  Harding,  Governor, 

Note. — I  assume  that  these  outgoing  transfers  represent  mainly  what  would  have 
been  currency  shipments  in  the  old  days. 


November  17,  1920. 
Dear  Gov.  Harding:  Acknowledging  your  letter  of  November  16  and  with  further 
reference  to  mine  of  November  15  with  which  I  inclosed  an  analysis  of  the  wire  tians- 
fers  of  the  six  New  York  member  banks  whose  borrowings  from  this  bank  increased 
$155,000,000  in  the  four  weeks  ended  October  29,  vou  are  correct  in  your  aasumptioD 
that  these  outgoing  transf^v  represent  mainly  (we  ngiure  a  p«x*tfitage  of  approximatdy 
90  to  95^  what  would  have  been  currency  shipments  in  the  old  days. 
\  ery  truly,  yours, 

J.  H.  Case,  Acting  Governor. 
Hon.  W.  P.  G.  Harding, 

Governor  Federal  Reserve  Board, 

WaMngton,  2>.  C. 


The  sources  of  the  following  tables  are  the  recorda  of  the  Federal  Reserve  Bank  o£ 
New  York  and  of  the  FederalReserve  Board. 
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Table  No.  1. — Comparative  figures,  1920, 
Sept.i 


739 


Number  of  borrowers 

Number  of  borrowers  in  ex- 
cess of  btsic  line 

Borrowings  of  fix.  large  city 


Borrowing  of  six  other  large 

city  banks , 

Borrowings  of  11  uptown  city 


Bori^0wiB9s  of  all  New  York 
City  banks 

CaU  loans  New  York  City 
banks 

Total  bills  Federd  reserve 
bankofNewYork 

Member  banks,  reserve  bal- 


Rediscoiinting  with  other 
Federal  reserve  banks 

RedisoountinK  for  other  Fed  • 
eral  reserve  oanks 

Ileserve  percentage  after  re- 
discounting 

Reserve  percentage  before  re- 
discounting 


May 

10. 


346 
116 


$855,142,000 
255,471,000 
29,456,000 
881,620,000 
278,413,000 
988,470,000 
730,040,000 
25,000,000 


37.6 
34.0 


Sept.  3. 


t47,500,000 


Sept.  30. 


$290,139,000 
258,683,000 
23,699,000 
757,412,000 
309,972,000 
975,512,000 
716,894,000 


19,003,000 
41.8 
42.3 


Oct.  20. 


252 


Oct.  22. 


$446,144,000 
203,133,000 
13,558,000 
843,851,000 
832,234,000 
1,002,859,000 
675,179,000 
25,000,000 


38.» 
35.3 


Table  No.  2. — Comparative  figtweg,  1920, 
[In  millions  of  doUars.] 


Bank. 


Bank  A. 
BankB. 
BankC. 
Bank  D. 
BankE.. 
Bank  P.. 


ToUI. 


Deposits. 


249 


84 
281 
519 


1,820 


195 
436 
76 
273 
503 


1,711 


218 
187 
452 
75 
269 


1,697 


Total  loana  and  invest- 
ments, Ineludiof  re- 
discounts, TJnTted 
States  securities 
owned  and  loans  se- 
cured by  United 
States  war  obliga- 
tions. 


Borrowings,  Federal 
reserx'e  bank  of 
New  York. 


285 
315 
533 

98 
353 
578 


-123  2,162 


291 
317 
553 
98 
365 
569 


2,193 


278 
310 
542 
98 
382 
562 


2,172 


-  7 

5 

+  9 


s 


-1-29 
-16 


+  10     300 


»       S 


448 


51 

85 

78 

19 

102 

1120 


I! 


-I-  23 

-f  28 

-i-  26 

+  8 

-f-  47 

+  23 


455  -1-165 


-  1 

-  3 
+  6 

-  1 

+  6 
-H6 


-f22 


15 
37 
15 


'  IncTfased  to  $132,  on  Nov.  1,  and  reduced  to  $112  on  Nor.  5. 

Table  No.  Z.— Comparative  fi^gureg,  1920. 


Deposits. 

Total  loans  and  investments,  including 
United   States  securities  owned  and 
loans  secured  by  United  States  war 
obligations. 

■ 

Sept.  30. 

Oct.  22. 

Oct.  29. 

Oct.l. 

Oct.  22. 

Oct.  29. 

Bank  a 

$249,000,000 
231,000,000 
471,000,000 
81,000,000 
290,000,000 
528,000,000 

$229,000,000 
195,000,000 
436,000,000 
76,000,000 
273,000,000 
502,000,000 

$218,000,000 
187,000,000 
452,000,000 
75,000,000 
209,000,000 
406,000,000 

$285,000,000 
315,000.000 
482,000,000 
97,000,000 
298,000,000 
483,000,000 

$875,000,000 
317,000,000 
456,000,000 
90,000,000 
292,000,000 
454,000,000 

$204,000,000 

BankB 

310,000,000 

BankC 

464,000,000 

BankD 

8^000,000 

BankE 

280,000,000 

BttikF 

445,000,000 

Total 

1.850,000,000 

1,711,000,000 

1,697,000,000 

1,960,000,000  .1,884,000,000 

1,851,000,000 
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Table  No.  3. — Comparative  figures,  1920 — Continued. 


Street  loans  (Included  In  foregoing). 

Borrowings,  Federal  reserve  bank  of  Nev 
York, 

Sept.  30. 

Oct.  22. 

Oct.  29. 

Sept.  30. 

Oct.  22. 

Oct.2». 

Bank  A 

114,000,000 
30,000,000 
16,000,000 
5,000,000 
7,000,000 
4,000,000 

116,000,000 
31,000,000 
16,000,000 

7  000,000 
10,000,000 

6,000,000 

$15,000,000 
19,000,000 

7,000,000 
29,000,000 
11,000,000 

$20,000,000 
56,000,000 
49,000,000 
13,000,000 
66,000,000 
96,000,000 

$52,000,000 
88,000,000 
90,000,000 
17,000,000 
74,000,000 

118,000,000 

$51,000,00 

BankB 

85,000,000 

BankC 

Tsn^eoo 

BankD 

i«oS^on 

BankE 

102  000,000 

BankF 

120,000,060 

'     Total 

76,000,000 

86,000,000 

90,000,000 

290,000,000 

448.000,000 

465,000,000 

Wire  tranters— Settling  figures,  Sept.  1-Oct.  22,  1920. 


Transferred. 

North. 

South. 

Mid-West. 

West. 

ToUl. 

From  bank  A  to 

15,911,000 
6,3S1,000 

280,000 
500,000 

20,135,000 
23,847,000 

1,990,000 
1,475,000 

3f«,316.0CO 

To  bank  A  from 

31,175,090 

Net...                   .  .           

10,567,000 

220,000 

3,712,000 

515,000 

7,140,000 

From  bank  B  to 

25,886,000 
21,013,000 

4,721,000 
6,903,000 

33,647,000 
51,290,000 

6,333,000 
16,322,000 

70,087,000 

To  bank  B  from 

95,618,000 

Net 

4,373,000 

2,272,000 

17,643,000 

9,989,000 

25,531,000 

From  bank  C  to 

9,930,000 
2,671,000 

15,910,000 
5,768,000 

34,811,000 
30,501,000 

8,024,000 
7,660,000 

6Sfi7£,0i» 

To  bank  C  from 

46,500.000 

Net 

7,359,000 

10,142,000 

4,310,000 

364,000 

22,175,  OW 

From  bank  P  to 

6,5a5,000 
6,872,000 

675,000 
288,000 

7,271,000 
5,779,000 

5,195,000 
790,000 

19,646.000 

To  bank  D  from 

13,720,000 

Net 

367,000 

387,000 

1,492,000 

4,405,000 

6,9]7.OO0 

From  bank  E  to 

87,122,000 
23,894,000 

43,638,000 
15,106,000 

75,330,000 
42,865,000 

40.677,000 
17,236,000 

246,817,000 

To  bank  E  from 

90,101,000 

Net 

63,228,000 

2S,  532, 000 

32,515,000 

23,441,000 

147,716,000 

From  bank  P  to 

23,309,000 
5,140,000 

33,754,000 
23,147,000 

40,278,000 
33,874,000 

10,940,000 
11,662,000 

113  2^1,000 

To  bank  F  from 

73.823,000 

Net 

18,109,000 

15,607,000 

6,404,000 

722.000 

39,49.001 

From  all  six  banks  to 

168,103,000 
64,844,000 

103,978,000 
51,802,000 

211,522,000 
188,156,000 

73,150,000 
55,145,000 

556,822;  001 
359.947.OO0 

To  all  six  banks  from 

Net 

103,319,000 

52,176,000 

23,366,000 

18,014,000 

196  875,000 

Gov.  Strong.  I  wish  to  offer  for  the  commission's  consideration, 
if  it  is  of  any  value,  a  complete  set  of  the  monthly  reviews  of  credit 
and  business  conditions,  published  by  the  Federal  reserve  bank  of 
New  York,  from  the  time  we  b^an  the  pubUcation.  I  would  also 
like  to  place  at  the  committee's  disposal  a  complete  set  of  the  Annual 
Reports  of  the  Federal  reserve  bank  of  New  York. 

The  Chairman.  I  think  we  have  already  the  annual  reports. 
I  know  we  have  the  annual  reports.  I  am  not  so  sure  that  we  have  the 
bulletins. 

Grov.  Strong.  I  will  leave  these  with  the  commission.  I  am  also 
proposing  to  furnish  to  the  commission  a  complete  set  of  the  official 
circulars  of  the  bank  which  have  any  bearing  upon  this  matter.  We 
have  to  issue  a  great  many  circulars  about  collections  and  other 
details  of  the  bank's  management,  and  a  selection  will  be  made  from 
those  of  everything  bearing  upon  the  subject  of  your  inquiry. 
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In  advance  of  the  preparation  of  certain  charts  in  the  form  that  I 
suggested  this  morning,  I  will  hand  to  the  clerk  a  set  of  charts  which 
may  be  of  interest  to  the  commission,  but  I  will  not  ask  that  they  be 
used  except  for  reference,  as  we  will  submit  them  in  better  form. 

(TTie  charts  presented  by  Gov.  Strong  have  been  inserted  in  their 
proper  places.) 

Cost  op  Livino. 

The  index  number  of  the  National  Industrial  Conference  Board  for  the  cost  of 
liviiqg  of  a  wage-earner's  family  in  the  United  States  shows  a  decline  of  2  per  cent 
during  May,  a  slightly  larger  decrease  than  in  March  or  April.  The  decline  is  due 
altogether  to  a  4.6  per  cent  drop  in  food  prices  and  a  3.6  per  cent  drop  in  clothing 
prices.    Other  groups  remain  unchanged. 

The  United  States  Department  of  Labor  has  just  announced  cost  of  living  figures  for 
the  month  of  May  for  27  principal  cities.  The  figures  in  general  tend  to  be  somewhat 
higher  than  those  computed  by  the  National  fndustriiQ  Conference  Board  for  the 
entire  country.  The  following  table  gives  the  latest  figures  reported  for  important 
centers  bv  the  Department  of  Labor,  toother  with  figures  for  the  country  as  a  whole 
reported  by  the  conference  board.  Cities  are  listed  in  order  by  the  increase  which 
May  figures  show  above  the  1914  base. 


Location. 


Detroit 

Jacksonville,  Fla. 

Cleveland 

New  York  City.. 
Buffalo,  N.Y.... 

Seattle 

PhUadelphia 


Percent 

May, 

decline 

1921. 

from 

peak. 

193.3 

18.1 

185.8 

14.2 

184.7 

14.8 

181.7 

17.1 

180.3 

18.0 

180.2 

14.4 

179.8 

15.8 

Location. 


Houston 

Chicago 

Baltimore 

Washington,  D.  C 
Portland,  Oreg... 
United  States 


May, 
1921. 


179.7 
178.4 
177.4 
167.1 
162.2 
161.9 


Per  cent 

decline 

from 

peak. 


15.3 
16.9 
17.2 
17.0 
19.1 
20.8 


In  general  it  may  be  said  that  industrial  cities  tend  to  show  greater  increases  in  the 
cost  of  living  than  those  which  are  agricultural  centers.  An  average  of  the  May  index 
numbers  for  seven  industrial  cities  was  16  per  cent  higher  than  that  for  seven  cities  in 
agricultural  districts  east  of  the  Rockies.  Food  ranks  first  in  importance  among  the 
various  items  in  the  budget  and  in  every  case  was  from  15  to  20  per  cent  higher  in  the 
industrial  cities.  Housing  costs  increased  in  both  groups,  but  the  increase  in  the 
industrial  centers  since  December,  1920,  was  about  7  per  cent  while  it  was  about  2i 
per  cent  in  the  agricultural  centers. 

Figures  for  New  York  City  and  the  United  States  for  individual  items  of  the  cost  of 
living  are  given  in  the  following  table,  taking  figures  for  1914  as  a  base  of  100  per  cent. 


May.  1921. 

Per   cent   decline 
from  high. 

Items. 

United 
States. 

New 
York 
City. 

United 
States. 

New 
York 
City. 

Food...                 ... 

145 
171 
162 

178 

142.5 
142.2 
259.5 
195.9 
256.5 
217.6 

33.8 
0.0 
43.8 
11.0 

30.6 

Shelter '.'...'. 

0.0 

Clothing 

24.0 

Fuel  and  lieht 

0.0 

House  ftirn^iings 

15.9 

Miscellaneous . .  T 

185 

3.6 

n.n 

Total 

»  161. 9 

181.7 

20. 8              17. 1 

'  July  1  figure  is  161.6  a  decline  of  two-tenths  of  1  per  cent. 
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Gov.  Strong.  I  would  like  also  to  submit  a  memorandum  con- 
taining certain  operating  statistics  of  the  Federal  reserve  bank  of 
New  York,  giving  tables  of  loans,  deposits,  note  circulation,  reserve, 
and  reserve  ratio  (see  pp.  742-747  and  588-589),  which  are  the  basis 
upon  which  the  various  charts  have  been  prepared.  If  they  seem  to 
the  commission  to  be  of  value  in  the  record  they  also  may  bie  printed. 

(The  memorandum  presented  by  Gov.  Strong  is  hereto  attached:) 

OPERATING  STATISTICS  OF  THE  FEDERAL  RESERVE  BANK  OF  NEW 
YORK,  LOANS,  DEPOSITS,  NOTE  CIRCULATION,  RESERVES,  AND 
RESERVE   RATIO. 

Total  earning  assets,  Federal  reserve  bank  of  New  Yorl. 


Jan. Z... 
Jan.  10.. 
Jan.  17.. 
Jan. 24.. 
Jjii.  ;il.. 
Feb.  7... 
Keb.  II.. 
Feb.  20.. 
Feb.  2>>. 
Mar.  7 ... 
Mar.  14.. 
Mar.  21.. 
Mar.  28.. 
Apr.  »  .. 
Apr.  II.. 
Apr.  18.. 
Apr.  25.. 
Ma^  2... 
MsVo... 
Mav  16.. 
Mav23.. 
May  29.. 
JiineG... 
June  l^.. 
June  20.. 
June  27  . 
Julys... 
Uily  11.. 
July  18.. 
Jul"v2.>.. 
Auj;.  I... 
Ang.S.  . 
Aug.  lo.. 
Auc:.  22.. 
Aug.  29.. 
Sept.  5... 
8ept.  12.. 
Sept.  19.. 
Sept.  26.. 
Oct.  3... 
Oct.  10.. 
Oct.  17.. 
Oct.  24 . . 
Oct.  31... 
Nov.  7... 
.Nov.  14-. 
Nov.  21.. 
Nov.  2.S.. 
Dec.  5... 
Di'C.  12.. 
Doc.  19.. 
Dec.  2«K. 


1919. 


Bills  discounted  and  ad-    ! 
vances.  ' 


Secured  by 

United 
States  war 
obligations. 


1691,786,000 
644,990,000 
.569,440,000 
663.904,000 
591,242,000 
639,721,000 
731,071.000 
707,384,000 
711,979,000 
775, 57^  000 
761.36  00 
670,60 
661, 9H 
62.S,69 
692,68 
671,69 
68.-),  02 
67^,  62 
741,71 
792.95 
708,97 
703,2:. 
6.34,66 
6,30,11 
58^1,51 
567,6;} 
674. 44 
742,901,000 
667, 802,  OOi"^ 
619,147,000 
644, 09b,  000 
641.566,000 
615,433,000 
619,361,000 
G.")6,305,000 
672,070,000 
611,442.000 
483,a>3,000 
617,8.37,000 
674,010,000 
697,763,000 
698,fi53,000 
675,336,000 
702.142.000 
795,212,000 
721,344,000 
701.956.000 
753.831.000 
667.512.000 
0,54,401,000 
515, 03,5. 000 
584, 588, 000 


Secured  by 

commercial 

paper. 


BUls  held. 


$44,307,000 
39,2.59.'J00 
33,535,000 
53,000 
19.000 
26,000 
49.000 
17,000 
59,000 
57.000 
34,000 
52.000 
[jO.OOO 
72.000 
W,000 
41,000 
4.*'.  000 
28,000 
74,000 
18,000 
22,000  i 
77,000 
49.000 

^44,000 

?9, 782, 000 

.5;i,485,000 

6.5.674.000 

62. 3 12, 000 

61. 77.).  000 

as,  746, 000 

58,120,000 

53,625.000 

49,85:3,000 

46.V78,000 

43.?'9l.000 

52,791,000 

49,692,000 

45,  .5.39, 000 

47,707,000 

72,578,000 

101,877.000 

116,668,000 

105.083,000 

130, 880,  UOO 

109,139,000 

98, 7.59. 000 

88. 85.5, 000 

107,068.000 

119.342,000 

144,924.000 

143,537.000 

203,606,000 


91,000 
28,000 
48,000 
85,000 
27,000 
24,0110 
27,000 
90,000 
25,000 
88.000 
97,000 
58,000 
29,000 
12,000 
17,000 
30,000 

n3.(J00 

11,000 
37.090 
f»l,Q00 
M.OOO 
33,000 
79,000 
92.000 
18,000 
22.000 
47,Of)0 

iiu,aa3,000 

91,;J63.000 

91.497,000 

98,002,000 

106,980.000 

111,651,000 

105,843,fO0 

W,  288. 000 

71.177.000 

70,95,5.000 

73.521,000 

)1,000 

<2,000 

X),000 

15,000 

?5,000 

r.3,000 
a,  000 

J6.000 

r9,ooo 

n.ooo 

1      »;ooo 

]  10,000 

]  (2.000 

1  .2,000 


AU  other. 


543.241.000 
7tt;i«,000 
169,1,39.000 
47,S52.000 
1.57,247,000 
47.896,000 
49.426,000 
51,119,000 
60,138,000 
61,096,000 
64,852.000 
65,826.000 
Co.  394,000 
66,179,0011 
70.8,50,000 
70,827.000 
70.l2b,00(i 
70,058,000 
76,026,000 
76,7!3.00O 
69. 630,1X10 
69.834.000 
67,J92,000 
67,628.000 
64,818,000 
6.5,2.5.1.000 
SS,<i84  000 
60,371.000 
.59.0«6.000 
60. 309. 000 
62,8S7.000 
6J,  498. 000 
77.9.5HM0 
00 

no 

OO 
00 
00 

w 

00 

OO 

30, 

00 

00 

OO  , 

OO  I 

90 

w 
» 


Total  earning 
assets. 


SS55,  €28.00) 
S4C,OG3,O0n 
856,268.000 
851.794,000 
874,735.0a» 
^1.367,000 
?%,8r4,000 
849.7W,0|if» 
890,501,000 
9a5.9l5.O0O 
872,  .Ms;  000 
801.644,0(» 
798,210.000 
776,00,000 
.8.52,056,0^1 
82,->.«6,0(T» 
826.096,0on 
81S620,0f*l 
.8^1.M8,O0O 
944,975.000 
^46, 459.000 
844. 516,  OM 
792,881,000 
80n.37R,OOn 
770,061,000 
787.  l«.O0O 
911.S54.O0O 
984.077,000 
880.226.CW 
869,099.000 
863,jr.5.CO 
866.6d9,000 
8S4.i^l.Cno 
838,6ae.0(» 
862.295,00!) 
854,678,000 
826,148,00t> 
7?4,2O6.0Q» 
8O6.761.00D 
906. 018;  00 
951. 118.  OW 
974,408,00) 
953,124,000 
994.3A5.Ono 

l.(B4.»«.O0i 
974,. 518. 00- 
954, 061. 0)1 

1.096. 914.001 
995.433,00' 

1.015,816.0)' 
»35.75I.O»' 

1,048,160.000 


Digitized  by 


Google 
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BUls  discounted  and  ad- 
vances. 

Bills  beld. 

All  other. 

Secured  by 

United 
States  war 
obligations. 

Secured  by 

commercial 

paper. 

Total  earning 
assets. 

,1920. 
Jail.  2 

$571,822,000 
494,173,000 
499,304,000 
526,473,000 
595,495,000 
581,479,000 
591,022,000 
616,710,000 
630,281,000 
601,680,000 
598,069,000 
529,631,000 
571,771,000 
528,942.000 
554,358,000 
551,242,000 
570,036,000 
557,785,000 
540,862,000 
586,577,000 
513,666,000 
510,941,000 
513,071,000 
529,827,000 
441.896,000 
477,812,000 
514,347,000 
524,441,000 
520.952,000 
508;  425. 000 
497,399,000 
537,261,000 
554,289.000 
542.099,000 
553,992,000 
582,978.000 
547,148,000 
492,507,000 
492,210,000 
476,174,000 
509,645,000 
500,408.000 
521.030,000 
515,917,000 
513,943,000 
4.<Q,183,000 
469,383,000 
465,027,000 
441,623,000 
424,658,000 
464,249,000 
461,011,000 
445,926,000 

433,962.000 
393,522,000 
409,163,000 
414,012.000 
424,726,000 
394,403,000 
375.282,000 
393,451,000 
373,704,000 
389,519,000 
385,730,000 
377,173,000 
335,628,000 
342,653,000 
349,507,000 
3^7,624,000 
353,659,000 
33S,758,000 
374.871,000 
255.926,000 
268,370,000 
251,364,000 

t        01,000 
30,000 
05,000 
96.000 
32,000 
73,000 
44,000 
84.000 
85,000 
92,000 
39.000 
46,000 
63.000 
55,000 
38,000 
86.000 
57,000 
91,000 
12,000 
96,000 
60,000 
97,000 

;         64,000 
06,000 
90.000 

;       50,000 

40.000 
42.000 

;       21,000 

;         52,000 
;         22,000 

;       17,000 
;       49,  coo 

;         56,000 

;       51,000 

;         58,000 
;         25,000 

:       f)3,ooo 

:          49.000 

:         56,000 

76,000 

46,000 

55,000 

76,000 

20,000 

56,000 

46,000 

80,000 

i         73,000 

43,000 

97,000 

<.,^,  .96,000 

458,313,000 

439. 305, 000 
413,052,000 
469,591,009 
494,913,000 
520,290,000 
520,810,000 
^«.  "-•»  000 
100 

m 

100 
«0 
KX) 

;           m 
no 

KX) 

>oo 
:           KX) 

)00 
240,008,000 
249,132,000 
293,341,000 

1         52,000 
96,000 
95,000 
06,000 
15,000 
78,000 
61,000 
14.000 
57,000 
10,000 
88.000 
21,000 
84,000 
49,000 
48,000 
16,000 
31,000 
31,000 
25,000 
00,000 
29,000 
72,000 
07,000 
98,000 
11,000 
42,000 
62,000 
81,000 
75,000 
03,000 
9.5,000 
76,000 
43,000 
07,000 
23,000 
76,000 
55,000 
02,000 
83,000 
65,000 
52,000 
84,000 
64,000 
46,000 
82,000 
99,000 
22,000 
90,000 
24,000 
99.000 
57,000 
29,000 
02,000 

102,903,000 
87,174,000 
65,367,000 
28,4.36,000 
9,881,000 
•   14,4.86,000 
18,194,000 
.30, 743, 000 
37,132,000 
37,829,000 
34,957.000 
?.9,386,000 
42,185,000 
34,492,000 
.^0, 849, 000 
42,0^,00^ 
46,829.000 
43,140,000 
37,205,000 
39,601,000 
44.848,000 
34,484,000 

$81,259,000 
68,996,000 
72,718,000 
70,223.000 
70.747,000 
09,709,000 
67,989.000 
63,678.000 
63,833,000 
63,436.000 
63,824,000 
124,644,000 
63,659.000 
121.045,000 
115,520,000 
101,620,000 
66,164.000 
66,896.000 
73,316,000 
79,805.000 
76,860.000 
79,419,000 
74,3S3.000 
78.233,000 
134,537,000 
118,7.55,000 
102.798,000 
80,721,000 
80,244,000 
76,819,000 
83,009,000 
70,255,0(X) 
67,628,000 
71,141,000 
70,913.000 
77,279,000 
78,106,000 
172,99S,000 
68,907.000 
71,025,000 
73,470,000 
81,070.000 
75,754,000 
69,759.000 
68,566,000 
69,670.000 
77,646,000 
72,223,000 
63,171,000 
73,638,000 
121,999,000 
80,1H4.000 
01,210,000 

Digitized  by 

Jan.9 

Jan.  16 

Jan.  23 

Jan. 30 

Peb.6 

Feb. 13 

Feb.20 

Feb.  27 

Mar.5 

Mar.  12                  

Mar.  19 

Mar.  2» 

Apr.2 

Apr.  9 

Apr.  16               

Apr.  23 

.\pr.  30 

May? 

May  14 

May21               

May  28 

June  4             

June  11 

June  18      

June  25           

July2 

July9 

July  16 

July  23 

July  30 

Aug.  6 

Aug.  13               

Aug.  20 

Aue.  27 

Sept  3                      

Sept.  10 

Sept.  17      

Sept.  24 

Oct.  1 

Oct.  8                     

Oct.  15 

Oct.  22 _ 

Oct.  29 

Nov. 5    

Nov.  12 

Nov  19 

Nov.  26 

Dec.  3 

Dec.  10        

Dec.  17 

Dec.  23 

Dec.  30 

1921. 
Jan.? 

1,037,098,000 

Jan.  14    

969,761,000 

Jan. 21 

1,007,496,000 

Jan.  28     

998,040,000 

Fob. 4 

1.015,431,000 

Feb. 11 

992. 535, 000 

Peb.18 

Feb.  2.S 

949,269,000 
974,020,000 

Mar.4 

946,166,000 

Mar.ll 

974,278,000 

Mar.18 

856,54.3,000 

Mar.25 

795,741,000 

Apr.l 

Apr.8 

Apr.  W 

725,198,000 
744,000,000 
754.307,000 

Apr.22 

742,885,000 

Apr.  27 

712,511,000 

May4 

Mayll 

May  18 

Mav25 

713,962,000 
736,299.000 
674,671,000 
663,199,000 

Jorio  1 

639,210,000 

Google 
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1921 

Junes 

June  15 

June  22 

June  29 

Tuly6 

July  13 

July  20 


Bills  discounted  and  ad- 
vances. 


Secured  by 

United 
States  war 
obligations. 


1226,231,000 
196,166,000 
184,525,000 
177^817,000 
212,999,000 
174,221,000 
172,200,000 


Secured  by 

commercial 

paper. 


9281,449,000 
217,935,000 
229,500,000 
237,990,000 
236,970,000 
250,179,000 
250,135,000 


Bills  held. 


$27,405,000 
17,111,000 
10,600,000 
7,362,000 
11,616,000 
7,70e,000 
5,747,000 


All  Other. 


Total  earning 
assets. 


$56,281,000 
240,406,000  ' 
84,687,000  , 
59,393,000 
65,577,000 
73,239,000  , 
57,461,000  ' 


1591,366,000 
671,61S,0Q0 
509.312,000 
483,562,000 
537,162,000 
505,347,000 
485,543,000 


Total  reserves  and  Federal  reserve  notes   in    circulation.    Federal    reserve    hank   of 

New   York. 


Jan. 3... 
Jan.  10.. 
Jan.  17.. 
Jan.  24.. 
Jan.  31.. 
Feb.  7... 
Feb.  14.. 
Feb.  20.. 
Feb.  28.. 
Mar.7... 
Mar.  14.. 
Mar.  21.. 
Mar.  28.. 
Apr.  4... 
Apr.  11.. 
Apr.  18.. 
Apr.  25.. 
May  2... 
May  9... 
May  16.. 
May  23.. 
May  29.. 
June  6... 
June  13.. 
June  20.. 
June  27. . 
July  3... 
July  11.. 
July  18. . 
Julv25.. 
Aug.  1.. 
Aug.  8.. 
Aug.  15. 
Aug.  22. 
Aug.  29., 
Sept.  5.. 
Sept.  12. 
Sept.  19. 
Sept.  28. 
Oct.  3... 
Oct.  10.. 
Oct.  17.. 
Oct.  24.. 
Oct.  31.. 
Nov.  7.. 
Nov.  14., 
Nov.  21., 
Nov.  28. 
Dec.  5... 
Dec.  12.. 
Dec.  19.. 
Dec.  26.. 


Jan. 2.. 
Jan. 9.. 
Jan. 16. 
Jan.  23. 


Date. 


1919. 


1920. 


Gold  reserves. 


XX) 
NW 
MX) 
KK) 
KX) 
KK) 
KX) 
KX) 

no 

KX) 
NX) 
KX) 
NX) 

KX) 
100 
100 
100 
100 
00 
100 
00 
00 
00 


575,064,000 
522,757,000 
572,285,000 
549,906,000 


45,819,000 
46,260,000 
45,638,000 
46,111,000 


620,883,000 
569,017,000 
617,923,000 
596,017,000 


f734,93SLO0O 
601,45&,tnO 
665,68&000 
660, 587, 000 
647,913,000 
650,046^000 
664,613,000 
066, 858;  000 
677,619^000 
680,212,000 
71O,QO2L000 
715,509^000 
723,160^011) 
736,433,000 
738,128,000 
738, 109;  000 
738, 813;  000 
741,385^000 
751,273,000 
742,067,000 
735,402,000 
742, 390;  000 
736,674,000 
736,288,000 
735,^6,000 
737,437,000 
762,915,000 
751,780^000 
7^  980;  000 
738,165,000 
745,918,000 
745,723,000 
748,166,000 
749,975,000 
752,283,000 
758,791,000 
752,893,000 
747,238,000 
753,135,000 
761,705,000 
750,830^000 
758,191,000 
750, 809;  000 
750,715,000 
763,700,000 
755,745,000 
758.797.000 
767,308,000 
774,971,000 
778,170,000 
806,615,000 
824,914,000 


811,119,000 
776,282,000 
757,905.000 
761,643,000 


Digitized  by 


Google 
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Jan.7... 
Jan. 14.. 
ian.21.. 
Jan. 28.. 
Feb.  4... 
Feb.  11.. 
Feb.  18.. 
Feb.  25.. 
Mar.  I... 
Mar.  11.. 
Mar.  18.. 
Mar.  25.. 
Apr.l... 
Aprl8... 
Apr.  15.. 
Apr.  22. 
Apr.  27.. 


■^y 


Ay  4... 

May  11.. 
May  18.. 
May  26.. 

June  I. 
Junes. 
June  15.' 
June  22.  i 
June  29.* 
J'ilyfi... 

JQjyi3.. 

July  20.. 


Date. 


1920. 


1921. 


Gold  reserves. 


1582, 7S4, 000 
543,416,000 
555,117,000 
526,782,000 


Other  reserves.   Total  reserves.      e£SlSion. 


456,389,000 

476, 6M,  000 

467,753,000 

464,821,000 

478,277,000 

486,288,000 

450,597,000 

461,273,000 

444,262,000 

473,618,000 

466,267,000 

440,495,000 

XX) 

MX) 

839,625,000 

431,971,000 

XX) 

MX) 

800,121,000 

394,475,000 

900 

MX) 

793,026,000 

391,635,000 

900 

MX) 

787,746,000 

395,854,000 

XX) 

MX) 

796,492,000 

406,182,000 

XX) 

MX) 

787,938,000 

000 

900 

MX) 

791,991,000 

MX) 

XX) 

MX) 

796,383,000 

OOO 

900 

MX) 

801,916,000 

MX) 

900 

MX) 

791,404,000 

MX) 

XX) 

MX) 

789,920,000 

MX) 

XX) 

MX) 

780,740,000 

MX) 

MX) 

MX) 

783,461,000 

000 

MX) 

MX) 

776,791,000 

000 

MX) 

OOO 

762,173,000 

MX) 

MX) 

MX) 

756,071,000 

MX) 

XX) 

MX) 

741,460,000 

MX) 

XX) 

MX) 

739,004,000 

MX) 

XX) 

MX) 

725,430,000 

MX) 

XX) 

MX) 

718,909,000 

MX) 

XX) 

MX) 

707,350,000 

MX) 

XX) 

MX) 

715,951,000 

MX) 

XX) 

MX) 

696,928,000 

MX) 

«.KJ,  t.ranjf  vOO 

MX) 

688,966,000 

C.,O,W*,000 

85,081,000 

MX) 

67r>,424,00# 

871,941,000 

81,611,000 

OOO 

671,523,000 

832,056,000 

72,921,000 

MX) 

684,615.000 

830,498,000 

74,102,000 

MX) 

654,260,000 

843,557,000 

71,667,000 

MX) 

645,313,000 

Digitized 

byGooQk 
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Total  depants,  Federal  reserve  bank  of  New  York,  1919-1921. 


Jan.  3.... 
Jan.  10.. 
Jan.  17.., 
Jail.  24.. 
Jan.  31.., 
Feb.  7... 
Feb.  14.. 
Feb.ao.. 
Feb.  28.. 
Mar.  7... 
Mar.  14.. 
Mar.  21.. 
Mar.  28.. 
Apr.  4... 
Apr.U.. 
Apr.  18.. 
'Apr.  25.. 
May  2... 
May9... 
May  15.. 
May  23.. 
May  29.. 
June  6... 
June  13. . 
June  2.).. 
June  27.. 
July  3... 
July  11.. 
Jul  .18.. 
Jul V  25.. 
Auk.  1  - . 
Aug.  8.. 
AuK.  15.. 
Aug.  22. . 
Aug.  29.. 
Sept.  5.. 
Sept.  12. 
Sept.  19. 
Sept.  26. 
Oct.  3... 
Oct.  10.. 
Oct.  17.. 
Oct.  24.. 
Oct.  31 . . 
Nov.  7.. 
Nov.  14. 
Nov.  21 . 
Nov.  28. 
Dec.  5... 
Dec.  12.. 
Dec.  19.. 
Doc.  26.. 


Jan. 2. 
Jan. 9. 
Jan. 16 
Jan.  23 
Jan.  30 
Feb. 6. 
Feb 


Feb. 
Feb. 
Mar. 
Mar. 
Mar. 
Mar. 
Apr. 
Apr. 
Apr. 
Apr. 
Apr. 
May 
May 
May 
May 
June 
June 


13. 


Date. 


1919. 


1920. 


Government 
deposits. 


$35,640,000 

5,871,000 

7,00r  "00 
25, 13   00 

3,4g 
20,07 
43,13 
44,35: 
33,54 
32,05 
1.5,06 
43,76 
51,95 
25,07 
23,77 
17, 16 
23,18 
27,91 
19,75 
21,58 

7,21 
18,09 

8,79 
22,64 
1.5,94 
1.5,36 
32,50 
39,38 

7,20 
28,87 
10,54 
.54,66 

4,84, 
28,812)000 

7,124,000 
15,890,000 
163,000 
169,000 
14,844,000 
13,573,000 

8,276,000 
45,907,000 
40,206,000 
22,341,000 
21,359,000 
30,609,000 
50,747,000 
37,272,000 
11,455,000 
30,467,000 
630,000 
12,641,000 

94,000 
«2,000 
09,000 
71,000 
10,000 
02,000 
42,000 
35,000 
35,000 
96,000 
79,000 
46,000 
44,000 
02,000 
44,000 
79,000 
35,000 
71,000 
87,000 
34,000 
96,000 
50,000 
22,000 
80,000 


Due  to  mem- 
bers' reser\-e 
account. 


Other  de- 
posits, includ- 
ing foreign 
Govermnents. 


Total  depoHij 


00 

00 

00 

00 

00 

00 

00 

00 

00 

00 

00 

00 

00 

00 

00 

00 

00 

00 

00 

00 

00 

00 

fO 

00 

00 

00 

00 

00 

00 

CO 

00 

00 

00 

00 

00 

00 

00 

00 

«<,.., ,»,..,  JOO 

740,091,000 

738,429,000 

752,519,000 

737,434,000 

756,343,000 

806,972,000 

751,66.5,000 

733,912,000 

787,739,000 

746,535.000 

736, 659; 000 

681,610,000 

706,254,000 


730,61 7,"  000 

707,113,000 

735,151,000 

701,471,000 

729,681,000 

698,626,000  ' 

735,239,000 

745,746,000 

720,474,000  , 

752,072,000 

749,020,000 

748,56.5,000 

717,737,000 

754,428,000 

725,214,000 

760,577,000 

753,272,000 

763,525,000  , 


S106,866,000 
101,282,000 
102,947,000 
102,276,000 
101,560,000 
99,481,000 
101,583,000 
104,470,000 
113,744,000 
112,562,000 
105,704,000 
107,714,000 
105,393,000 
109,978,000 
116.119,000  I 
118,400,000  I 
122,422,000  1 
11.5,335,000 
113,039,000 
11.3,626,000 
114,524,000 
13^5.51,000 
118,557,000  1 
114,188,000  I 
111,861,000 
103,869,000  ' 
108,63<»,000  ' 
105,647,000 
50,J150,OCO 
.50,412,000  j 
49,534,000 
48,e94,0fO  I 
48,271,000 
43,484,000 
42,740,000  I 
44.742,000 
76,891.000 
40,203,000 
4l,309,OrO 
43,819,000 
43,178,000 
43,878,000  ' 
44,146,000 
41,937.000 
44,922,000 
43,796,000  ; 
42,  .506, 000 
44,065,000  j 
43,117,000 
43,263,000 
43,935,000 
42,685,000 


56,232,000 
43,336,000 
50,112,000 
42,844,000 
42,394,000 
40,045,000 
42,713,000 

JO     lAK    /Wl 


S8%.8n,QU 
801,7)31,09 
816,8<4,«0 
812,en,(» 
81S,»4;,I» 
77R,6«S,0» 
818,OH,00D 
784,66S,0» 
819,Wfi,W 
822,8ai,(M 

sie,ia.ooD 

839,  mw 
822,«0,m 
833,44l',(n 
823,532.  OV 
843,422,aO» 
848,441.00 
834,73».(» 
839,744,(W 
8M,7M.(W 
854.9M,fW 
845,77S,tW> 
837,4^.fW 
813, 247. »« 
819,3»,f<f 
849,5l0.ar' 
819, 810,  >W' 
8.52,  fi81.'^'^ 
76f;9l7.'»«' 
773,.*2S.m' 
801,82>,"« 
835,<»7.i" 
787,?C:"i 
738,  CT  Oi^' 
759,5lS,*"t 
773,3fi8;?'" 
828,937.  H' 
695,»4.i'« 
754.».^5'"^ 
797,4«,0« 
789,855.9^ 
8t2,3M;o» 
821,T».W» 

8ao,6ii,»* 

873,2S3;»' 

826,aro,v)nn 

827,165.^1** 
960,O:6.'W' 
801,107.*^" 
8D9,3».f«* 
726,173,  •»• 
761,580.^^*" 


841,469.(»' 
751972,ft»; 
817  7S.V0fi 
808,531.(0' 
JC3,449,ffV 

7T9,356.»** 
781,2r2.fiLV 
787.313.'W 
86S,7Ol,0«* 
796,ft«l,fW 
778,'W,>T<» 
74l,34«,0i^ 
7Sl,2i:,«P 

8(B800,« 
7«,403.«»' 
79S,8»,0'>' 
81l,4J»,<»^ 

8io,»5,of;; 

764,SkS0»^ 

8(6,134.2 

773,568.0I)P 

822,0A5.0'» 
806,0?:.OI» 
8Ol,7?2,000 
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Total  deposits,  Federal  reserve  hank  of  New  York,  1919-1921— Continued, 


Date. 

OovemmeDt 
deposits. 

Due  to  mem- 
bers' reser\'e 
account. 

Other  de- 
posits, includ- 
ing foreign 
Governments. 

Total  deposits. 

1990. 
Jane  IS 

S602,000 

244,000 

242,000 

612,000 

777,000 

665,000 

410,000 

rO,  014, 000 

3,127,000 

19,089,000 

20,139,000 

27,006,000- 

9,4H000 

91,000 

10,795,000 

16,082,000 

16,979,000 

257,000 

453,000 

4,556,000 

14,730,000 

3,834,000 

255,000 

913,000 

22,143,000 

8,981,000 

723,000 

941,000 

2,260,000 

10,217,000 

417,000 

12,343,000 

19,932,000 

22, 520, 000 

22,007,000 

16, 069, 000 

23,390,000 

7,233,000 

23,341,000 

410,000 

25,245,000 

10,096,000 

5,921,000 

633,000 

18,073,000 

10,798,000 

6,811,000 

2,  701, 000 

471,000 

471,000 

4,635,000 

1, 552, 000 

209,000 

950,000 

1,602,000 

7,409.000 

276,000 

12, 970, 000 

00 

00 

00 

00 

00 

100 

00 

00 

100 

00 

717, 886, 000 

719,621,000 

719, 672, 000 

732,127,000 

712, 019, 000 

685,654,000 

726,592,000 

744, 132, 000 

675, 180, 000 

703,  701, 000 

683,343,000 

712,744,000 

688,639,000 

660,024,000 

696,393,000 

683,  .805, 000 

&83, 866, 000 

696, 124, 000 

693, 474, 000 

695, 942, 000 
677,  402,  OOO 
681,542,000 
662,083,000 
670, 9.54, 000 
655,629,000 
656, 6W,  000 
655,  730, 000 
650,418,000 
672, 966.  000 
639,356,000 
639, 486, 000 
659, 620, 000 
631,535,000 
661,  1>U,000 
638,884,000 
647,896,000 
651, 039, 000 
666,330,000 
633, 657, 000 
653, 641, 000 
664, 213, 000 

682,  ase,  000 

789, 073, 000 
665, 765, 000 
664, 103, 000 
651,  727, 000 
6.W.  310,  000 
637,  422, 000 

00 
00 
00 
00 
00 
00 

oo 

00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 
00 

oo 

00 
00 

11.763,000 
12, 803, 000 
12,160,000 
12, 029, 000 
14,040,000 
13, 496, 000 
11,790,000 
11,506,000 
12,481,000 
14,023,000 
14,610,000 
24, 122, 000 
15,776,000 
17, 432, 000 
18,466,000 
13, 69^  000 
15,  533, 000 
17,  593, 000 
15, 598, 000 
15,  804, 000 
16,303,000 
14, 332, 000 
13,  799, 000 
23,728,000 
1.3, 616, 000 
12,149,000 
11,907,000 
11,515,000 
11,893,000 

$749,038,000 

June  25 

776,883,000 

July  2 

807,488,000 

Jiily9 

762,818,000 

July  16 

781,641,000 

July23 

735, 718, 000 

July  30 

736,922,000 

Angufft  6.                       

754,055,000 

August  13 

752,664,000 

August  20                            s  . . . 

747,131,000 

August  27 ' 

768,716,000 

Septembers 

766,798,000 

-SeptemberlO 

748,478,000 

Septembers 

751,723,000 

September  24 

740,240,000 

October  1 

718,481,000 

Octobers 

759,104,000 

October  15 

764,466,000 
687,885,000 

October  22 

October  29 

720,829,000 

November  5 

716, 227, 000 

733,447,000 

November  19 

705, 246, 000 

674,077,000 

Decembers 

731, 572, 000 

December  10 

707, 787, 000 

Decembers 

697,657,000 

December  23 

709,  321, 000 

707, 018, 000 

1921. 
January  7 . ,                          ...... 

717,922,000 

JaniiAry  i4                                  ... 

690,622,000 

JnnuMy  21. 

706,045,000 

694,044,000 

.FfthniWry  4. .                  

707, 514, 000 

FahiTifiry  H . . 

691, 132, 000 

FfthniiM7l8                               

684, 523, 000 

FahrpfkrySS                           

690, 626, 000 

Jlarch4 

670, 132, 000 

Marchll 

710, 330, 000 

March  18 

654, 376, 000 

March  25 

688,853,000 

Aprill 

685,  492, 000 

Aprils 

654,888,000 

April  15 

680,  283,  000 

Aprfl22 

670,652,000 

April  27 

674, 227, 000 

May4.                             ......  .. 

675, 443, 000 

Mayii.. :::... .:.:.: ;.:.. 

684,629,000 

May  18. 

649,  932, 000 

Mayo:::: ::::::::::.:.:.:.:...:.:.. 

670,415,000 

Junel 

683,180,000 

Junes 

698, 037, 000 

Jane  15 

813, 010, 000 

June22 

680,331,000 

June  29 

677,854,000 

July  6 

671, 043,  000 

July  13 

662,101,000 

July  20 

662, 285, 000 

Gov.  Strong.  I  also  wish  to  submit  for  the  record,  or  for  the  infor- 
mation of  the  commission,  if  it  does  not  appear  of  sufficient  value  to 
print,  a  table  of  official  discount  rates  of  central  banks  for  the  years 
1919  to  1921,  inclusive,  for  Italy,  Japan,  Norway,  Portugal, 
Kumania  for  a  portion  of  the  period  down  to  1921,  Spain,  Sweden, 
Switzerland,  and  the  Federal  reserve  bank  of  New  York. 

The  Chairman.  I  think  it  had  better  go  into  the  record. 
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(The  table  of  official  discount  rates  of  central  banks  is  here  printed 
in  full,  as  follows:) 

Official  discount  rates  of  central  bankSy  in  percentages,  1919  to  19tl. 


End  of  month— 


1019. 

January 

February 

March 

April 

May 

Juno 

Julv 

August , 

September , 

October 

November 

December 

1920. 

January , 

February 

March , 

April 

May 

June 

July 

August 

September 

October 

November 

December 

1921. 

January 

February 

March 

April 

May 

Jime 


Italy. 


Japan, 


6.5 
6.6 
6.5 
6.5 
6.5 
6.5 
6.6 
6.5 
6.5 
7.3 
8.03 
8.08 


&03 
8.03 
8.03 
8.08 
8.03 
8.03 
8.03 
8.03 
8.08 
8.03 
8.03 
8.03 


8.03 
8.03 
8.03 
8.08 
8.08 
8.03 


Nor- 
way. 


Portu- 
gal. 


Ruma- 
nia. 


Spain. 


Swe- 
den* 


Ssdt- 
reiw 
land. 


Kev 
Tat* 


7 
7 


1  Federal  reserve  bank  of  New  York  changed  to  5^  per  cent  on  July  21, 1921. 

Gov.  Strong.  I  would  also  like  to  submit  a  memorandum  which 
has  been  compiled  from  sources  which  we  believe  to  be  reliable,  and 
in  certain  cases  as  the  result  of  direct  cable  inquiry,  which  rives  a 
little  statement  of  rates  for  commercial  accommodation  recenuy  pre- 
vailing in  England,  France,  Germany,  and  Japan.  That  has  a  bear- 
ing in  that  it  brings  out  the  relation  between  market  rates  and  the 
rates  established  by  the  banks  of  issue. 

The  Chairman.  That  may  go  into  the  record. 

(The  memorandum  presented  by  Gov.  Strong  is  here  printed  in 
full,  as  follows:) 

RATES  CHARGBD  BT  COMMERCIAL  BANKS  FOR  ADVANCES  TO  COMMERCIAL  CLIENTS  FEOIC 
^JANUARY  1,  1920,  TO  JULY  25,  1921,  IN  ENGLAND,  FRANCE,  GERMANY,  AND  JAPAN. 

Advances  to  commercial  clients  in  these  countries  and  elsewhere  on  the  continent 
of  Europe  ordinarily  are  in  open  account,  i.e.,  overdraft  of  the  Customer  on  the  boobi 
of  the  bank.  No  negotiable  evidence  of  debt  is  given,  and  therefore  these  advances 
are  not  discountable  at  the  central  bank. 

In  this  regard  they  differ  from  advances  made  by  commercial  banks  in  the  United 
States  to  their  borrowing  commercial  clients  upon  promissory  note  of  the  client, 
which  is  discountable,  but  the  character  of  the  accommodation,  although  in  different 
form,  is  the  same  as  tnat  which  is  taken  by  our  commercial  borrowers  upon  a  single- 
name  Aote  discounted  by  their  banks  or  sold  in  the  open  market. 
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Especial  inquiriee  as  to  the  cost  of  this  accommodation  have  brought  information 
from  authentic  sources  as  to  the  respective  countries,  as  follows: 

England:  In  general,  it  is  related  to  the  Bank  of  England  rate  and  has  ranged  from 
one-half  to  1  per  cent  over  the  Bank  of  England  rate  diuing  the  period.  This  applies 
both  to  secured  and  unsecured  advances  except  in  exceptional  instances  where  special 
rates  have  been  arranged.  Such  special  circimistances- would  be  that  the  bank  rate 
mifht  be  charged  only  to  undoubted  customers  of  long  standing  and  on  first-class 
collateral,  and  in  cases  of  extra  borrowing  outside  of  long-standing  arrangements 
generally  1  per  cent  above  the  bank  rate  was  charged.  When  the  bank  rate  was  7 
per  cent,  however,  the  banks  frequently  charged  at  the  bank  rate  to  one-half  per 
cent  above  instead  of  one-half  to  1  per  cent  above,  thinking  8  per  cent  excessive  for 
loans  to  good  clients. 

France:  Minimum  charge  has  been  7  per  cent,  and  usually  a  commission  in  addition 
of  one-fourth  per  cent  quarterly  on  maximum  amount  utilized.  Depending  upon  the 
relations  between  bank  and  borrower,  even  higher  charges  have  obtained. 

Germany:  Recognized  rate  is  1  per  cent  over  bank  rate,  but  is  not  adhered  to. 
Quite  larger  rates  nave  often  been  charged.    Consensus  of  opinion  seems  to  indicate 

6  to  6)  per  cent,  although  in  actual  transactions  during  last  half  of  year  1920  overdraft 
from  two  German  banks  cost  an  American  international  banking:  firm  6  per  cent 
at  one  bank  and  7  per  cent  at  the  other.  They  believe  commercial  rate  would  un- 
doubtedly be  I  per  cent  higher.  Special  recent  transactions  have  taken  rates  up 
to  10, 12,  and  16  per  cent.    Cable  advice  of  more  definite  information  not  yet  received. 

Japan:  Rate  varies  according  to  the  nature  of  the  business  occasioning  the  accom- 
modation.   Foreign  banks  in  ^pan  charged  6  to  7  per  cent  on  export  overdraft  and 

7  to  8  per  cent  on  import  overdraft,  and  native  banks  in  domestic  business  charged 

8  to  10  per  cent.  This  latter  charge  conforms  with  the  discount  rates  for  commercial 
paper  in  Tokyo,  which,  on  January  25, 1920,  were  9.49  per  cent  and  on  July  25,  1921, 
were  8.03  per  cent.  These  broken  rates  per  annum  result  from  the  Japanese  method 
of  computing  interest  charges  on  bank  accommodation  at  so  many  yen  per  day  for 
each  100  yen  of  accommodation.  They  have  fluctuated  between  the  extremes 
indicated  with  gradually  decreasing  tendency  up  to  the  present  time. 

Gov.  Strong.  There  is  also  a  supplemental  memorandum  dated 
July  28,  1921,  revising  the  information  in  regard  to  the  market  rates 
in  Germany,  as  we  were  not  certain  whether  the  information  was 
down  to  date.  Their  cable  was  sent  a  few  days  ago,  and  this  is  the 
memorandum  containing  the  substance  of  the  cable. 

(The  addenda  as  to  Germany  are  here  printed  in  full,  a^  follows:) 

ADDENDA  AS  TO  GERMANY. 

Cable  received  to-day  states  that  average  rate  during  the  past  18  months  has  been 
2  per  cent  above  Reichbank  rate  of  5  per  cent,  or  7  per  cent^  plus  commission  of  one- 
fourth  per  cent  per  month  on  highest  monthly  debit  balances.  The  above  charge 
refers  to  blank  or  unsecured  credits.  On  cover  credits  the  commiBsion,  in  addition 
to  the  7  per  cent  rate,  varies  from  one-eighth  to  three-sixteentiis  per  cent  per  month. 

Gov.  Strong.  And  I  also  wish  to  place  in  the  record  a  table  of  the 
official  discount  rates  of  certain  other  foreign  State  banks  which  are 
probably  of  more  value  for  coniparison  than  those  which  I  first  read, 
Austria,  Belgium,  Denmark,  England,  France,  Germany,  Greece, 
and  Holland,  through  the  period  1919,  1920,  and  1921  to  date. 
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(The  table  of  official  discount  rates  of  foreign  State  banks  is  here 
printed  in  full,  as  follows:) 

Official  discount  rates  of/oreign  Stale  banks,  in  peroeTilages^  1919  to  1921.^ 


End  of  month— 


Janaary 

February.. 

March 

AprU 

May 

June 

July 

August 

September. 

October 

November. 
December.. 


January 

February.. 

March 

April : 

May 

June 

July 

August 

September. 

October 

November. 
December.. 


January.. 
February. 
March.... 

April 

iSy 

June 


1919. 


1920. 


1921. 


Aus- 
tria. 


France. 


Ger- 
many. 


Greece. 


Hol- 
lud. 


I 


♦  f 

<i 

4. 
4 
4 
4 
4 
4 
4 
4 
4 


41 

i: 

4. 
4[ 
4 
♦ 

J 

4 


1  The  standard  conuneccial  discount  rate  in  Canada  has  been  6  per  cent  since  before  Janaary,  1919. 

« Apr.  1. 

*  Changed  to  5}  per  cent  on  July  22, 1921. 


Gov.  Strong.  I  also  wish  to  present  a  table  giving  the  effective 
discount  rates  of  the  Federal  reserve  bank  of  New  York  for  (he  yeais 
1919,  1920,  and  1921  to  date.  This  is  submitted  for  the  record  if 
the  commission  thinks  it  is  of  value. 

The  C^AIRMAN.  It  jnay  go  into  tt^^e  record. 

(The  table  of  rates  of  discount  effective  at  the  Federal  reserve  bank 
of  New  Yorlf  in  1919, 1920,  and  1921,  is  here  printed  in  full,  as  follows:) 
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RaUi  of  discount  effective  at  the  Federal  reserve  bank  of  New  York  in  1919,  1920 ^  and 

1921. 


1910. 

Jamiaiy 

Februarj. . . 
March 

fc.::::: 

June 

July 

August 

September.. 

October 

Nor.  1-3.... 
Not.  5-30... 
Dec.  l-ll.... 
Dec.  12-30... 
Dec.  31 


15 
days 
or  less 
(in- 
clud- 
ing col- 
lateral 
loans). 


16-90 

inclu- 
slTe. 


Agri- 
cul- 
tural 

•X' 

days 

to6 

months. 


Spe- 

16-90 
days. 


Trade 
accept- 


16-90 
days. 


Redisooont  of  bankers' 
aooeptances. 


15 
days. 


16-60 
dasrs. 


61-90 
days. 


Oi>en  market 

purchases: 

bankers' 

acceptances. 


Au- 
thor- 

ixed 
rates, 
mini- 
mum. 


Actual 


1  Secured  bv  Liberty  bonds  or  United  States  certiOcate  of  indebtedness. 

*  Only  certificates  or  indebtedness  bearing  A\  per  cent  interest:  rate  was  4}  for  other  certificates  of  Indebt- 
edness and  Liberty  bonds. 

*  Eligible  commercial  paper  only. 

<  Certifieates«r  indeMednesa  enV- 


1920. 
Jan.  1-22... 
Jan.  2:;- Feb 

5 

Feb.  6-26. . . 
Feb.  26-29. 

Mareh 

April 

May 

June 

July 

Aunusl 

•^e)>t  Amber 
October  ... 
No\  ember.. 
Decern  bctr. 

1021. 

January 

Feb.  1-4... 
Feb.  4- Mar. 

31 

Aprtl 

May  1-1.   . 
May  4 -June 

l5 

Junel6-July 

July  21. V. 


Rediscount. 


Com- 
mercial 

Secured 

by 
Liberty 

Secured 
by  cer- 
tificates 

pajjr, 

bonds, 

of  in- 

days. 

1-90 

debted- 

days. 

ne^. 

4f 

4! 

H 

6 

*i 

Jl 

6 

5 

6 

5 

5 

6 

5 

5 

6 

5 

5 

6 

.5 

5 

7 

6 

^ 

7 

6 

5 

7 

6 

5 

7 

6 

5 

i 

6 

.5 

/ 

6 

.5 

7 

6 

51 

- 

6 

5j 

7 

6 

7 

6 

6 

7 

6 

6 

7 

6 

6 

6i 

6 

6 

6 

6 

6 

H 

5i 

5i 

Ain-i 
cultural 
I>aper, 
91  days 

to6 
months. 


Bank- 
ers' 

accept 

ances, 
1-90 

days. 


Collaieral  loans  2«eoured  by— 


Certifi- 
cates of 
indebt- 

Liberty 
bonds. 

Com- 
mercial 

edness. 

paper. 

4^ 

4f 

4! 

:i 

5A 

6 

ft 

6 

5 

5 

6 

5 

5 

0 

.5 

5 

6 

5 

5 

6 

5 

0 

7 

5 

6 

7 

bh 

6 

7 

5. 

A 

7 

5 

6 

* 

a 

6 

7 

5 

6 

7 

H 

6 

7 

5i 

6 

" 

6 

6 

7 

6 

6 

7 

6 

6 

t 

6 

6 

«i 

6 

6 

6 

5i 

5i 

H 

Bank- 
er.^' 
accept- 
ances. 


Open  market 

purchases, 

bankers' 

acceptances. 
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Representative  Sumners.  Governor,  in  normal  times  is  there  much 
of  an  international  flow  of  capital  influenced  by  interest  and  redis- 
count rates  amon^  the  several  more  important  nations  of  the  world ! 

Gov.  Strong.  In  normal  times  the  discount  rates  are  a  great  influ- 
ence upon  the  flow  of  credit. 

Now,  Congressman,  there  has  been  a  good  deal  of  discussion  of  the 
flow  of  capital.  Capital  can  not  be  transported  like  a  trunk  full  of 
clothes.  When  you  speak  of  a  transfer  oi  capital  from  one  country 
to  another,  the  only  capital  that  is  capable  ol  being  transferred  in  a 
trunk  or  in  your  pocket  is  gold.  You  may  ship  g(K)ds  that  are  pro- 
duced by  one  country  to  another  for  consumption  or  employment  in 
industry,  but  the  transfer  of  capital  from  one  countrv  to  another  is 
really  only  effected  in  a  basic  sense  by  shipments  of  gold,  and  the 
great  transfer  of  capital  that  has  taken  place  in  recent  years  has  be^ 
from  other  countries  to  the  United  States  through  the  great  move- 
ment of  gold  to  this  countrv. 

Now,  speaking  of  normal  times,  that  flow  of  gold  is  r^ulated  to 
some  extent  by  the  changes  in  the  relative  rates  for  money  in  the 
different  markets  of  the  world.  It  is  regulated  to  some  extent,  but 
I  do  not  think  completely.  Presenting  tne  picture  rather  simply,  we 
may  say  that  if  there  is  a  tendency  for  gold  to  flow  out  of  Ix>ndon, 
say,  to  New  York,  and  it  reaches  a  point  where  it  is  beginning  to 
impair  the  reserves  of  the  Bank  of  En^and  to  a  point  where  tney 
must  take  measures  of  protection,  they  advance  their  discount  rate. 
The  advance  of  the  discount  rate  starts  a  flow  of  credit  to  London, 
and  that  flow  of  credit  stops  the  outflow  of  gold.  But  I  must  depre- 
cate such  transactions  as  representing  an  export  of  credit;  they  do 
not  represent  anything  of  the  kind. 

Representative  Sumi^ers.  You  think,  then,  that  the  rate  of  inter- 
est which  may  be  offered  in  other  coimtries  during  normal  times 
would  not  probabljT  influence  the  rediscount  situation  in  the  Federal 
reserve  bank  sufficiently  to  make  it  necessary  for  it  to  change  its 
rediscount  rate  to  meet  that  situation  ? 

Gov.  Strong.  I  think  when  normal  times  come,  if  they  do — and  I 
hope  they  do  soon — that  it  will  be  necessary  and  desirable  that 
arrangements  be  effected  between  the  important  banks  of  i^ue 
throughout  the  world,  so  as  to  effect  some  regulation  of  those  matters. 

The  Chairman.  If  there  is  nothing  further  with  Gov.  Strong  this 
evening,  we  will  take  a  recess  until  to-morrow  morning,  to  go  on 
to-morrow  with  other  matters,  and  will  resume  with  Gov.  Strong  on 
Thursday  morning  at  10  o'clock. 

(Whereupon,  at  5  o'clock  and  30  minutes  p.  m.,  the  commission 
adjourned  until  to-morrow,  Wednesday,  August  10,  1921,  at  10 
o'clock  a.  m.) 
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THTJBSDAY,  AtJOTTST  11,  1921. 

Congress  of  the  United  States, 
Joint  Commission  on  Agricultural  Inquiry, 

Washingtmi,  D.  C 
The  joint  commission  met,  pursuant  to  adjournment  taken  on 
yesterday,  at  10  o'clock  a.  m.,  m  room  70,  Capitol  Building,  Repre- 
sentative Sydney  Anderson  (chairman)  presidmg. 
The  Chairman.  The  commission  will  come  to  order. 
Before  we  proceed  this  morning  I  would  like  to  read  into  the  record 
a  telegram  wnich  I  received  yesterday,  as  follows  [reading] : 

St.  Matthews,  S.  C. 
Sydney  Anderson, 

Chairman  Joint  Commission  of  Agricultural  Inquiry: 

Your  telegram  even  date,  complete  stenographic  report  Washington  conference, 
to  which  Grov.  Harding  refers,  ii  proof  positive  that  his  statement:  "In  other  words, 
they  wanted  us  to  sanction  a  loan  of  30  Cents  a  pound  on  cotton  which  was  worth  at 
that  time  normally  on  the  market,  I  think,  28  cents  a  pound,"  is  absolutely  incor- 
rect. No  such  request  has  ever  been  made  of  Federal  Keserve,  nor  could  we  be  in- 
duced make  such  unreasonable  request  which  lacks  first  element  of  soimd  banking 
and  business. 

Reouest  at  September  Federal  Reserve  conference  was  read  to  full  board,  with 
Gov.  Harding  presiding,  expluned  by  section,  and  then  presented  to  Gov.  Harding 
personally  in  writing,  and  most  assuredly  should  be  in  his  files.  Stenographic  rep  ort 
of  conference  proves  conclusively  no  such  request,  as  stated  by  Gov.  Harding,  -^^s 
made.  Only  reouest  made  was  that  necessary  renewals  be  granted  on  loans  oased 
upon  agricultural  paper,  to  enable  gradual  and  orderly  marketing  of  crops,  and  on 
which  credits  were  based,  either  by  renewal  of  agricultiual  paper  or  substitution 
therefor  of  commodity  secured  paper  where  expedient,  or  by  rediscounting  on  cotton 
in  warehouse  with  proper  receipts,  as  provided  in  section  13,  Federal  reserve  act. 
Had  our  re<)uest  been  granted  it  would  ha^'O  brought  benefits  to  agriculture  and  com- 
merce, Nation  wide,  and  distressing  condition  confronting  us  to-day  would  not  be 
one-tenthfold  as  serious. 

Gov.  Harding's  statement  appearing  in  press,  which  statement  is  confirmed  bjr  your 
telegram  of  to-day,  has  arousea  indignation  of  officials  and  members  our  association 
throughout  cotton  belt,,  who  strenuously  protest  over  incorrectness  and  injustice  of 
statement  and  insist  it  has  done  serious  injury  to  association  and  officials,  mcludins 
myself,  and  I  urge  immediately  request  Gov.  Harding  to  make  correction  of  said 
erroneous  statement  to  commission  and  through  press.  I  therefore  telemphed  Gov. 
Harding  urging  that  he  refer  to  written  request  made  at  September  conference,  copy 
of  which  was  filed  with  him  at  the  conference,  and  immediately  issue  correction,  both 
in  justice  to  himself,  myself,  and  the  association. 

Gov.  Harding  has  just  replied  by  telegram  as  follows:  "My  statement  referred  to 
resolutions  passed  at  Montgomery  conference  September,  1920,  with  reference  to 
market  value  of  cotton  at  time  these  resolutions  were  presented  to  board  meeting  on 
September  14.  Think  you  will  be  satisfied  when  you  see  full  report  of  proceedings 
that  I  did  not  misrepresent  you.    Am  not  responsible  for  newspaper  accounts. " 

I  am  now  telegraphing  him  a  second  reqiiest  for  correction  based  upon  written 
request  of  September  conference,  of  which  I  hold  stenographic  report,  and  copy  of 
which  was  fifed  with  him,  and  should  certainly  be  in  his  records.  If  Gov.  Hard- 
ing issues  correction  please  telegraph  me  copy  of  same.    If  he  declines  to  promptly 
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make  correction  as  requested,  I  then  request  that  commission  permit  me  to  fumidi 
statement  for  purpose  of  keeping  records  straight,  supplying  them  wiUi  correct  facts, 
and  imdoing  tne  injustice  that  has  been  done  us. 

Please  read  this  telegram  to  commission.  I  also  request  that  you  make  this  tele- 
gram and  my  telegram  of  8th  on  same  subject  part  of  official  proceedings  of  investi- 
gation. 

J.  S.  Wannahakes, 
President  American  Cotton  Association. 

I  also  desire  to  insert  into  the  record  at  this  place,  as  a  part  of 
yesterday's  proceedings,  a  statement  addressed  to  this  commission 
on  behalf  of  the  wool-growing  industry  of  the  United  States. 

(The  statement  referred  to  is  here  printed  in  full,  as  follows) : 

A  Statement — The  Position  and  Needs  of  the  Sheep  Industry  in  the 

United  States. 

The  Commission  op  Agricultural  Inquiry, 

Washington,  D.  C.  * 

Gentlemen:  It  having  been  impossible  for  us  to  have  a  representative  appear 
before  yowr  commission  at  the  time  mentioned  in  the  chairman's  telegram,  we  are 
submitting  the  following  statement  for  your  consideration.  We  shall  be  ready  to 
make  any  further  statements  or  to  assist  in  presenting  matters  and  de\'i8ing  the  means 
forgiving  needed  stability  to  all  branches  of  agriculture. 

Trie  National  Wool  Growers'  Association  through  its  individual  members  and 
affiliated  organizations  represents  a  majority  of  the  sheep  owners  of  the  country.  A 
list  of  the  affiliated  org[anizations  is  attached  to  this  statement. 

Our.  discussion  of  this  €[uestion  is  arranged  under  the  following  principal  topics: 

1.  Position  of  sheep  raisers  and  prospects  for  wool  and  mutton  production. 

2.  Measures  for  immediate  improvement. 

3.  How  the  needed  stability  and  development  of  sheep  raising  can  be  secured. 

position  op  range  sheep  raisers  and  prospects  for  wool  and  mutton  prodttc- 

TION. 

Speaking  first  for  owners  of  ov^r  20,000,000  sheep  in  the  range  States  (considerably 
more  than  one-half  of  the  total  in  the  United  States  with  most  of  whom  ^eep  raisiiig 
is  an  exclusive  business),  we  will  state  that  more  than  a  majority  of  them  are  to-day 
insolvent. 

The  following  facts  have  served  to  depress  the  sheep  business  beyond  what  can  be 
attributed  to  general  deflation: 

1.  A  considerable  part  of  the  1920  wool  clip  is  still  unsold.    The  part  sold  brou^t 

E rices  equal  to  25  per  cent  of  1919  prices.    Tnis  clip  was  grown  altogethtf  on  a  very 
igh  cost  basis. 

2.  The  1921  clip  has  a  very  low  value.  Expenses  could  not  be  reduced  until 
November,  1921,  at  which  time  wage  reductions  were  possible  through  lessened 
competition  of  railroads  and  mines. 

3.  The  winter  of  1919-20  was  an  unusually  severe  one  and  followed  a  dry  sununef 
and  fall .  Losses  of  stock  were  severe  and  expenses  for  feed  purchased  at  nish  rates 
left  most  growers  deeply  indebted  to  their  banKs  even  before  the  collapse  of  tne  wooi 
market  on  May  20,  1920. 

4.  The  1918  wool  clip  was,,  in  effect,  commandeered  by  the  Government  at  lees 
than  the  1917  price.  This,  together  with  taxes  paid,  prevented  accumulation  of 
reserves  for  difficult  times. 

The  future  is  entirely  dependent  upon  the  ability  and  willingness  of  the  banks 
and  loan  companies  to  afford  sufficient  time  to  work  out  the  loans.  However,  there  is 
considerable  doubt  as  to  this  being  done.  Within  the  last  few  davs  the  State  bank 
commissioner  of  Utah  has  notified  hsLiiks  regarding  the  need  of  liquidating  outstanding 
loans,  particularly  mentioning  overdue  live-stock  paper.  If  such  action  is  started  it 
will  naturally  become  more  general  and  a  very  great  decrease  in  the  numbers  of 
breeding  stock  will  be  inevitable.  (The  cause  of  this  credit  condition  and  its  pre- 
vention in  the  future  are  discussed  in  section  3.) 

At  present  flocks  are  very  much  below  their  usual  numbers  as  a  result  of  forced 
marketing  of  ewe  lambs  last  year,  coincident  with  an  unusually  expensive  winter 
in  1919-28,  an  a  very  short  lamb  crop  following.  The  1922  production  of  wool  and  oC 
lambs  can  not  possibly  amount  to  as  much  as  75  per  cent  of  the  average  yield  and  the 
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further  liquidation  which  seems  likely  will  in  all  probability  further  reduce  pro- 
duction. This  condition  is  upon  us  in  the  face  of  tne  range  feed  supply,  which  is, 
writh  the  exception  of  parts  of  two  or  three  States,  the  best  that  has  been  krown  for 
many  years.  It  must  be  remembered  that  the  grazing  of  live  stock  is  the  only  possible 
method  of  utilizing  the  principal  part  of  the  area  of  the  11  principal  range  States 
(including  Texas).  In  Nevada,  Id&o,  and  TJt^,  for  example,  seven-ei^hthg  of  the 
icreage  is  not  in  cultivation.  This  figure  applies  to  the  lands  outside  national  forests 
ind  other  reservations.  The  cattle  grazing  ousiness  is  in  no  better  condition  than  the 
sheep  business  and  suffers  from  the  same  fundamental  defects  in  our  national  land  and 
&nancial  policies. 

The  very  drastic  depletion  of  the  breeding  flocks  and  herds  which  was  started  in 
1920  and  which  threatens  to  go  further  this  year  means  (1)  an  acute  shortage  in  wool, 
mutton,  and  beef,  and  (2)  the  paralysis  of  the  principal  rural  industry  of  Western 
States. 

The  crippling  of  range  stockmen  affect  the  farmers  of  the  West  and  Central  West  no 
less  vitally.  The  principal  products  of  the  irri^ted  farms  are  feed  crops.  Their 
natural  market  is  for  winter  feeding  of  range-breeding  stock  and  the  fattening  of  steers, 
i^e there,  or  breeding  stock  that  has  passed  the  afi;e  of  safety  for  running  on  the  range. 
The  western  farm  areas  can  not  be  prosperous  if  the  range  sheep  and  cattle  business 
is  cut  down.  Large  quantities  of  1920  hay  are  in  the  fields  and  tne  grow9rs  are  unable 
to  meet  any  payments  upon  their  loans. 

The  movement  of  feeder  stock  to  corn-belt  farms  is  the  smallest  known  since  this 
movement  was  established,  and  com  and  rough  feed  are  either  piled  up  on  the  farms 
that  grew  them  or  forced  in  oversupply  upon  a  market  that  can  not  possibly  absorb 
for  export  or  industrial  purposes. 

In  tne  farming  States  the  low  price  of  wool  has  stopped  a  logical  expansion  of  sheep 
raising  on  hi^h-priced  land  which  had  well  started  and  was  greatly  needed  in  the 
truly  economic  use  of  the  products  and  by-products  of  valuable  land  and  also  as  a 
[ar^  contribution  to  the  proolem  of  maintaining  farm  incomes  with  a  scant  supply  and 
bim  cost  of  farm  labor. 

In  this  connection  we  hope  your  commission  is  fully  appreciative  of  prospective 
urool-trade  conditions.  The  meat  problem  is  usually  more  fully  considerea.  The 
feura  production  of  lamb  and  mutton  offers  the  best  prospect  of  increasing  our  meat 
mpply  without  making  necessary  any  reduction  of  cattle  or  swine  populations.  But 
mutton  production  can  not  be  separated  from  wdol  values. 

In  1914,  prior  to  the  war,  the  wool  trade  was  rudely  awakened  to  the  fact  that  world 
production  was  falling  short  of  consumption.  The  war  increased  consumption  of 
irool  in  some  countries  but  completely  checked  civilian  trade  in  wool  fabrics.  In 
Europe  and  in  the  rest  of  the  world  as  well  there  is  a  vast  accumulation  of  needs  of 
nroolen  goods  but  financial  conditions  prevent  resumption  of  trade.  Recently  Ger- 
Diany  has  resumed  buying  in  British  wool  sales  and  the  surplus  that  has  piled  up  will 
KK>n  disappear  and  demand  and  supply  will  be  as  in  the  first  half  of  1914.  The  United 
States  will  then  be,  as  it  was  in  1917,  dependent  upon  Great  Britain  for  military  re- 
quirements of  wool.  In  peace  our  mills  will  be  increasingly  dependent  upon  a  di- 
minishing foreign  supply.  The  distress  of  present  conditions  would  seem  reallv  to  be 
secondary  to  the  senousness  of  our  national  safety  in  the  future  and  our  industrial 
huture  is  endangered  unless  we  clear  the  way  for  a  larger  wool  production  upon  the 
carms  and  upon  the  ranges  of  our  own  country. 

Measures  tor  immediate  improvement:  The  emergency  tariff,  the  live-stock  finance 
corporation,  freight  rates. 

THE    EMERGENCY  TARIFF. 

A  drop  in  wool  values,  following  the  war,  was  anticipated  by  sheepmen.  It  was 
aot  anticipated  that  our  markets  would  be  left  open  as  a  dumping  place  for  accumula- 
tions of  other  countries  and  our  importers  enabled  to  receive  the  bonus  of  25  per  cent 
prhich  the  exchange  conditions  afforded  them.  Nor  was  it  anticpated  that  the  Fed- 
eral Reserve  Board 's  suggestion  for  deflation  would  be  made  in  tne  earlv  part  of  the 
regular  marketing  season  of  a  wool  clip  produced  at  the  highest  cost  ever  known. 

fhe  emergencv  tariff  came  into  effect  on  May  27.  Its  great  value  has  been  too 
lightly  estimated  by  many,  who  do  not  consider  that  in  the  case  of  wool  the  political 
iuggling  between  December  7,  1920,  and  April  9,  1921,  caused  an  overloading  of  the 
American  market  with  imported  wools,  that  can  not  fail  to  keep  the  market  at  an 
abnormally  low  level  for  at  least  a  year. 

THE   LIVE-STOCK   FINANCE   CORPORATION. 

The  delayed  and  drastic  deflation  of  our  national  financial  affairs  revealed  a  danger- 
ous defect  in  our  normal  financing  of  agricultural  production.  Loans  on  breecung 
sheep  and  cattle  had,  and  still  have,  no  standing  in  the  discounting  market,  if  drawn  for 
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a  period  longer  than  that  provided  for  the  service  of  speculative  stock  feeders,  i.  e, 
months. 

Our  efforts  to  secure  temponury  relief  from  this  inequitable  plan,  through  Senate? 
Stanfield's  amendment  to  tne  War  Finance  Corporation  act  and  the  Sterling-Smith 
resolution,  were  set  aside.  The  Treasury  Department  sought  to  e\'ade  the  delay  inci- 
dent to  Congressional  action  by  the  organization  of  a  special  $50,000,000  corporation. 
Five  serious  weeks  have  passea  and  not  one  new  loan  has  been  made  nor  an  old  loan  ^ 
renewed.  We  still  hope  for  a  practical  service  from  the  corporation  and  adherence  to 
the  early  announcement  of  intention  to  carry  loans  secured  by  breeding  stock  through 
a  period  of  30  months  in  ordef  to  allow  time  for  a  turnover  of  the  investment. 

FREIGHT  RATES. 

Prohibitive  and  unjustifiable  rates  of  charge  for  transportation  of  live  stock  had  i 
great  deal  to  do  with  pulling  down  values  of  collateral  and  increasing  expense  to  the 
point  where  it  was,  not  a  matter  of  reduced  profits  but  rather  one  of  increased  losses 

The  reduced  wage  scale  for  railway  employees  has  gone  into  effect,  but  the  aaine 
high  freight  rates  apply  and  are  bringing  the  live-stock  business  to  a  condition  in 
which  it  will  be  unable  to  furnish  any  business  to  the  carriers. 

We  recommend  and  urge  upon  your  commission  that  you  insist  upon  immediate 
readjustment  of  freight  rates  upon  wool  and  live  stock. 

How  the  needed  stability  and  development  of  sheep  raising  can  be  secured :  Stabilis- 
ing home  markets;  adequate  financing  of  production  and  distribution;  instituting  & 
national  policy  pertaining  to  public  lands,  education,  and  research. 

STABILIZING    HOME   MARKETS. 

To  prevent  extreme  fluctuations  in  prices  and  profits  is  the  only  certain  means  o^ 
stabilizing  an  industry  to  the  point  of  insuring  efficiency  and  safe  and  rea«onabk 
expansion.  An  importing  country  must  have  regard  to  the  kind  of  competition  that 
home  producers  must  face  in  home  market =?.  We  believe  that  the  Fordney  regular 
tariff  bill  is  well  calculated  to  stabilize  our  various  lines  of  business  andpropalv 
recognize  the  interests  of  employees  and  consumers  generally.  Unfortunately,  sched- 
ule 11  contains  some  features  which  would  operate  to  defeat  what  appears  to  be  and 
what  we  believe  should  be  the  real  objects  of  the  bill.  We  refer  to  (1)  the  indefensible 
35  per  cent  limitation  upon  wool  duties,  (2)  to  inadequacy  of  25  cents  per  pound,  and 
(3)  to  a  manufacturer's  compensatory  protection  of  from  20  to  36  cents  per  pound  upon 
goods  when,  as  a  matter  of  fact,  the  protection  to  growers  would  in  many  cases  be  la? 
than  10  cents.  We  particularly  call  the  attention  of  your  commission  to  this  lattff 
point,  because  nothing  but  e\dl  can  possibly  come  from  giving  extra  protection  to 
manufacturing  under  the  guise  of  protection  to  a  branch  of  agriculture. 

.We  have  confidence  that  the  final  form  of  the  regular  tariff  bill  will  be  such  as  will 
serve  to  stabilize  the  business  of  agricultural  protection  and  harmoniously  to  relate  it 
to  other  industries  and  to  the  present  and  future  welfare  of  this  Nation. 

ADEQUATE   FINANCING   OP  AGRICULTURAL  PRODUCTS. 

We  suggest  to  your  commission: 

1 .  That  loans  upon  breeding  live  stock  be  made  eligible  for  discount  by  the  Federal 
reserve  system  when  drawn  for  30  months. 

2.  That  a  workable  system  be  established  for  financiner  wool  and  other  agricultural 
articles  from  the  time  of  production  to  the  time  of  actually  entering  consumption. 

The  range-sheep  })usiness  is  in  it'?  present  deplorable  state  largely  as  a  result  of  what 
is  now  seen  to  have  been  overloaning.  To  some  extent  the  freedom  with  which  loam 
were  made  was  a  reflection  of  practices  in  other  industries  affected  by  war  trade. 
That  the  error  was  carried  to  an  extreme  in  our  case  can  not  be  charged  wholly  to  the 
borrowers.  The  lenders  must  have  been  at  fault  to  at  least  an  equal  degree.  It  I' 
now  time  to  locate  and  remove  the  cause  of  such  error  in  order  that  the  business  may 
l)e  able  to  stand  future  strains  and  in  normal  times  may  have  the  benefit  of  sound 
methods. 

To  a  very  large  degree,  the  temptation  to  overborrowing  and  overloaning  arise  trom 
the  lack  of  any  national  policy  governing  the  use  of  the  public  domain.  This  case  v 
given  separate  discussion  on  pages  10  to  11. 

Loans  to  sheep  raisers  are  chiefly  secured  by  the  sheep  themselves  and  necessarily 
made  for  a  period  of  not  over  six  months.  In  good  times  the  value  of  the  ewe  L«»  based 
on  her  earning  power  as  a  producer  of  lambs  and  wool.  When  lamb  and  wool  market^ 
tumble,  confidence  is  shaken  and  holders  of  paper  begin  to  figure  the  ewe's  value  in 
accordance  with  her  immediate  carcass  value.    This  greatly  depretnat«s  the  collateral, 
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>ut  it  is  ft  ne(  e-^aary  course  so  long  as  such  paper  is  subject  to  call  in  six  months.  To 
^ve  the  live-stock  producer  the  same  financial  service  now  accorded  the  merchant 
>T  manufacturer,  his  loans  should  have  a  life  sufficient  to  allow  a  turnover,  and  a  return 
>{  the  inveitment  from  the  increa^^e.  This  is  not  class  legislation.  So  long  as  one 
«t  of  men  are  given  loans  under  terms  that  allow  a  turnover,  and  another  set  are 
lenied  that  service,  just  so  long  will  we  continue  to  have  class  legislation  that  dis* 
criminates  ai^ainst  those  enga4^  in  agriculture. 

The  question  of  financing  distribution  is  much  the  same  for  wool  as  for  wheat,  with 
he  exception  that  there  is,  and  probabl^r  can  be,  no  wool  exchange  and  no  dependable 
luotations  for  guidance  of  sellers,  enabling  the  growers  to  sell  in  accordance  with  their 
udgment  rather  than  because  of  necessities  in  good  business  for  the  producer  and  the 
'onsumer.  We  urge  that  you  give  prominent  consideration  to  wool  when  formulating 
rour  recommendation  for  financing  the  orderly  distribution  of  agricultural  com- 
Qodities. 

iKsrrruTiNG  a  national  poucy  fbrtainino  to  pubuc  lands. 

It  was  stated  (p.  9)  that  the  lack  of  a  Government,  policy  toward  the  use  of  public 
mds  was  reiponsible  in  part  for  the  overfinancing  of  sheep. 

It  must  first  be  remembered  that  our  country  hi^  never  adopted  any  semblance  of 
i  plan  for  regulating  the  grazing  upon  public  lands  outside  national  forests.  Use  has 
»een  permitted  but  wiUiout  provision  for  avoiding  abuse  or  for  giving  the  user»  any 
trtainty  of  tenure  that  would  permit  them  to  develop  water,  erect  control  fences  or 
Dvest  in  stock  and  equipment  from  which  returns  could  only  be  obtained  in  a  num- 
ber of  years. 

The  poflsibilit^  of  getting  into  the  business  with  nothing  more  than  a  flock  of  sheep 
aid  a  camp  outnt  has  led  to  financing  of  men  practically  without  capital  and  williout 
jroperty — frequently  not  citizens.  In  good  yean  these  parties  compete  with  bona 
ide  stockmen  for  range  feed  and  for  capital.  In  times  of  stress  they  are  insecure; 
heir  stock  is  the  first  to  be  forced  into  liquidation  at  the  slaughter  houses  with  the 
esult  of  pulling  down  collateral  values  and  discrediting  the  standing  of  all  dheep 
Mper. 

the  unsystematic  designation  of  lands  for  grazing  homesteads  has  diminished  the 
irea  of  grazing  lands  and  placed  many  of  the  homesteads  in  hands  of  persons  who 
lever  can  use  them  for  live-stock  production.  It  has  forced  real  stock  raisers  to  lease 
r  buy  such  and  other  private  lands  at  figures  that  do  not  render  possible  a  fair  return 
o  the  investment.  In  other  words,  we  nave  passed  the  point  where  we  can  continue 
0  reduce  the  size  and  scope  of  stock-raimng  concerns  m  the  interest  either  of  the 
ountry  or  of  the  so-called    small  man"  himself. 

To-day  we  are  unable  to  ask  to  be  allowed  to  lease  or  buy  Government  lands  in  order 
0  put  ran^e  stock  raising  upon  a  more  secure  basis.  Such  requests  have  been  made 
na  refused.  The  time  will  return  when  the  stockmen  can  stand  a  proper  adjustment 
if  the  question  and  its  need  is  always  most  pressingly  called  for.  Right  now  a  thorough 
tudy  should  be  made  of  the  use  of  public  lands  and  a  plan  that  is  fair  to  all  worked 
ut  and  held  ready  for  adoption  as  soon  as  conditions  permit. 

EDUCATION  and  RBSBARCB. 

Neither  the  Department  of  Agriculture  nor  the  land-^nt  colleges  and  the  experir 
aent  stations  have  ever  regarded  the  ran^e  live-stock  mdustry  as  a  permanent  one 
ailing  for  the  scientific  study  of  its  economical  problems  and  for  the  training  and  edu- 
ition  of  those  to  be  engaged  therein.  True,  the  r^ular  course  of  instruction  in  the 
gricultural  college  deals  with  principles  of  plant  and  animal  life,  but  no  such  effort 
M  been  inade  to  provide  education  for  the  ranchman's  eon  as  for  the  farmer's  son. 
t  is  time  we  recognized  the  fact  that  a  large  part  of  our  western  lands  can  serve  the 
ountry  only  imder  a  range  live-stock  system  of  use.  We  have  been  seriously  remiss 
D  our  attention  to  the  duty  of  providing  suitable  education  for  this  industry.  Not 
lore  than  two  western  agricultural  colleges  pretend  to  offer  courses  dealing  with  the 
Toduction,  preparation,  and  handling  of  wools,  and  yet  we  are  facing  the  day  when 
ur  industrial  independence  in  war  or  in  peace  demands  a  larger  and  more  intelligent 
Qd  more  scientific  domestic  woolgrowing  industry. 

The  problem  of  experimental  study  of  live-stock  production  upon  the  range  is  too 
ffoad  and  too  expensive  in  pursuit  to  permit  of  proper  attention  by  a  single  agricul- 
ural  experiment  station .  Some  of  the  contingent  and  secondary  matters  are  receiving 
worthy  attention. 

The'  Federal  Department  of  Agriculture  has  made  a  serious  effort  to  handle  this 
edonal  or  interstate  question. 
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At  the  Jornada  Station  in  New  Mexico  and  the  United  States  Sheep  Experiment 
Station  in  Idaho  facilities  have  been  provided  for  a  practical  investigition  of  pro- 
duction problems  of  range  cattle  and  of  range  sheep,  respectively.  Those  stabons 
have  hardly  begun  their  work.  They  have  had  to  train  their  own  investigation  and 
to  labor  under  the  handicap  of  wholly  inadequate  support  from  Congreas  and  attention 
of  higher  executive  oflScers. 

SHEEP   raisers'   ASSOaATION   AFFILIATED  WITH   NATIONAL  WOOL  GROWERS*    ASSOCIA- 
TION. 

American  Hampshire  Sheep  Association,  Robert  Blastock,  president;  Comfort  T. 
Tyler,  secretary.  36  Woodland  Avenue,  Detroit,  Mich. 

American  Rambouillet  Sheep  Breeders'  Association,  Frank  R.  Cock,  president; 
Dwight  Lincoln,  secretary,  Marysville,  Ohio. 

American  Shropshire  Registry  Association,  J.  0.  Andrews,  president;  J.  M.  Wade, 
secretary,  Lafayette,  Ind. 

Arizona  Wool  Growers'  Association,  E.  Campbell,  president;  F.  W.  Perkins,  secre-  \ 


tary,  Flagstaff^  Ariz^ 
California 


California  Wool  Growers'  Association,  F.  A.  Ellenwood,  president;  E.    L.  Hart, 
secretary.  Red  Bluff,  Calif. 

Idaho  Wool  Growers'   Association,   Hugh  Sproat,  president;  John   Ridenbai^ 
secretarv,  Boise.  Idaho.  i 

Lincoln  Coimty  Wool  Growers'  Association,  J.  D.  Noblitt,  president:  I^.  G.  Baker, 
secretary,  Cokeville,  Wyo.  | 

Modoc  County  Wool  Growers'  Association,  G.  E.  Williams,  president;  Jolin  Davia, 
secretary,  Alturas,  CaUf.  | 

Montana  Wool  Growers'  Association,  C.  H.  Williams,  president;  C.  N.   Amett, 
secretary,  Bozeman,  Mont.  | 

New  Mexico  Wool  Growers'  Association,  Prager  Miller,  president;  Bertha  Benson, ; 
secretary,  Albuquerque.  N.  Mex.  I 

Oregon  Wool  Growers'  Association,  J.  H.  Dobbin,  president;  Mac  Hoke,  secretary, ! 
Pendleton,  Or^.  I 

Park  Countrv  Wool  Growers'  Association,  George  M.  Bucklev,  secretary-,  Hartsel. 
Colo. 

Saguache  County  Wool  Growers'  Association,  F.  H.  Means,  president;  Alva  A. 
Simpson,  secretary^  Saguache,  C^olo. 

San  Luis  Valley  Live  Stock  Association,  J.  C.  Gilbreath,  president;  W.  W.  White, 
secretary.  Monte  Vista,  Colo. 

Utah  Wool  Growers'  Association,  J.  C.  Hooper,  president;  Willard  Hansen,  jr., 
secretary.  Salt  Lake  City,  Utah. 

Washington  Wool  Growers'  Association,  T.  J.  Drumheller,  president;  J.  F.  Sean, 
secretary,  Prosser,  Wash.  I 

Western  Slope  Wool  Growers'  Association,  A.  M.  McAnally,  president;  James  G. 
Brown,  secretary,  Montrose,  Colo. 

Wyoming  Wool  Growers'  Association,  Dr.  J.  M.  Wilson,  president;  J.  B.  Wilsoo 
secretary,  McKinley,  Wyo. 

The  Chairman.  Very  well,  Gtov.  Strong,  you  may  proceed. 

STATEMEITT  OF  HOIT.  BEHTJAMIIT  STBOVG,  GOVEBirOB  OF  THE 
FEDEBAL  BESEBVE  BAITK  OF  NEW  TOBK— Besomed. 

Gov.  Strong.  In  the  course  of  the  statements  that  I  made  on  I 
Monday  and  Tuesday  before  the  commission,  I  referred  to  various 
tables  and  figures  and  charts,  some  of  which  had  not  yet  been  pre- 
pared.   They  are  in  course  of  preparation,  and  if  agreeable  to  ^e  i 
commission,  I  would  like  to  have  them  inserted  in  the  record,  if  they  ' 
appear  to  be  of  value  to  the  commission.     These  charts  that  have 
been  prepared  will  be  of  greater  value  if  the  sources  from  which  the 
information  is  compiled  are  attached  to  them;  and  we  are  therefore 
having  prepared,  or  have  had  prepared,  notes  indicating  the  sources 
of  the  statistical  information  that  apply  to  those  charts,  and  we 
would  like  also  to  introduce  them  at  tne  proper  places. 
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The  Chairman.  Without  objection,  they  may  be  introduced  into 
the  record.     [After  a  pause.]    The  Chair  hears  none. 

(The  tables  and  charts  and  data  referred  to  by  Gov.  Strone  were 
afterwards  furnished,  and  have  been  inserted  in  their  proper  places.) 
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Rksebye   Pebcentages  or  the  Federal  Reserve  System— With  and  WiTHOtrr   Gold 

Accessions. 

Actual  reserve  percentage  and  percentage  as  it  would  have  been  without  any  increase  in  gold 
reserves  since  December  30, 1930. 
Source  of  information:  Federal  Reserve  Bulletin  and  weekly  press  statements. 

Gov.  Strong.  We  would  also  like  to  prepare  a  chart  which  would 
indicate  what  would  have  been  the  position  of  the  Federal  reserve 
system  and  the  Federal  reserve  bank  of  New  York,  if  it  is  possible  to 
prepare  such  a  chart,  covering  the  period  from  January  1,  1918,  to 
date,  had  there  been  no  importations  of  gold  during  that  period. 
(See  this  page  and  also  p.  760.) 

And  as  relating  to  the  distinctly  war  period,  after  our  declaration 
of  war,  and  especially  in  the  year  1918, 1  would  like  to  insert  into  the 
record  extracts  made  from  the  minutes  of  the  meetings  of  the  direc- 
tors of  the  Federal  Reserve  Bank  of  New  York,  so  far  as  they  relate 
to  the  general  policies  of  the  bank  during  that  period.     I  have  them 
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with  me,  and  if  you  would  care  to  haye  me  read  and  discuss  them  I 
will  do  so. 

The  Chairman.  Without  objection,  you  may  proceed. 

Gov.  Strong  (reading) : 

July  24, 1918.    Board  of  directore. 

Mr.  Woodward  submitted  for  the  auditing  committee  its  report  dated  July  24,  191S, 
deeding  with  the  lines  of  credit  extended  to  tne  borrowing  banks .  Discuaedon  f oUoved. 
during  which  Mr.  Thompson  left  the  meeting.  Upon  motion  duly  made  and  seconded. 
it  was  '*  Voted  that  this  report  be  received  and  placed  on  file  and  that  the  committee 
be  tendered  l^e  thanks  of  the  boiurd  for  the  carefid  and  thorou^  study  given  the 
subject;  and  that  Mr.  Treman  be  requested  to  prepare  a  resolution  for  adoption  by 

MILLIONS 
OF  DOLLARS 
1000 


600 


600 


400 


too 


1919  1920  19ai 

RE8BBVE8  OF  THE  FEDERAL  RESERVE  BANK  OF  NEW  YORK. 

Total  reserves  and  gold  reserves  on  the  last  report  date  each  month. 

Source  of  Information:  Annual  reports  of  the  Federal  reserve  bank  of  New  York  and  we^y  press 
statements. 

this  board  at  its  next  meeting  after  submission  to  the  executive  committee  for  U» 
approval,  the  resolution  to  outune  the  policy  of  the  bank  with  respect  to  the  necessity 
for  the  curtailment  and  conservation  of  crecut  and  to  contain  a  direction  to  the  officeiB^ 
to  institute  amongthe  member  banks  a  campaign  of  education  to  bring  this  about.  '* 

July  31,  1918.    Board  of  directors. 

Mr.  Woodward,  in  behalf  of  the  executive  committee,  read  a  resuluuon  prepared 
by  that  committee  with  respect  to  the  necessity  for  the  curtailment  of  credit,  where- 
upon, on  moUon  duly  made  and  seconded,  the  following  resolution  submitted  by  the 
executive  committee  was  duly  adopted: 

^*  It  is  clear  that  the  increasing  volume  of  Government  financing  makes  necessary 
a  far  more  united  and  consistent  effort  on  the  part  of  the  bankers  of  the  country  to 
conserve  and  save  credit  than  has  heretofore  been  undertaken.  1  he  Federal  Reserve 
Board,  accordingly,  on  July  6  addressed  a  letter  to  all  banks  and  trust  companies 
requesting  them  to  exercise  '  a  reasonable  discretion  to  restrict  credits  which  are  cleaiiy 
not  needed  for  t  e  prosectition  of  the  war  nor  for  the  health  and  necessary  comfort  of 
the  people, '  and  at  the  same  time  asked  the  Federal  reserve  banks  in  every  practicable 
way  to  oring  about  a  better  understanding  of  the  necessity  for  the  conservation  of 
credit:  Therefore, be  it 
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''Resolved,  That  the  directors  of  the  Federal  reserve  bank  of  New  York,  in  full 
sympathy  with  the  views  of  the  board,  hereby  direct  the  officers  of  the  bank,  in  such 
ways  as  may  be  appropriate,  to  express  to  the  bankine  institutions  of  this  district  the 
importance  and  necessity  of  conserving  credit  *  by  endeavoring  to  secure  such  gradual 
reductions  as  may  be  practicable  of  loans  now  carried  for  nonproductive  or  non- 
distributive  purposes;  by  gradually  reducing  the  amount  of  credit  granted  for  pur- 
poses not  clearly  necessarv  for  the  prosecution  of  the  war  or  the  health  and  necessanr 
comfort  of  the  people;  and  by  educating  borrowers  of  all  clfkases  to  keep  their  demands 
for  credit  down  to  the  very  minimum/ 

"  Such  a  concerted  campaign  of  action  and  education  by  the  banking  institutions 
of  this  district  will  surely  lead  to  a  spirit  of  economy  in  credit  transactions,  as  well 
as  to  an  actual  saving  of  credit  comparable  to  the  saving  already  effected  in  food  and 
other  commodities,  and  will  enable  the  Government  to  command  the  credit  thus 
saved  and  use  it  directly  and  with  full  force  for  the  winning  of  the  war. 

''  It  is  of  the  highest  importance,  however,  that  nothin^^  should  be  done  to  cause 
undue  embarrassment  to  borrowers  or  affect  necessary  credits.'' 

July  31,  1918.  A  joint  meeting  of  the  executive  committee  of  the  Federal  reserve 
bu^  of  New  York  and  the  New  York  Clearing  House  committee  was  held  at  the 
office  of  the  bank  at  3  o'clock  p.  m.  this  day. 

Present:  Mr.  Treman,  acting  chairman;  Messrs.  Jay,  Saunders,  and  Woodward; 
Mr.  Case,  deputy  governor. 

Messrs.  Frew,  mne,  Pierson,  and  Wiggin,  of  the  New  York  Clearing  House  com* 
mittee  also  attended  the  meeting. 

Mr.  Treman  explained  briefly  the  object  of  the  meeting,  namely,  the  importance  of 
the  conservation  of  credit  to  insure  the  success  of  the  Government  financing,  and  Mr. 
Woodward  was  asked  to  explain  the  matter  in  detail,  which  he  did,  outlining  the  im- 
portance of  it  as  viewed  by  the  directors  of  the  Federal  reserve  bank. 

An  exchange  of  views  then  followed. 

Mr.  Woodward  read  the  resolutions  which  had  been  adopted  by  the  directors  of  th« 
Federal  reserve  bank  and  the  general  opinion  was  that  it  was  advisable  to  have  these 
resolutions  made  public. 

Mr.  Wiggin  suggested  that  an  announcement  should  be  made  from  Washington 
ur^ng  wace  earners  and  others  who  are  profiting  by  the  war  to  curtail  extravagance  and 
assist  in  tne  purchase  of  certificates  ofindebtedness. 

Mr.  Case  gave  illustrations  of  the  ways  in  which  banks  were  discreetly  reducing  some 
of  their  loans,  especially  those  of  long  standing. 

Mr.  Ftew,  as  chairman  of  the  clearing  house  committee,  stated  that  their  committee 
would  meet  on  Monday  next  and  woiUd  give  careful  consideration  to  the  ways  and 
means  in  which  clearing  house  banks  could  assist  the  Government  in  the  matter  of 
curtailment  of  credit. 

It  was  agreed  to  have  another  joint  meeting  of  the  two  committees  after  the  clearing 
house  committee  had  determined  upon  its  plan  of  action. 

Aug^ust  14, 1918.  Joint  meeting^executive  committee  and  New  York  Clearing  House 
committee. 

It  was  the  consensus  of  opinion  among  the  clearing  house  members  present,  that 
there  was  no  undue  speculation  at  the  present  time  in  the  stock  market.  A  dif  erence 
of  opinion  manifested  itself  as  to  the  existence  of  some  undue  accimnulation  of  raw 
material. 

Mr.  Frew  reported  that  the  matter  of  the  conservation  of  credit  had  been  carefully 
considered  by  his  committee,  and  the  members  present  submitted  their  respective 
views  thereon  and  assured  the  bank  that  the  New  York  Clearing  House  committee 
would  cooperate  with  the  bank  in  this  connection.  It  was  understood  that  the  officers 
of  the  bank  would  draft  a  letter  in  this  coimection  to  be  sent  to  its  member  banks, 
and  would  send  the  same  to  the  clearing  house  committee  for  its  consideration  as  to  the 
extent  of  its  cooperation. 

August  21,  1918.    Board  of  directors.  • 

The  chairman  read  a  letter  dated  August  20,  1918,  from  the  New  York  Clearing 
House  Committee,  on  the  subject  of  the  curtailment  of  credit.  Whereupon,  on 
motion  duly  made  and  seconded,  it  was  *' voted  that  the  chairman  be  requested  to 
acknowled^  the  communication  with  an  expression  of  the  appreciation  of  this  board, 
and  that  it  then  be  received  and  placed  on  nle." 

August  26,  1918.    Executive  committee. 

It  was  decided  to  give  to  the  press  the  circular  letter  d&ted  August  23,  1918,  sent 
by  Mr.  Jay  to  the  banks  in  the  district  on  the  subject  of  the  necessity  of  conserving 
credit. 

August  28.  1918.  Joint  meeting  executive  committee  and  New  York  Clearing 
House  committee. 
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Mr.  Jay  reported  briefly  the  tenor  of  the  replies  received  from  the  circular  letter 
sent  out  by  the  bank  on  the  subject  of  the  curtailment  of  credit,  and  it  was  understood 
that  the  officers  would  take  advantage  of  Mr.  Frew's  suggestion  that  if  any  specific 
banks  which  were  overextended  were  brought  to  the  attention  of  the  New  York 
Clearing  House  committee,  that  committee  would  be  glad  to  exert  its  influence  in 
remedying  the  condition. 

Gov.  Strong.  We  have  also  had  a  table  prepared  which  compares 
the  total  borrowings  from  each  Federal  reserve  bank  to  the  total 
basic  discount  line  of  all  banks  in  the  corresponding  district  for  the 
dates  June  10,  1920;  October  9,  1920;  February  10,  1921;  and  June 
15,  1921  (see  pp.  695  and  696),  as  follows  [reading]: 

Percentage  relation  of  total  borrowings  from  each  Federal  reserve  hank  to  total  basic  discount 
line  of  all  banks  in  the  corresponding  district. 

[Sources:  Records  of  the  Federal  Reserve  Board.] 


Federal  reserve  bank. 

June  10. 
1020. 

Oct.  0, 
1020. 

Feb.  10, 
1021. 

June  15, 
lft2L 

Boston 

68 
50 

113 
48 

116 

125 
05 

123 
00 
81 

60 
77 
72 
32 
117 
105 
107 
126 
130 
108 
116 
80 

54 
81 
77 
43 
00 
156 

101 
75 
00 
68 

4^ 

New  York 

i, 

Philadelphia 

72 

n|Av^li^n?| 

47 

Richmond 

121 

Atlanta 

12D 

Chicago 

65 

St.  Lmiis 

66 

Minneapolis 

102 

KanMa.<p  ^ty ... , .  . . 

60 

Dallas 

S4 

San  Frandsoo." 

71 

Averafe 

01 

102 

S3 

73 

*  Gov.  Strong.  I  have  also  a  similar  table  showing  percentage  of 
basic  discount  line  borrowed  by  the  five  largest  borrowers  in  each 
Federal  reserve  district  on  October  15,  1919;  February  16,  1920; 
June  15,  1920;  October  15,  1920;  February  15,  1921;  and  June  15, 
1921,  which  is  as  follows  [reading]: 

Average  percentage  of  basic  discount  line  borrowed  by  5  largest  borrowers  in  eadi  Federal 
reserve  district  on  dates  specified  bdoto. 

(Sources:  Records  of  the  various  Federal  Reserve  Banks.] ' 
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Boston 

New  York.... 
Philadelphia.. 
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Richmond 

Atlanta 

Chicago 

St.  LCuis 

Minneapolis. . . 
Kansas  City... 

Dallas 

San  Francisco. 

Average 


Oct.  15, 

Feb.  16, 

June  15, 

Oct.  15, 

Feb.  15, 

June  15. 

1010. 

1020. 

1020. 

1020. 

•  1021. 

1021.' 

105 
86 
244 
128 
440 
374 

138 
115 
222 
168 
243 
313 

80 
88 
162 
114 
240 
307 

100 
128 
135 
88 
258 
305 

126 
160 
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116 
202 
315 

02 

83 

167 

IS 

ISo 
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61 

158 

150 

207 

154 

144 

464 

203 

303 

685 

735 

7S3 

131 

205 

233 

263 

160 

300 

280 

105 

100 

271 

172 

119 

214 

145 

146 

189 

133 

232 

135 

150 

130 

127 

182 

303 

223 

105 

188 

237 

227 

217 
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Gov.  Strong.  Mr.  Chairman,  I  have  really  concluded  the  discus- 
-sion  of  all  the  matters  covered  by  the  preliminary  preparation  that 
^we  had  made,  down  to  the  point  of  discussing  what  mi^t  be  consid- 
ered constructive  su^estions.  But  before  taking  up  that  part  of  the 
discussion  I  would  fike  to  say  that  on  three  pomts  I  have  not  felt 
quite  satisfied  that  what  I  have  stated  has  fairly  presented  to  the 
•commission  what  can  be  no  more  than  my  personal  opinion.  And 
the  questions  which  have  been  addressed  to  me  by  the  members  of 
the  commission  indicate  that  they  are  seeking  an  opinion  on  those 
three  points.     They  have  not  been  brought  together,  and  if  you  will 

Sennit  me  to  state  them,  I  will  then  ask  you  if  you  care  to  continue 
ie  discussion  along  that  line. 

Now,  those  inquiries  indicated  that  the  members  of  the  commis- 
sion desire  to  ascertain,  first,  whether,  by  an  earlier  advance  of  the 
discount  rates  of  the  Federal  reserve  banks  the  expansion  of  loans 
and  deposits  could  have  been  arrested  in  any  way  beyond  what 
they  were. 

^cond;  whether,  failing  to  advance  rates  earlier,  other  measures 
^were  taken  to  arrest  this  mcrease  in  the  loan  account,  which  we  call 
expansion,  and  what  is  considered  to  be  a  consequent  advance  in 
prices  during  the  period  of  1919,  and  the  first  three  or  four  months 
of  1920. 

And,  third,  the  decline  in  prices  having  occurred,  whether  a  reduc- 
tion in  the  discount  rates  of  the  banks  would  have  afforded  any 
rehef  to  the  situation,  and  whether  they  would  have  been  justified 
by  conditions. 

Now,  in  thinking  over  the  whole  subject  of  our  discussion,  it 
seemed  to  me  that  it  was  boiled  down  to  those  three  points  upon 
which  the  commission  especially  desired  information.  I  am  frank 
to  say  that  I  do  not  think  it  is  possible  to  give  such  information. 
One  can  only  state  an  opinion  about  those  matters,  and  if  it  would 
be  of  any  value,  I  will  endeavor  to  express  my  personal  opinion 
and  discuss  it. 

The  Chairman.  I  think  the  three  propositions  that  you  have 
suggested.  Governor,  are  the  three  propositions  in  which  the  com- 
mission is  interested,  and  I  think  the  commission  would  be  very 
glad  to  have  jrour  personal  view  with  respect  to  those  propositions. 

Representative  Ten  Eyck.  I  would  say  that  these  tnree  are  not 
the  only  propositions  that  we  are  interested  in,  however. 

The  Chaibman.  No. 

Representative  Ten  Eyck.  Before  he  leaves  the  stand,  I  would 
like  to  have  him  give  me  some  information  as  regards  the  extending 
of  the  short  time  loans. 

The  Chairman.  I  think  Gov.  Strong  intends  to  follow  this  by 
suggesting  constructive  remedies  for  this  situation. 

Gov.  Strong.  I  do. 

Representative  Ten  Eyck.  Very  well;  that  is  fine. 

Gov.  Strong.  Will  you  please  remember  now  that  I  am  expressing 
my  personal  opinion,  and  upon  a  subject  upon  which  personal 
o{jlnions  vary  widely  ? 

I  believe,  if  it  had  been  possible,  it  would  have  been  desirable  for 
the  Federal  reserve  system  to  have  advanced  its  rates  at  some  point 
in  the  period  between  January  and  March,  1919,  which  you  will 
recall  I  described  as  the  perioa  of  decline  in  prices  which  occurred 
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after  the  turn  of  the  year  after  the  armistice — you  will  notice  on 
the  chart,  that  price  declines  are  common  in  all  four  countries,  Italy^ 
France,  England,  and  the  United  States,  although  less  pronounced 
in  the  United  States,  probably,  than  in  any  other.  (See  also  opposite 
page.) 

At  that  time,  when  these  Questions  of  policy  were  bemg  dis- 
cussed, the  Treasury  was  faced  with  a  situation  which  seemed  to 
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Analysis  and  Research  of  the  Federal  Reserve  Board. 

US  to  be  controlling.  That  is  to  say,  it  had  a  very  large  loan 
to  face;  the  largest  that  had  yet  been  asked  from  the  country,  as 
then  estimated.  In  the  spring  of  1919  it  appeared  that  the  amount 
of  the  Victory  loan  might  be  $6,000,000,000.  And  not  only  that, 
but  the  postwar  expenditures  of  this  great  war  machine  that  had 
been  set  up  by  the  Government  made  its  expenditures  still  in  excess^ 
of  its  revenues.  In  other  words,  the  volume  of  Government  bor- 
rowing was  increasing. 
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By  referring  to  the  tables  that  I  have  already  submitted  (see  pp. 
688-690),  showing  the  relation  between  the  total  expenditures  of  the 
•Government  during  this  entire  period  since  the  6th  of  April,  1917,  to 
the  revenues  of  the  Government,  it  will  be  seen  that  the  revenues  did 
not  actually  overtake  expenditures  until  about  July,  August,  or  Sep- 
tember, of  I9I9-  I  refer  to  that  because,  while  the  war  was  over  and 
the  pressure  for  relaxation  of  control  was  very  great,  the  same  influ- 
ence was  operating,  as  regards  Government  finance,  as  was  operating 
<iuring  the  war.  It  was,  in  fact,  one  of  the  controlling  influences- which 
;seemed  to  make  it  impossible  to  reduce  the  rates,  ana  it  should  be  also 
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borne  in  mind  that  at  that  period  the  Treasury  was  still  a  very  large 
borrower  upon  short  certificates  of  indebtedness,  then  being  sold  to 
the  banks,  and  rate  increases  necessarily  would  have  elevated  the 
whole  rate  level  on  the  Government's  borrowings. 

Representative  Ten  Eyck.  These  certificates  of  indebtedness  wore 
what  the  Government  sold  to  obtain  money  in  between  the  bond 
issues? 

Gov.  Strong.  In  between  the  permanent  loans,  and  until  the  time 
when  revenues  overtook  expenditures.     Assuming,  therefore,  for  the 
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purpose  of  this  discussion  that  it  was  impossible  to  make  rate  in- 
creases in  the  spring  of  1919,  the  management  of  the  Federal  reserve 
system  was  confronted  with  the  necessity  of  taking  other  measures 
than  that  afforded  by  rate  control — and  those  are  the  measures 
which  we  disciissed  at  great  length  on  Monday  and  Tuesday- 
through  what  we  describe  in  discussing  the  matter  among  ourselves 
as  *^ direct  action,"  as  distinguished  from  ''rate  action." 

I  want  to  enlarge  upon  the  argument  on  that  point  by  emphasizing 
to  the  commission  that  the  application  of  rate  control  is  universal, 
democratic,  and  applies  everywhere  and  requires  no  argument;  it 
does  not  need  to  be  expoimded  at  bankers'  meetings.  It  is  a  fact. 
It  operates  directly  and  evenly  upon  every  borrower. 

Aoandoning  rate  control  as  impossible,  you  then  introduce  the 
element  of  human  error,  because  it  is  quite  impossible  for  the  man« 
ajgement  of  this  system,  dealing  with  10,000  member  banks,  to  reach 
them  all.  They  are  the  only  ones  that  we  reach  directly,  and  there 
are  20,000  banks  we  do  not  reach,  because  they  are  not  members. 
It  must  be  borne  in  mind  that  considering  the  human  element,  there 
is  also  the  exaggeration  of  the  chance  of  error,  because  if  you  can  not 
control  by  rate,  then  you  have  to  deal  individually  with  the  people 
who  are  abusing,  if  you  please,  the  system.  That  I  regard  as  having 
been  done  as  effectively  as  such  an  imperfect  method  could  enable  it 
to  be  done.  I  never  considered  that  it  was  possible  to  make  it  effec- 
tive. The  widest  possible  propaganda  ana  the  widest  educational 
work  could  not  make  it  entirely  effective. 

The  Chairman.  Did  this  particular  policy  begin  to  apply  in  1919? 

Gov.  Strong.  In  New  Yorl^  it  was  applied  during  the  autumn  of 
1918.  I  can  not  speak  in  detail  for  the  otner  reserve  banks  especially, 
because  I  was  unaole  to  attend  tlm  conferences  of  the  officers  of  those 
banks  during  1920,  but  I  have  no  aoubt  from  my  general  knowledge  of 
the  system  that  that  type  of  control  was  undertaken  in  all  the  dis- 
tricts. The  last  meeting  that  I  attended,  in  December,  1919, 1  think 
it  was,  would  have  indicated  that. 

The  Chairman.  As  I  understand,  this  policy  of  direct  control  took 
the  form,  on  the  part  of  the  Federal  reserve  banks,  to  induce  the 
member  banks  to  exercise  discretion  and  control,  particularly  to 
limiting  the  so-called  nonessential  loans  and  speculative  loans  I 

Gov.  Strong.  Yes,  sir.  Now,  this  is  the  way  in  which  this  prob- 
lem was  attacked  in  New  York,  and  I  think  it  was  common  to  the 
system. 

Mr.  Chairman,  this  letter  and  circular  which  I  have  here  is  of  so 
much  importance  to  this  discussion  that  I  think  I  ought  to  read  it  at 
this  particular  point.  This  is  a  letter  addressed  by  the  chairman  of 
the  board  of  the  Federal  reserve  bank  of  New  York,  who,  as  yon 
know,  is  the  Federal  reserve  agent,  to  every  bank  in  our  district. 
This  was  written  on  August  23,  1918,  indicating  how  early  it  was 
necessary  to  apply  this  control  in  New  York  as  a  substitute  for  rate 
control.     This  relates  to  the  direct  control.     [Reading:] 

August  23,  1918. 
Dear  Sir:  The  Federal  Reserve  Board  wrote  you  on  July  6  relative  to  the  neceesity 
of  conserving  credit  in  order  to  furnish  the  Government  ^e  increasing  volume  o$ 
credit  it  requires  to  finance  the  war.  and  the  directors  of  this  bank  have  instructed 
its  officers  to  disciiss  the  subject  further  with  every  bank  in  the  district. 
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111  at  circular  was  sent  to  every  Federal  reserve  bank  in  the  United 
States,  I  believe,     [Continuing  reading:] 

While  no  general  rules  or  program  for  the  conservation  of  credit  can  be  laid  down, 
the  duty  of  each  bank  is  to  do  its  share  in  securing  the  desired  results,  acting  reason- 
ably and  judiciously,  in  such  ways  as  its  own  conditions  make  practicable  and  as 
will  spare  borrowers  undue  embarrassment.  We  have  no  doubt  that,  like  most 
bankers,  you  have  already  made  some  progress  toward  conserving  credit,  and  our 
directors  wish  to  supplement  the  Federal  Reserve  Board's  letter  by  asking  you  now 
to  take  up  this  necessary  work  systematically  and  conscientiously. 

Saving  of  credit  by  iNgtnks,  in  order  to  help  the  situation  as  a  whole,  must  be  the 
result  of  savine  on  the  part  of  borrowers.  Shifting  loans  from  one  institution  to  another, 
or  sales  of  collatetal  which  merely  throw  the  burden  upon  other  shoulders,  save  no 
credit.  Credit  conservation  can  only  be  accomplished  h}r  business  or  personal  econ- 
omies, and  requires  cooperation  between  banks  and  their  borrowers  and  education 
of  borrowers  by  their  baiiks. 

Producers,  manufacturers,  and  merchants  may  do  their  part  and  reduce  their 
credit  requirements  by  not  overbuying;  by  carrying  as  small  stocks  as  practicable, 
lyy  postponing  new  construction,  or  expansion  of  their  business,  by  effectmg  business 
economies. 

Individuals  may  do  their  part  by  studying  their  personal  expenses  and  effecting 
economies  which  will  enable  them  gradually  to  pay  off  their  loans. 

May  we  sufi;gest  that  you  make  a  careful  analysis  of  your  loans  and  linos  of  discount 
in  order  to  determine  definitely  what  credit  now  in  use  is  not  directly  connected 
with  Government  financing,  or  the  production  or  distribution  of  thin^  necessary  to 
maintain  the  health  and  efficiency  of  our  armed  forces  and  our  civilian  population. 
While  the  majority  of  bank  loans  will  prove  to  be  for  these  purposes,  most  mstitutions 
also  have  a  considerable  volume  of  loans  to  individuals  made  for  other  purposes, 
many  of  them  of  long  standing.  It  is  to  loans  of  this  character,  as  well  as  to  the  less 
necessary  commercial  borrowings,  that  credit  conservation  should  first  be  applied. 

New  commercial  lines  or  new  loans  to  acquire  or  improve  property,  or  for  non- 
productive purposes,  will  rarely  be  justified  unless  they  are  to  aid  directly  in  the 
prosecution  of  tne  war.  A  spirit  of  saving  in  the  use  of  credit  will  naturally  lead  the 
banks  themselves  to  exercise  restraint  in  offering  new  or  additional  lines  of  credit  in 
competing  for  business.  A  frank  discussion  of  the  principles  and  the  necessity  of 
credit  conservation  with  a  borrower  will  usually  ^in  his  cooperation,  and  where  a 
borrower  is  asked  to  reduce  a  loan  having  securities  or  commodities  as  collateral, 
emphasis  should  be  laid  on  the  necessity  of  gradual  and  steady  reduction  by  per- 
sonal economies  rather  than  by  selling  the  collateral. 

Several  of  our  member  banxs.  wishing  to  discuss  the  matter  with  their  borrowers 
have  asked  us  to  prepare  a  brief  statement  on  the  subject.  We  have  prepared  such 
a  statement,  which  banks,  if  they  so  desire,  may  either  use  as  a  form  letter  or  inclose 
with  a  letter  of  their  own.  We  snail  be  gUd  to  lumish  either  statement  in  any  quan- 
tiW  to  any  bank  in  the  district.    Copies  are  herewlA  inclosed. 

Will  you  be  so  good  as  to  acknowleage  this  letter,  advising  us  what  you  are  doing  or 
are  willing  to  do  in  order  to  save  credit  and  ^ving  us  your  views  as  to  the  best  method 
of  accomplishing  the  necessary  results?  We  suggest  that  one  most  effective  step 
would  be  for  all  the  banks  in  your  city  or  county  to  reach  an  agreement  for  common 
action.  Whenever  this  bank  can  properly  assist,  you  may  count  upon  our  coopera- 
tion. 

Very  truly,  yours, 

Pierre  Jay, 
Chairman  Board  of  Directors. 

Then  there  were  inclosed  two  forms  for  the  banks  to  use,  and  I 
may  say  that  thousands  of  them  were  distributed  to  the  banks  in  the 
district,  and  by  the  banks  were  distributed  to  their  customers. 

The  circulars  are  as  follows  [reading]: 

(Note. — This  is  a  letter  wl^ch  a  bank,  if  it  so  desires,  may  send  to  its  borrowers  or 
its  depositors.  Copies  of  this  letter  will  be  furnished  free  of  charge  in  any  quantity 
to  any  bank  in  the  district  with  its  letterhead  and  the  name  of  the  siening  officer 
printed  upon  it,  in  accordance  with  instructions  furnished  by  such  bank.) 
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First  National  Bank, 
BlankvilUy  N.  Y.,  August «,  J918. 
To  our  depositors: 

Nothing  is  more  vital  to  the  winning  of  the  war  than  credit. 

The  Government  often  has  to  borrow  immense  sums,  tempcmuily,  and  the  banks 
must  stand  ready  at  all  times  to  lend  the  Government  what  it  needs.  The  ability  o! 
the  banks  to  lend  is  not  unlimited.  It  is  just  as  necessary  for  them  to  conserve  their 
lending  power  as  it  is  to  conserve  coal,  food,  steel,  and  other  commodities  for  which  Ae 
war  brings  abnormal  demands.  Those  who  are  i)roducing,  manufacturing,  or 'dis- 
tributing things  needed  to  prosecute  the  war  or  maintain  the  health  and  emciencv  of 
the  civilian  i>opulation,  will  be  able  to  obtain  the  credit  to  which  l^eir  needs  and  their 
standing  entitle  them;  but  new  loans  will  rarely  be  justified  unless  they  are  to  aid 
directly  in  the  prosecution  of  the  war.  and  every  bank  has  been  a4^ed  by  the  Gov- 
ernment to  request  all  its  borrowers  to  keep  their  demands  for  credit  down  to  the  ver>' 
minimum. 

Patriotic  citizens,  whether  in  business  or  not,  will  want  to  cooperate  with  this 
necessary  Government  policy. 

The  way  for  producers,  manufacturers,  and  merchants  to  do  their  share  and  reduce 
their  credit  requirements  is: 

By  not  overbuying. 

By  carrying  as  small  stocks  as  practicable. 

By  post^ning  new  construction  or  expansion  of  their  business. 

Bv  effecting  business  economies. 

The  way  for  individuals  to  do  th^  share  and  reduce  their  loans  is  to  study  their 
personal  expenses  and  effect  economies. 

Borrowers  whose  loans  are  secured  by  Government  bonds  or  other  collateral,  diould 
remember  that  reduction  of  loans  bv  selling  collateral  is  not  helpful,  since  it  usually 
merely  shifts  the  burden  to  other  snoulders. 

The  banks  are  asked  to  save  their  credit,  which  means  that  their  customers  must 
use  less  of  it .  The  saving  of  credit  is  an  int^^  part  of  the  great  saving  policy  which 
the  war  requires  the  Grovernment  to  adopt,  and  every  man,  woman  and  child  to  sup- 
port to  the  utmost.  Saving  to  reduce  loans  is  a  patriotic  service  only  second  in  im- 
pDftance  to  saving  to  buy  Liberty  bonds  and  war  savings  stamps.  Both  help  to  trans- 
ter  to  the  Government  the  ability  to  command  the  labor  and  materials  of  which  Presi" 
dent  Mlson  has  said  the  Allies  are  in  such  desperate  need.  Both  also  help  to  ac- 
cumulate for  the  saver  a  purchasing  power  which  he  may  need  when  the  war  is  ovct. 

We  are  asked  by  the  Grovernment  to  send  this  message  to  our  depositors,  and  we  ask 
for  your  cordial  cooperation  with  this  necessary  Government  policy. 
Very  truly,  yours, 

,  John  Jones,  President. 

(Note. — This  is  a  statement  which  a  bank,  if  it  so  desires,  may  send  to  its  borrowers 
or  its  depositors,  accompanied  by  a  supporting  letter  of  its  own.  •  Copies  of  this  state- 
ment will  be  furnished  free  of  charge  in  any  quantity  to  any  bank  in  the  district.) 
To  hank  dej^ositors: 

Nothing  18  more  vital  to  the  winning  of  the  war  than  credit. 

The  Government  often  has  to  borrow  immense  sums,  temporarily,  and  the  banks 
must  stand  ready  at  all  times  to  lend  the  Government  what  it  needs.  The  ability  of 
the  banks  to  lend  is  not  unlimited.  It  is  just  as  necessary  for  them  to  conserve  their 
lending  power  as  it  is  to  conserve  coal,  food,  steel,  and  other  commodities  for  which 
the  war  brings  abnormal  demands.  Those  who  are  producing,  manufacturing  or 
distributing  things  needed  to  prosecute  the  war  or  maintain  the  health  and  efficiency 
of  the  civilian  population,  will  be  able  to  obtain  the  credit  to  which  their  needs  and 
their  standii^  entitle  them;  but  new  loans  will  rarely  be  justified  unless  they  are  to 
aid  directly  in  the  prosecution  of  the  war,  and  every  bank  has  been  asked  by  the 
Government  to  request  all  its  borrowers  to  keep  their  demands  for  credit  down  to  the 
very  minimum. 

Patriotic  citizens,  whether  in  business  or  not,  will  want  to  cooperate  with  this 
necessary  Government  policy. 

The  way  for  producers,  manufacturers,  and  merchants  to  do  their  share  and  reduce 
their  credit  requirements  is: 

By  not  overbuying. 

By  carrying  as  small  stocks  as  practicable. 

By  postponing  new  construction  or  expansion  of  their  business. 

Bv  effecting  business  economies. 

Tne  way  for  individuals  to  do  their  share  and  reduce  their  loans  is  to  study  their 
personal  expenses  and  effect  economies. 
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Borrowers  whose  loans  are  secured  by  Government  bonds  or  other  collateral,  should 
lemember  that  reduction  of  loans  by  selling  collateral  is  not  helpful,  shice  it  usually 
merely  shifts  the  burden  to  other  shoulders. 

The  banks  are  asked  to  save  their  credit,  which  means  that  their  cust<»nen  must  use 
less  of  it.  The  saving  of  credit  is  an  integral  part  of  the  great  saving  policy  which  the 
war  requires  the  Government  to  adopt ^  and  every  man,  woman,  and  child  to  support 
to  the  utmost.  Saving  to  reduce  loans  is  a  patriotic  service  only  second  in  importimce 
to  saving  to  buy  liberty  bonds  and  war  savings  stcmios.  Both  help  to  transfer  to  the 
Government  the  ability  to  command  the  labor  ana  materials  of  which  President 
Wilson  has  said  the  AUies  are  in  such  desperate  need .  Both  also  help  to  accumiilate 
for  the  saver  a  purchasing  power  which  he  may  need  when  the  war  is  over. 

The  Federal  reserve  bank  of  New  York  asks  the  banks  in  its  district  to  send  this 
message  to  their  depositora,  feeling  sure  that  it  will  meet  with  their  prompt 
cooperation. 

Federal  Reserve  Bank  of  New  York. 

New  York,  August  S3, 1918, 

Gov.  Strong.  That  is  an  evidence  of  the  policy  adopted  by  the 
Federal  reserve  bank  in  New  York,  and  I  think  it  is  fairly  represent- 
ative of  the  spirit  which  prevailed  in  the  management  of  the  Fed- 
eral reserve  banks  at  that  time. 

This  point  of  distinguishing  between  rate  action  or  control  and 
direct  action  or  control  is  the  best  illustration  that  I  know  of  the 
statement  that  I  have  already  made  that  under  such  conditions  as 
war  brings  about,  it  is  not  possible  to  make  a  choice  of  an  ideal  100 
per  cent  policy  of  perfection;  it  is  a  choice  of  evils,  as  a  rule,  and  that 
was  the  choice  that  was  imposed  upon  the  Federal  reserve  bank  at 
that  time. 

Now,  as  to  the  rate  reductions 

The  Chairman  (interposing).  Before  you  get  to  that,  I  do  not  want 
to  interrupt  your  line  of  thought,  but  1  want  to  ask  a  few  questions 
to  help  along  my  thought  a  oit.  Apparently  this  policy  of  direct 
action  nad  some  efifect,  assuming  that  the  recession  of  prices  and  spec- 
ulation along  in  February  and  March,  1919,  were  taken  as  the  enect 
of  the  policy  that  was  adopted.  Now,  what  change  occurred  in 
the  economic  situation  or  in  the  psychology  of  the  people  generally 
in  March  and  April,  1919,  which  resulted  m  the  wave  of  speculation 
that  followed,  notwithstanding  these  steps  or  policy  of  direct  control  ? 

Gov.  Strong.  Mr.  Chairman,  there  probably  were  a  nmnber  of 
elements  that  entered  into  it. 

Sentiment  had  a  great  deal  to  do  with  it.  The  feeling  of  relaxation 
from  war  control  had  some  influence.  But  I  think  mere  were  two 
otiier  great  factors,  both  of  which  had  to  do  with  it.  In  the  early 
part  of  this  decline,  early  in  1919,  fears  were  expressed — very  natural 
ones — that  we  might  lose  our  export  trade  overnight,  almost.  That 
export  trade  had  aepended  very  much  for  its  volume  upon  the  loans 
bemg  made  by  the  United  States  Government  to  the  allied  govern- 
ments, and  upon  a  certain  amount  of  private  credits,  and  credits  which 
were  obtained  by  the  sale  of  American  securities  that  had  formerly 
been  held  abroad.  These  fears  were  not  realized,  for  several  reasons. 
One,  the  United  States  Government  had  to  continue  to  make  ad- 
vances— ^roughly,  my  recollection  is  that  about  two  and  a  half  billion 
dollars  were  advanced  after  the  signing  of  the  armistice.  They  were 
under  contract,  so  to  speak.  It  was  these  advances  that  enabled  the 
foreign  governments  to  wind  up  their  contracts  in  this  country. 
That  was  one  element.  I  think  another  element  was  that  we  had  all 
underestimated  the  capacity  of  the  European  nations  to  continue  to 
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buy  in  this  country,  getting  credit  from  a  great  variety  of  sources  and 
channels  that  probably  had  not  been  considered  by  us. 

And  then  the  third  element  which  came  in  somewhat  later  in  the 
year — possibly  between  July  and  Septraiber — ^was  the  fact  that  when 
the  Government's  revenues  overtook  its  expenditures,  the  Govern- 
ment was  then  in  the  position  of  collecting  taxes  from  all  the  people 
and  applying  those  taxes  to  the  reduction  of  its  gross  debt.  Tmi, 
of  course,  had  the  effect  of  making  available  in  the  hands  of  the 
people  a  fimd  for  buying  thin^.  Tliey  were  all  more  or  less  of  con- 
sequence; all  situations  that  developed  were  difficult  to  foresee.  I 
think  those  three  are  possibly  the  most  important;  those  four,  at  least 

The  Chairman.  Did  not  this  situation  probably  exist  also:  During 
the  war  there  were  restrictions  upon  so-called  nonessential  production; 
upon  luxuries  of  one  kind  and  another;  the  general  sentiment  against 
spending  money  had  some  effect  in  restnctin^  consumption  and 
buying  upon  tne  part  of  the  public?  With  the  release  of  these 
restrictions  following  the  war  ana  the  general  relaxation  of  the  public, 
there  came  a  great  desire  to  buy  everything  and  to  go  the  limit 
without  respect  to  what  the  cost  was;  did  not  that  have  some  effect 
in  this  horizontal  or  perpendicular  rise  in  prices  ? 

Gov.  Strong.  Very  much  so.  And  the  continuance  of  high  wages 
was  Uie  second  enormous  factor.  The  continuance  of  high  wages  as 
represented,  for  example,  by  the  horizontal  raise  in  pay  paid  by  the 
railroads.  It  threw  tnis  great  buying  power  into  tne  hands  ca  the 
people. 

Just  to  illustrate:  I  have  tried  to  avoid  telling  stories  here,  but  to 
illustrate  the  point  by  the  experience  of  a  friend  of  mine  in  Buffalo 
who  had  a  gardener  m  his  employ,  and  who  left  his  employment  to 
take  a  position  with  the  Curtiss  airplane  factory,  I  believe  it  was, 
where  his  wages  were  something  like  three  times  what  he  had  been 
receiving  as  a  gardener — ^I  suppose  more  than  three  times  as  much. 
And  my  friend,  who  was  at  one  time  a  director  of  the  Federal  reserve 
bank,  and  was  inspired  by  the  policies  of  the  bank  with  reference  to 
economies,  met  this  gardener  on  the  street  one  day  and  asked  him 
what  he  was  doing  wiui  all  the  money  he  was  getting.  The  man  said : 
''Well,  I  am  spending  it;  I  am  having  a  porterhouse  steak  every 
day.  It  is  the  first  time  in  my  life  that  I  have  had  the  opportunity 
to  get  the  best  inch-thick  porterhouse  steak  every  day,  and  I  am 
going  to  enjoy  it  while  it  lasts." 

I  think  tnat  will  indicate  the  general  feeling  of  the  people,  and  it 
had  its  effect  upon  this  general  rise  in  prices.  I  can  tell  you  many 
stories  of  that  kind. 

Representative  Sumners.  During  that  time,  and  bearing  upon 
your  story,  and  I  think  it  is  illustrative  of  what  happened,  butchers 
told  me  it  was  practically  impossible  to  sell  many  of  the  good  but 
lower  grades  or  cuts  of  meats;  they  practically  could  not  get  rid  of 
them  at  all. 

Gov.  Strong.  Congressman  Sumners,  we  must  not  assume  that  that 
development  was  common  to  this  coimtry  alone.  This  country  has 
been  regarded  with  reference  to  its  expenditures  as  the  most  extrava- 
gant and  thoughtless. 

I  listened  with  interest  yesterday  to  the  statement  regarding  mar- 
keting in  Philadelphia,  but  I  did  not  hear  anything  with  reference  to 
the  habits  of  the  people  even  there.     But  if  you  have  watched,  as  I 
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have,  a  French  peasant  woman  doing  her  shopping  and  marketing, 
and  nave  seen  the  customs  and  methods  that  prevail  even  in  house- 
hold shopping  in  France,  you  will  realize  that  tne  general  psychology 
is  an  immense  factor  in  tnis  country.  It  was  a  case  of  easy  come 
and  easy  go"  during  that  period. 

Representative  Sumners.  Is  this  not  also  true  that  durin^g  the  time 
of  difficulty  in  getting  manufactured  goods,  when  rationing  of  the 
output  of  the  factories  was  inforced,  that  there  was  a  custom  of 
repeating  or  pyramiding  orders;  if  a  man  wanted  100  units  he  would 
order  300  umts,  so  that  he  could  get  what  he  wanted  ? 

Gov.  Strong.  Yes;  that  was  a  very  great  factor  in  bringing  about 
this  later  price  decline.  These  orders  would  frequently  come  as  a 
duplication,  or  a  triplication  of  the  original  order,  and  when  prices 
began  to  decline  and  these  orders  were  canceled,  thereupon  goods 
be^an  to  pile  up. 

Now,  as  to  the  third  point,  the  point  of  rate  reductions.  I  was  in 
London  in  December,  1920,  when  reports  that  I  had  received  from 
the  bank,  and  discussions  that  were  taking  place  in  London,  led  to 
many  discussions  there  with  bankers  as  to  this  very  policy;  what 
should  be  done  about  the  bank  rates.  I  think  possibly  as  the  best 
contemporaneous  expression  of  the  view  at  that  time,  I  should  now 
read  to  you  a  cable  which  was  sent  to  me  by  the  officers  of  the  bank 
in  New  i  ork,  on  the  23d  of  December,  which  reached  me  on  Christmas 
Day,  and  which  was  the  result  of  two  days  of  careful  thought  and 
study  and  concentration  and  preparation  at  the  bank.  Reading  only 
the  part  of  the  cable  which  is  important  to  the  commission  it  is  as 
follows  [reading]: 

First  as  to  commodity  deflation.    Our  index  of  12  basic  commodities— 

I  had  inquired  as  to  what  the  situation  was  here  at  home — 

First  as  to  commodity  deflation.  Our  index  of  12  basic  commodities,  namely, 
cotton,  hides,  hogs^  rubber,  copper,  sugar,  wheat,  com,  iron,  lead,  lumber,  and  petro- 
leum shows  followii^  declines  from  peak  expressed  in  per  cents:  May,  1;  June,  2; 
July,  3;  August,  4;  September,  6;  October,  14;  November,  13;  first  three  weeks  of 
December,  4. 

It  looked  as  if  the  decline  had  been  arrested,  as  it  subsequently 
proved  it  was,  near  the  1st  of  December.    [Continuing  reading:] 

First  six  commodities  near  or  below  prewar  prices.  The  slowing  up  in  December 
indicates  deflation  of  ereat  raw  materials  fairly  well  accomplished  but  not  yet  appre- 
ciably reflected  in  wholesale  prices  of  manufactured  goods  and  still  less  in  retail 
prices.  Speculation  in  commodities  is  greatly  reduced.  Apparently  we  are  reaching 
end  of  first  phase  of  deflation  in  which  basic  commodities  mil  acutely  and  entering 
a  second  slower  phase  in  which  unemployment  increases  and  wa^e  reductions  become 
effective,  thus  permitting  lower  prices  for  consumers'  ^;oods.  New  England  textile 
miUs  have  generally  instituted  22  J  per  cent  wage  reductions  which  are  being  accepted 
with  but  few  strikes  by  employees.  Movement  graduaUy  spreading  to  other  indus- 
tries but  as  yet  only  very  small  percentage  of  wage  earners  affected.  From  observa- 
tion of  Briti^  indices  we  conclude  our  acute  raw-material  deflation  is  somewhat 
ahead  of  England's. 

Second,  as  to  credit  deflation.  While  American  price  indices  have  fallen  25  per 
cent  to  35  per  cent  since  May,  the  volume  of  commercial  bank  loans  has  decreased 
about  6  per  cent  and  currency  none.  Various  elements  have  kept  credit  volume  hi^h . 
Anticipate  some  January  liquidation  due  to  dull  business  and  postholiday  reduction 
of  currency.  In  13  months  volume  of  call  loans  declined  one-third  and  prices  of  30 
industrials  43  per  cent^  but  in  spite  of  high  rates  credit  has  always  been  kept  elastic. 

Third,  as  to  rate  policy.  Our  present  view  is  that  we  should  not  consider  reducing 
rates,  at  least  untilmarket  rates  nave  fallen  below  ours  and  appear  likely  to  remain 
lower.    Under  present  inflated  conditions,  should  we  now  reduce  our  rate  and  later 
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be  obliged  by  more  active  buainesB  or  speculatioa  to  raise  it  again  the  effect  would 
be  more  discouraging  than  if  we  maintained  present  rate  but  kept  credit  thoroughly 
elastic.  Only  motive  for  reducing  rate  in  January  would  seem  to  oe  to  deflect  natural 
course  of  prices  or  encourage  resumption  of  business.  This  seems  somewhat  akin  to 
various  scnemes  proposed  in  Congress  to  raise  agricultural  prices  or  stimulate  exports. 
Purchasing  power  in  agricultural  section  is  badlv  damaged  but  that  of  waf e  earners 
is  but  little  affected  yet.  People  will  probably  b^^  buying  again  when  retail 
prices  are  substantially  reduced.  Statistical  history  of  postwar  readjustments  shows 
rebounds  after  acute  declines,  and  though  there  are  no  precedents  for  present  world- 
wide inflation,  already  many  lines  of  merchandise  stocKS  here  are  low  and  inqoiries 
are  slightly  improving.  It  may  possibly  be  that  at  some  point  a  decrease  in  our  rates, 
if  entirely  justified  by  credit  conditions,  would  be  just  the  thing  needed  to  complete 
the  resumption  of  normal  purchasing  and  production,  but  at  present  we  think  it 
would  be  unjustified,  premature,  anof  ineffective.  Foregoing  refers,  of  course,  only 
to  conditions  here. 

Representative  Sumners.  At  some  sta^e  of  your  testimony  I 
would  like  to  get  some  information,  or  rather  an  expression  of  your 
judgment  on  tne  point  as  to  why  it  was  regarded  as  inevitable  that 
deflation  had  to  come.  At  some  point  of  your  testimony  I.  want  to 
get  your  view  on  that. 

Gov.  Strong.  Well,  that  bears  upon  this  next  question.  I  might 
go  right  to  that. 

Representative  Sumners.  We  will  wait  for  the  next  question,  then. 

Gov.  Strong.  I  think  from  the  standpoint  of  the  student  or 
economist,  if  you  please,  the  deflation  was  Dound  to  come. 

Representaive  Sumners.  I  do  not  care  to  have  you  discuss  it  now, 
if  you  are  going  to  discuss  it  later. 

Gov.  Strong.  I  will  come  to  that. 

Representative  Sumners.  Then  wait  imtil  you  arrive  at  it  in 
natural  course. 

Gov.  Strong.  I  shall  ask  the  commission  to  bear  in  mind  that  our 
theory  is  that  our  function  as  a  Federal  reserve  system  is  to  deal  with 
credit  and  not  with  prices;  that  we  should  consider  conditions  from 
the  standpoint  of  credit,  resources,  loans,  and  so  on,  and  the  general 
rates  which  are  being  paid  for  credit.  Always  having  that  in  mind, 
let  me  state  that  I  do  not  think  that  any  policy  of  the  Federal  reserve 
system,  even  the  rate  advance,  would  have  been  equal  to  the  task  of 
arresting  that  expansion.  Rate  advances  might  have  moderated  the 
expansion,  but  1  do  not  think  that  they  would  have  controlled  it 
And  the  converse  of  that  is  true,  that  once  that  decline  was  started,  I 
do  not  think  that  any  policy  adopted  by  the  Federal  reserve  system 
could  have  arrested  it  until  it  had  worked  itself  out  by  natural  causes. 

As  illustrating  my  point,  the  chart  discloses — ^not  so  well  as  it 
might — the  fact  of  what  actually  happened.  (See  p.  764.)  If  I  had 
another  chart  for  the  Far  East,  it  would  show  most  graphically  that 
the  decline  started  first  in  other  parts  of  the  world,  and  was  more 
precipitate  there.  It  was  more  sudden.  I  think,  in  fact — ^referring 
to  statistic  countries — I  think  it  started  first  in  Japan  and  extended 
through  other  parts  of  the  East  and  France  and  Italy  next.  I  think 
the  decline  in  Italy  and  France  was  in  anticipation  of  ours,  but  the 
decline  in  England  and  the  United  States  started  about  the  same  time. 

Representative  Sumners.  In  what  sense  do  you  mean  that  Italy 
and  France's  decline  was  in  anticipation  of  ours  ? 

Gov.  Strong.  I  mean  it  started  ahead  of  ours. 

Representative  Sumners.  I  wondered  in  what  sense  you  meant  in 
anticipation  of  ours. 
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Gov.  Strong.  In  advance.  I  should  not  have  used  the  word 
''anticipation." 

The  reason  why  I  think  the  decline  could  not  have  been  arrested  is 
because  I  believe,  first,  that  the  stimulation  of  production  and  that 
the  increase  in  facilities  of  production,  which  were  really  very  great 
during  the  war  and  subseauently,  led  the  world  to  a  state  of  produc- 
tion beyond  the  power  oi  consumption;  that  prices  and  quantities 
had  both  overtaken  the  power  of  the  people  to  Duy. 

Representaive  Sxjmners.  Do  you  speak  of  the  total  of  production, 
including  the  war  activity  production,  or  do  you  have  special  reference 
to  production  in  those  commodities  of  which  the  people  ordinarily  buy  ? 

Gov.  Strong.  I  mean  ordinary  production,  leaving  out  war  pro- 
duction. 

Representative  Sumners.  When  the  war  ended,  in  addition  to 
the  result  of  war  activity  production,  had  we  accumulated  an  ab- 
normal surplus  of  such  commodities  as  people  in  their  ordinary 
circumstances  use  ? 

Gov.  Strong.  My  belief  is  that  the  process  of  producing  and  ac- 
cumulating goods  that  people  ordinarily  consume  in  time  of  peace 
was  stimulated  during  tne  period  commencing,  say,  in  March,  1919, 
and  extending  through  to  the  spring  of  1920.  The  capacity  to 
produce  had  been  increased  bj  the  war  activities,  imdoubtedly,  and 
that  production  had  been  diverted  from  war  uses  to  things  that 
people  ordinarily  buy  and  consume,  and  the  inspiration  to  econo- 
mize had  been  largely  removed  by  the  ending  of  tne  war  and  by  the 
removal  of  those  controls  that  we  have  discussed. 

I  do  not  think  there  is  any  difference  of  opinion  among  econo- 
mists, Congressman  Sumners,  that  the  situation  had  become  top- 
heavv  in  quantity  of  production  and  prices  of  things,  and  that  it 
was  boimd  to  topple  over.  In  that  connection,  let  me  point  out  a 
significant  thing  tnat  has  not  been  referred  to  as  yet  in  these  hear- 
ings. The  price  decline  began — the  earliest  manifestations  of  it — 
possibly  in  February  or  March. 

The  Chairman.  1919? 

Gov.  Strong.  1920,  the  decline.  It  was  at  that  time  that  the 
jewelry  stores  noticed  a  sudden  cessation  in  the  demand  for  diamonds, 
and  a  little  later  came  silk,  and  other  things  in  order. 

Now,  that  price  decline  commenced,  in  its  early  symptoms,  just 
when  the  farmers  were  planting  their  crops.  And  here  I  am  coming 
to  the  main  point  of  the  discussion  of  rate  reductions. 

The  farmer  could  not  produce  a  crop  that  would  sell  for  cost  until 
the  cost  of  production  had  been  reduced,  and  he  was  caught  with  his 
land  plowed,  possibly  his  seed  in  the  ground,  but  no  crop  to  sell  until 
the  decline  in  the  value  of  what  he  was  going  to  produce  had  been 
completed.  If  this  decline  had  started,  say,  in  November  or  Decem- 
ber, and  had  concluded  its  course  in  the  planting  season,  you  would 
not  be  listening  to  the  complaints  of  the  farmers  of  the  United  States 
about  credits.  You  would  be  listening  to  the  diflSculties,  possibly,  of 
the  manufacturers  of  the  United  States,  who  would  have  been  a  dif- 
ferent class  of  sufferers  than  the  farmers.  There,  unfortunately,  the 
effect  of  this  development  worked  distinctly  to  the  disadvantage 
of  that  class  of  our  country,  which  is  such  a  large  class,  which  pro- 
duces from  the  soil  every  year  large  crops. 
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Representative  Ten  Eyck.  Of  course,  the  manufacturer's  business 
being  more  flexible  and  mobile,  could  have  stopped  production 
inmiediately. 

Gov.  Strong.  Yes;  the  manufacturer  could  adjust  himself  more 
quickly. 

Representative  Ten  Eyck.  Whereas  the  farmer,  after  the  planting 
season,  has  to  go  through  the  whole  year. 

Gov.  Strong.  Yes,  sir. 

Representative  Sumners.  And  his  current  crops  and  prices  of 
carried-over  portion  of  the  preceding  crop  which  he  couated  on 
selling  during  the  year  while  he  was  producing  a  new  one,  went  down 
also. 

Gov.  Strong.  Yes,  sir. 

Representative  SiTmners.  And  the  things  he  had  to  buy  stayed  up. 

Gov.  Strong.  Yes. 

Representative  Sumners.  And  then  when  he  got  to  the  harvest 
time  the  prices  had  fallen. 

Gov.  Strong.  Yes.  Now,  Mr.  Conffressman,  you  are  making  my 
argument  for  me,  which  is  this :  While  the  poUcy  of  the  Federal  reserve 
system  is  adopted  entirely  through  studies  of  credit,  and  inasmuch  as 
one  of  the  reactions  from  this  policy  is  prices,  we  must  necessarily  give 
consideration  to  this  matter  of  prices.  All  of  those  charts  and 
studies  that  I  have  brought  over  to  submit  at  these  hearings  were 
not  prepared  especially  for  these  hearings.  A  few  of  them  were,  but 
most  01  them  were  the  charts  which  we  have  had  worked  out  and 
prepared  in  the  bank  for  the  purpose  of  studying  conditions. 

Just  as  soon  as  the  decline  occurred  in  raw  materials  and  the  first 
produce  of  the  soil,  then  I  think  consideration  of  policy  from  the 
standpoint  of  prices  must  necessarily  change  from  consideration  of 
the  interest  of  the  producer  to  the  interest  of  the  consumer.  And  for 
this  reason:  Take  the  case  of  the  farmer  himself.  I  have  no  doubt 
that  these  gentlemen  who  have  appeared  before  the  commission 
have,  every  one  of  them,  complained  because  of  the  fact  that  the  cost 
of  making  this  crop  did  not  come  down.  Implements  and  labor  and 
every  element  that  goes  to  make  a  cheap  crop  did  not  come  down. 
Everv  farmer,  just  as  every  other  individual,  is  from  an  economic 
standpoint  two  people.  He  is  interested  in  getting  good  prices  for 
what  ne  produces,  and  he  is  likewise  interested  in  getting  pnces  down 
as  low  as  he  can  for  what  he  must  buy. 

This  cycle  of  declining  prices  always  begins  with  raw  materials; 
that  is,  the  things  that  come  out  of  the  earth.  After  the  decline  in  raw 
materials  had  occurred  the  only  relief  possible  to  the  farmer  was 
bound. to  be  a  reduction  in  the  cost  of  maidng  his  crop.  He  must  go 
on  making  his  new  crop  a  cheap  crop.  Now,  the  control  I  have 
described  is  a  very  imperfect  machine,  especially  when  it  acts  as  I 
have  described,  by  direct  action.  Many  of  these  farmers  have 
suffered  many  serious  and  almost  fatal  losses.  But  their  remedies  to 
enable  them  to  work  out  are  two — one  is  to  market  the  crop  that  has 
not  yet  been  sold  and  reduce  their  debts,  and  the  other  is  to  be 
maintained,  as  producers,  at  a  lower  scale  of  costs.  In  considering 
that  we  have  to  look  at  all  of  those  points  in  our  poUcy,  does  it  not 
become  important  that  we  should  consider  how  pnces  and  wages  are 
coming  down,  and  what  effect  our  policies  will  have  on  them  ? 
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Representative  Ten  Eyck.  At  the  beginnmg  of  this  condition  of 
depression,  can  you  tell  us,  from,  your  experience  and  study  of  sta- 
tistics, what  first  declines,  as  a  rule;  is  it  raw  material,  is  it  labor,  is  it 
manufactured  materials,  or  is  it  credit? 

Gov.  Strong.  As  disclosed  by  the  experiences  that  we  have  re- 
cently had^  and  confirmed  by  all  the  studies  that  we  have  made^  and 
those  studies  go  back  to  the  period  of  the  Napoleonic  wars,  the  first 
decline  occurs  in  raw  materials.  It  is  just  as  I  described.  Congress- 
man; you  hit  the  blow  at  the  point  of  the  retail  distribution,  ana  it  is 
reflected  back  to  the  original  producers  in  a  price  collapse.  And  it 
extends  through  all  the  stages  of  production,  imtil  it  finally  results 
in  retail  prices  coming  down,  and  the  last  to  fall  is  wages.  It  is  wages 
that  rise  last  in  a  period  of  rising  prices,  and  it  is  wages  that  come 
down  last  in  a  period  of  falling  prices. 
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Average  prices  each  year  in  currency .    1913  figures — 100  per  cent . 

Source  of  Information:  United  States  Index  compiled  by  federal  reserve  bank  of  New  York  from  indices 
prepared  by  A.  H.  Hansen  (1801-1840),  C.  H.  Juergens  (1825-1863),  R.  P.  Falkner  (1840-189n,  and  the 
United  States  Department  of  Labor  (1891-1920).  and  computed  for  England  from  indices  of  w.  Stanley 
Jevons  (1782-1817)  and  the  Sauerbeck-Statist  index  (1818-1920). 

Representative  Ten  Eyck.  But  it  starts  with  raw  materials  ? 

Gov.  Strong.  It  starts  with  raw  materials. 

Representative  Ten  Eyok.  And  next  is  manufactured  materials  ? 

Gov.  Strong.  Partly  manufactured  materials.  What  we  call 
wholesale  goods  come  in  between  raw  materials  and  final  distribu- 
tion. 

Representative  Ten  Eyok.  And  then  the  retail  and  labor  f 

Gov.  Strong.  Yes,  sir. 

Representative  Ten  Eyck.  Where  does  finance  come  in  ? 

Gov.  Strong.  The  charts  indicate  that  when  that  first  blow  is 
struck  at  prices — that  is,  when  materials  accumulate,  such  as  iron 
ore,  farm  products,  oil,  and  other  raw  products — ^you  will  see  by 
reading  the  figures  that  congestion  is  occurring.  I  am  told — ^I  have 
not  verified  3iis,  and  have  not  investigated  it  myself — but  I  am 
told  that  to-day  oil  is  produced  beyond  the  storage  facilities  to  care 
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for  it.  It  is  being  taken  out  of  the  ground  faster  than  it  can  be 
cared  for.  The  effect  upon  oil  prices  is  common  knowledge.  Tliey 
have  come  down  sharply. 

Representative  Ten  Eyok.  But  nowhere  near  to  what  they  were 
before  the  war. 

Gov.  Strong.  It  may  come  yet.  But  what  I  am  leading  up  to 
in  this  discussion  is  that  if  you  consider  that  the  responsibuity  for 
bank  management,  from  the  standpoint  of  the  bank  of  issue,  ap- 
plies to  all  the  people  of  the  country  in  all  of  their  capacities  and 
all  of  their  activities,  you  must  admit  that  the  bank  has  got  just 
as  great  a  responsibility  to  those  people  who  are  consumers  as  it 
has  to  those  who  are  more  distinctly  producers.  That  is  the  only 
soimd  fundamental  law  that  we  should  keep  in  front  of  us  all  the 
time,  I  believe. 

If  we  did  operate  the  Federal  reserve  system — ^which  we  do  not— 
with  sole  regard  to  prices,  instead  of  resources  and  reserves  and 
volumes  of  loans,  and  so  on,  what  a  one-sided  operation  it  would 
be,  and  what  a  thoroughly  imwholesome  influence  it  would  exert, 
to  say  that  the  only  interest  we  should  consider  would  be  the  in- 
terest of  those  who  produce  goods,  and  that  we  were  going  to  ig- 
nore the  wage  earners,  and  t£e  college  professors,  and  clerEs,  etc.. 
and  even  Members  of  Congress,  if  jou  please,  who  are  on  fixed 
salaries,  and  who,  though  there  be  rises  in  prices,  have  no  increase 
in  their  incomes. 

Now,  I  do  not  think  that  this  discussion  has  brought  out  that 
feature  of  it,  that  the  real  remedy  which  we  have  always  had  in 
mind  in  dealing  with  this  matter — the  real  remedy — is  to  get  a 
proper  and  orderly  distribution  of  surplus  stocks  into  consumption 
and  at  the  same  time  enable  this  reaajustment  to  take  place  to  a 
lower  cost  of  production  and  a  lower  living  cost.  I  am  arguing 
this,  as  will  be  clear  to  you,  from  the  standpomt  of  those  who  attack 
the  policies  of  the  system;  who  claim  we  should  have  done  some- 
thing to  correct  these  price  disturbances. 

Our  point  is  that  these  price  disturbances  will  correct  themselVes. 
Our  job  is  to  regulate  credits.  And  I  beUeve  one  of  the  most  impor- 
tant elements  in  the  interest  of  the  farmer  is  to  see  that  his  cost  of 
production  comes  down;  and  to  the  ex£ent  that  our  credit  poUcy 
IS  reflected  in  the  cost  of  living  and  production,  that  policv  is  de- 
fensible, even  from  the  standpoint  of  price  regulation,  wnich  we 
did  not  attempt. 

Representative  Sumners.  I  imderstand  that  the  Federal  reserve 
system  is  not  the  whole  Government,  nor  the  whole  influence  affect- 
ing prices  1 

Gov.  Strong.  No,  sir. 

Representative  Sumners.  You  have  indicated  that  you  have  just 
one  certain  thing  to  do — to  make  some  rulings. 

Gov.  Strong.  Yes. 

Representative  Sumners.  But  viewing  the  problem  of  the  agri- 
cultural interests  as  a  whole,  and  in  line  with  your  suggestion  tnat 
marketing  is  part  of  the  problem,  even  in  this  emeigency,  where 
the  reserve  banks  serving  the  South  are  undertakinjg  to  do  some- 
thing to  help  the  cotton  situation,  which  includes  with  the  surplus 
brought  over  from  last  year — I  note  this  in  a  DaUas  paper  undtf 
date  of  August  3.     The  headlines  preceding  the  statement  indicate 
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it  was  given  out  by  the  bank.  The  heading  is  this:  "No  reserve 
loans  for  holding  crop;  reserve  bank  will  make  advances  for  mar- 
keting and  harvesting." 

There  is  mighty  little  support  to  the  farmer  or  the  morale  of  the 
market  in  that. 

Gov.  Strong.  Congressman  Sumners,  in  myopinion  there  is  going 
to  be  plenty  of  cremt  for  this  next  crop.  We  are  dealing  with  a 
situation  that  is  peculiar,  and  if  I  may  sajr  it,  not  witii  the  thought 
of  criticism,  but  just  from  the  human  point  of  view,  the  situation 
has  come  to  be  a  bit  hysterical.  In  dealing  with  this  crop,  there  is 
going  to  be  plenty  of  credit.  I  think  we  might  oi^anize  a  little 
better,  but  I  do  not  doubt  that  this  crop  will  be  amply  furnished 
with  credit  in  order  to  be  marketed  gradually  and  in  an  orderly 
way.  And  unless  I  am  mistaken,  the  thing  that  would  interfere 
with  it  to  the  detriment  of  the  farmer,  would  be  to  have  the  senti- 
ment that  there  is  not  enough  credit  continue  to  prevail  up  to  the 
harvest  and  selling  time. 

Representative  Sumners.  I  think  you  are  absolutely  right. 

Gov.  Strong.  And  unquestionably,  for  the  Federal  reserve  system 
to  place  unlimited  credit  at  the  disposal  of  the  people,  would  result 
in  speculators  buying  the  crop  and  then  disposing  of  it  at  a  higher 
price. 

Representative  Ten  Eyck.  At  a  reasonable  rate,  of  course? 

Gov.  Strong.  Yes. 

Representative  Sumners.  It  seems,  however,  that  we  must  take 
intQ  consideration  the  unsold  part  of  last  year  s  crop,  because  with 
this  forced  onto  the  market  by  the  farmer,  he  would  oreak  the  price 
to  the  same  extent  as  he  would  if  he  sold  same  number  of  bales  out 
of  the  new  crop  under  pressure. 

Gov.  Strong.  Now,  as  to  these  people — I  do  not  want  to  revert 
especiallv  to  that  part  of  the  discussion  that  was  covered  by  Gov. 
Harding's  talk:  When  I  am  told  that  there  is  a  large  part  of  the 

1918  and  1919  crop  and  especially  of  the  1920  crop  of  cotton  still 
on  hand  in  the  South,  it  always  raises  the  question  in  my  mind: 
Why  did  they  keep  it?    They  had  a  chance  to  sell  the  1919  crop. 

Representative  Sumners.  I  believe  there  is  not  so  much  of  the 

1919  crop,  but  there  is  a  good  deal  of  the  1920  crop. 

Gov.  Strong.  At  a  meeting  which  we  attended  m  the  Treasury — 
I  do  not  think  you  were  there — ^bankers  from  Texas  were  present, 
and  they  said  that  their  estimate  was  that  the  largest  amount  of 
cotton  in  their  section  was  of  the  1919  and  1918  crops. 

Representative  Sumners.  Well,  I  do  not  think  tiieir  judgment  is 
correct  about  it,  but  suppose  it  is  so,  it  is  true  that  more  cotton  has 
gone  to  the  mills — or  as  much  cotton  has  gone  to  the  mills  as  the 
mills  have  been  willing  to  consume,  or  have  oeen  able  to  consume. 

Gov.  Strong.  I  think  that  is  true. 

Representative  Sumners.  And  assuming  that  it  was  poor  judg- 
ment on  the  part  of  the  people  to  hold  it,  yet  if  that  cotton  comes  on 
the  market  and  stampedes  the  price  for  the  man  who  exercised  good 
Judgment,  he  is  injured  just  as  much  as  his  neighbor  who  did  not  sell 
m  1919. 

Gov.  Strong.  Yes.  Dealing  with  that  subject  as  a  whole,  with 
regard  to  credit  and  surplus  production,  there  is  a  very  nice  balance 
required  to  see  that  two  things  are  accomplished,  which  are  operating 
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in  conflict  with  each  other.  One  is  that  the  crops  are  being  marketed 
and  sold  and  realized  upon  and  loans  paid  to  the  extent  that  it  is 
feasible  to  do  so  without  serious  price  declines;  on  the  other  hand, 
that  the  other  part  should  not  be  pressed  upon  the  market,  but 
should  have  suflBcient  credit  to  carry  it. 

Representative  Sumners.  There  was  this  true  during  the  season  of 
1920:  While  middling  cotton  was  quoted  at  a  high  pnce  during  that 
time,  there  was  considerable  of  the  crop  of  a  low  grade. 

Gov.  Strong.  Yes. 

Representative  Sumners.  And  that  low  grade  was  at  a  tremendous 
disadvantage. 

Gov.  Strong.  Very  great. 

Representative  Sxtmners.  The  statement  as  to  the  cotton  holdings 
of  the  South,  considered  in  connection  with  the  quoted  prices  of 
cotton  in  the  South,  cast  an  unfair  reflection  upon  the  judjgment  of 
the  people.  The  price  which  they  were  offerea  for  the  high-grade 
cotton  took  most  of  their  high-grade  cotton,  I  assume,  to  the  market. 

Gov.  Strong.  Well,  there  were  three  major  causes,  I  beUeve,  for 
the  wide  differential 

Representative  Sumners  (interposing).  Let  me  add  that  it  took  a 
large  part  of  that  high-grade  cotton  to  the  market.  Now,  having 
gottfen  that  high  price  for  that  cotton,  and  some  of  the  low-grade 
cotton  bein^  tremendously  low  proportionately,  it  did  not  seem  good 
business  judgment  for  them  to  accept  the  low  offers  for  their  lower 
grades. 

Gov.  Strong.  And  it  was  not  salable,  in  many  cases. 

Representative  Sumners.  It  was  not  salable,  in  many  cases. 

Gov.  Strong.  I  am  remindeci  of  the  fact  that  the  newspaper  article 
that  you  just  read,  Congressman  Sumners,  really  does  not  put  a  cor- 
rect mterpretation  upon  the  circulars  issued  by  the  other  reserve 
banks.  There  were  a  number  of  them  issued,  as  you  know.  If  you 
care  to  have  me  do  so  later  we  can  discuss  those  circulars,  but  I 
always  hesitate^ to  discuss  the  policies  and  transactions  of  the  other 
banl^. 

Representative  Sumners.  Yes;  and  you  noticed  that  in  the  state- 
ment I  made,  I  made  the  statement  on  my  own  responsibility.  It  was 
not  a  question.  I  understand  the  delicacy  of  the  situation  in  so  far 
as  you  are  concerned.  In  my  own  judgment,  this  occasion  to  make 
that  statement  was  a  good  opportimity  to  put  a  little  pep  and  confi- 
dence into  the  situation.  But  they  are  telling  the  people  what  they 
can  not  do;  they  have  been  told  enough  about  what  they  can  not  do; 
I  think  we  need  somebody;  to  tell  us  what  we  can  do. 

Gov.  Strong.  I  agree  with  you  entirely  on  that  policy.  As  to  the 
differential  between  the  high-grade  and  low-grade  cotton^  I  think 
there  were  three  elements  tnat  made  the  low  grades  practically  un- 
salable. During  the  war  there  was  a  tremendous  demand  for  cotton 
linters,  because  it  is  used  for  nitrocellulose,  as  you  know.  There 
was  this  tremendous  demand  for  linters  and  the  low-grade  cottons. 
Further  than  that,  the  low-grade  cottons  are  largely  consiimed  in  two 
countries,  namely,  Germany  and  Poland,  the  two  countries  that  are 
shut  off  irom  our  exports.  One  other  country  is  Japan,  where  the 
market  for  it  almost  completely  closed  in  the  early  simmaer  of  1920. 
The  operators  of  those  Japanese  mills  were  going  back  to  the  farms 
by  tens  of  thousands,  and  that  deprived  us  of  the  three  most  im- 
portant demands  that  we  had  for  that  type  of  cotton. 
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Representative  Sumnees.  There  is  another  reason  for  the  abnor- 
mal stimulation,  and  that  is  that  the  Government  in  specifications 
for  cotton  commodities  to  be  fmnished  for  war  purposes  provided, 
so  I  understand,  that  contracts  were  to  be  fillea  by  midoling  and 
better. 

Gov.  Strong.  Yes. 

Kepresentative  Sumners.  That  was  a  very  unfortunate  specifica- 
tion. The  colored  goods  could  all  have  been  made  out  of  the  lower 
grade  cotton. 

Gov.  Strong.  You  are  referring  to  cotton  for  spinning,  as  dis- 
tinguished from  cotton  for  explosives  ? 

Kepresentative  Sumners.  Yes,  for  explosives.  And  during  the 
war  we  cut  that  kind  of  cotton  a  good  deal  closer  from  the  seed  than 
before.  I  am  just  referring  to  that  unfortunate  condition  of  the 
contract,  or  specifications.    So  we  had  all  that  accumulation. 

Gov.  Strong.  Yes. 

Representative  Sumners.  Then  there  was  the  accumulation  of  the 
low-grade  stuff  by  reason  of  the  markets  of  Germany  and  Poland  and 
to  a  large  degree  Japan  being  shut  out.  So  when  you  read  in  the 
papers  of  this  amount  of  cotton  that  the  southern  people  held  when 
cotton  was  40  cents  you  are  getting  an  entirely  erroneous  idea. 
They  were  getting  40  cents  for  some  and  they  were  getting  10  and 
12  cents,  when  the  spread  had  not  been  more  than  4  cents  normdly. 
And  they  said,  naturally  enough,  "if  we  can  get  40  cents  for  the 
higher  grades,  the  lower  should  sell  later  for  20  or  25  cents.''  So  they 
held  onto  it. 

Gov.  Strong.  I  am  wondering,  from  what  you  have  stated.  Con- 
gressman Sumners,  whether  the  cotton  planters  took  the  advice  which 
Grov.  Harding  gave  them  or  the  advice  the  other  fellow  gave  them. 
It  seemed  to  me  when  I  heard  his  statement  that  he  had  sized  the 
situation  up  and  had  given  them  good  advice. 

Representative  Sumners.  Well,  viewed  with  a  hind  sight,  naturally 

Gov.  Strong.  To  conclude  one  last  word  on  rate  reductions:  The 
theory  upon  which  we  have  proceeded  in  New  York — somewhat  due 
to  the  fact  that  it  is  the  central  money  market,  and  the  most  sensitive 
money  market,  where  the  fluctuations  in  the  money  market  are  felt 
more  promptly  and  more  promptly  reflected  than  in  anv  other 
market — ^is  that  the  same  competition  should  develop  to  reduce  the 
cost  of  credit  that  must  likewise  develop  in  order  to  reduce  the  cost 
of  goods  before  it  is  possible  for  us  to  reduce  our  rates;  that  is  to  say, 
as  this  process  of  gradual  liquidation  takes  place  and  as  retail  prices 
come  down  and  new  and  cheaper  things  come  into  the  market  the 
loaM  accounts  of  the  various  borrowing  banks  come  down;  thev  pay 
us  off.  As  they  pay  us  off  they  begm  to  compete  to  make  loans. 
That  is  the  process  of  reducing  tne  cost  of  credit.  It  is  safe  for  us  to 
reduce  our  rate  as  soon  as  that  competition  has  proceeded  to  the  point 
where  rate  reductions  by  the  Federal  reserve  system  will  not  be  an 
inducen^ent  to  speculative  operations. 

Representative  Sumners.  When  we  came  out  of  the  war,  this 
country  had  a  tremendous  national  debt  ? 

Gov.  Strong.  Yes,  sir. 

Representative  Sumners.  And,  of  course,  there  were  vast  volumes 
of  indebtedness  existing  everywhere;  the  money  of  many  of  the 
nations  of  the  earth  was  relatively  worth  little.     Could  this  Govem- 
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ment  then  or  could  this  Government  now,  irrespective  of  the  limi- 
tations imposed  by  present  law  upon  the  power  of  the  Federal  reserre 
banking  system,  salely  inaugurate  any  miancial  policy  which  would 
tend  to  send  prices  to  a  higher  level,  the  objective  being  to  enable  the 

Eeople  who  have  contracted  these  debts  and  whose  debts  could  not 
e  deflated,  and  to  enable  the  Government,  which  had  contracted  this 
debt,  which  debt  can  not  be  deflated,  to  pay  off  those  debts  by  the 
result  of  a  smaller  amount  of  human  achievement  ? 

Gov.  Strong.  I  think  it  would  be  possible  to  do  that,  if  the  coimtry 
were  willing  to  risk  the  consequences  of  such  a  policy. 

Representative  Sumners.  I  put  in  the  word  "safely." 

Gov.  Strong.  Safely;  well,  1  do  not  think  safely  that  it  could  or 
should  be  done,  Congressman;  no,  sir. 

Representative  Sumners.  I  will  ask  you  this  question  then :  Could 
it  be  done  with  a  relatively  small  element  of  risk,  considering  the 
object  to  be  attained  ? 

The  Chairman.  Ask  him  what  the  risks  are. 

Gov.  Strong.  What  are  the  risks  of  such  a  policy  ? 

Representative  Sumners.  Yes. 

Gov.  Strong.  Well,  the  first  and  obvious  risk  is  that  we  would 
begin  by  embarking  deliberately  upon  a  policy  of  inflation  and 
expansion  in  order  to  raise  the  price  level,  and  if  we  do  so  we  may  do 
the  very  thing  that  we  do  not  want  to  do,  get  our  costs  of  production 
and  price  level  up  to  the  point  where  we  can  not  export  and  compete 
with  the  rest  of  the  world.  I  think  one  must  distinguish  in  tnese 
imusual  times  between  a  policy  which  appears  to  be  a  palliation  at 
the  moment,  and  a  policy  which  in  the  longer  future  will  put  the 
business  of  this  country  on  a  soimd  foundation,  and  those  wno  look 
far  enough  ahead  into  the  future,  and  who  adopt  a  policy  that  may 
seem  harsh  and  stem  at  the  time,  are  always  the  ones  that  come  in 
for  abuse. 

You  must  not  for  a  moment  think  that  the  management  of  these 
Federal  reserve  banks  is  in  the  hands  of  a  lot  of  cold-blooded  econo- 
mists who  do  not  think  about  the  human  problems  involved.  That 
is  the  most  distressing  feature  about  the  policies  adopted  during  this 
period  of  declining  prices.  I  am  tempted  to  read  some  purely 
personal  communications  on  this  matter  that  passed  in  some  per- 
sonal correspondence  of  mine  with  friends  two  years  ago — ^more  tnan 
two  years  ago — ^looking  forward  to  this  period.  It  was  bound  to 
come.     People  were  looking  forward  to  it. 

The  real  luture  prosperity  of  this  country,  in  my  opinion,  will  not 
be  promoted  by  building  a  stone  wall  aroimd  it  so  that  it  can  not 
traae  with  the  rest  of  the  world.  One  element  of  that  stone  wdl— 
the  foundation  of  it — is  too  high  prices;  too  high  cost  of  living.  I  do 
not  mean  standard  of  living.  That  is  a  very  diflFerent  thing  from 
the  cost  of  living.  I,  personally,  do  not  want  to  see  it  done.  I  do  not 
want  to  see  a  country  that  has  our  great  capacity  to  produce  a  surplus 
of  goods  with  which  to  trade  with  the  rest  of  the  world  relapse  into  a 
narrow,  self-contained,  wholly  exclusive  position  in  its  dealings 
with  the  rest  of  the  world  in  trade  and  commerce. 

Representative  Ten  Eyck.  To  accomplish  that,  I  beg  to  revert 
to  the  question  that  Mr.  Sumners  put  to  you — ^would  it  necessitate 
keeping  the  price  levels  high  until  the  loans  were  paid  oflF,  or  the 


Digitized  by 


Google 


AQBICULTUBAL  INQUIRY.  781 

indebtedness,  or  could  we  do  that  and  accomplish  the  same  thing  at 
the  lower  level  ofprices  i 

Gov.  Strong.  Tnat  leads  me  right  to  the  answer,  I  think,  that  I 
was  going  to  make. 

Suppose  the  Federal  reserve  svstem  was  managed  solely  with 
regard  to  prices,  and  that  the  problem  with  which  we  were  dealing 
was  to  insure,  for  instance,  that  the  cotton  crop  and  the  wool  crop 
and  other  raw  materials  that  suffered  a  severe  decline  should  be 
looked  after — paying  attention  to  the  cotton  crop  only — ^what  kind 
of  a  management  would  we  have!  It  would  not  oe  a  management; 
it  would  convert  the  Federal  reserve  system  into  an  instrument  for 
the  treatment  of  special  interests. 

Representative  Sumners.  Governor,  my  question  was  not  directed 
to  the  Federal  reserve  system.  I  asked  you  with  reference  to  genera] 
governmental  policies  with  respect  to  governmental  situations. 
And  I  asked  the  question^  not  as  mdicating  my  attitude,  but  for  the 
purpose  of  asking  you  in  this  connection  what  the  situation  is. , 

Gov.  Strong.  1  believe.  Congressman  Sumners,  that  the  policy 
of  the  United  States  Government  in  dealmg  with  these  matters 
should  be  directed  toward  certain  assistance  which  will  permit  the 
natural  operations  of  readjustment  to  work  possibly  more  smoothly. 
If  the  Government  were  to  embark  upon  a  program  of  taking  care 
of  these  special  cases,  like  cotton,  or  any  other  commodity,  there 
would  be  no  limit. 

Representative  Sumners.  I  did  not  have  that  in  mind. 

Gov.  Strong.  It  changes  prices  generally. 

Representative  Sumners.  I  did  not  make  myself  clear.  A  good 
many  people  have  it  in  their  mmds  that,  in  view  of  the  fact  that  the 
debts  of  the  people  of  the  coimtry  which  they  now  owe  were  in- 
cuired  on,  say,  a  40-cent  dollar,  and  the  debts  of  the  Government, 
which  the  people  owe,  were  contracted  on  the  basis  of  a  dollar  of  the 
same  relative  value,  it  would  seem  that  in  a  situation  of  that  sort 
if  any  governmental  policy  could  be  inaugurated  which  would  help 
to  counteract  the  tendency  of  commodity  price  deflation  untU  the 
debts  have  been  paid,  which  were  contracted  at  a  time  when  commod- 
ities were  high,  in  justice  to  all  its  citizens,  in  so  far  as  sound  public 
ixolicy  would  permit,  that  policy  ought  to  be  exercised  in  that  direc- 
tion. Now,  my  question  is  just  what,  in  your  judgment,  could  be 
done,  if  anything? 

Gov.  Strong.  It  could  be  done,  but  I  firmly  believe  that  it  would 
be  done  at  the  expense  of  our  commerce.  I  have  discussed  that  very 
thin^  with  a  number  of  people.  There  would  be  two  wajrs  of  doing 
it.  Congressman,  if  sound  judgment  permitted  it,  but  I  do  not  think 
it  would.  One  way  would  be  for  the  Government  to  print  paper 
money.  That  would  raise  prices,  and  depreciate  the  currency 
again.  Another  way  to  do  it,  and  a  very  much  simpler  way,  would 
be  to  have  the  Fed.eral  reserve  system  print  money  and  issue  it. 
When  I  say  "print  money"  I  do  not  mean  just  print  irredeemable 
paper  money;  1  mean  create  a  larger  volume  of  bank  deposit  currency 
and  bank  note  currency.  That  could  be  done,  if  we  were  willing  to 
do  what  we  regard  as  being  ultimately  a  disastrous  thing. 

Representative  Sumners.  How  would  that  printed  currency  get 
into  circulation,  if  it  is  true  that  you  are  now  naving  brought  back 
to  .your  banks  tiieir  notes  which  are  no  longer  desired? 
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Gov.  Strong.  Well,  we  could  do  it — ^you  know.  I  am  embarrassed 
in  suggesting  such  a  thing  as  this,  because,  if  it  found  favor,  I  am 
afraid  somebody  might  like  to  try  it. 

Representative  Sumners.  Well,  then,  I  will  not  press  that  matter 
any  further. 

Kepresentative  Mills.  It  is  being  tried  on  a  very  extensive  scale 
in  some  parts  of  the  world  to-day,  is  it  not  ? 

Gov.  Strong.  That  is^  just  it.  It  has  been  tried  and  is  being  tried, 
not  for  that  purpose  altogether,  but  because  it  can  not  be  avoided, 
in  other  countries — there  is  no  need  of  specifying  them,  and  the  result 
is  that  they  have  depreciated  their  currency  to  a  greater  extent  than 
it  was  during  the  war.  They  have  a  very  much  higher  price  level, 
and  they  have  with  it  a  growing  condition  of  poverty  of  all  the 
people  that  earn  wages.  If  it  is  continued,  those  people  are  going 
to  revolt  against  it;  they  can  not  stand  the  pressure. 

Representative  Sumners.  What  will  be  the  condition  of  this 
country  as  to  international  trade  if  these  countries  that  are  pro- 
ducing on  the  basis  of  the  low-value  currency,  form  trade  relation- 
ships amon^  themselves  and  trade  with  each  other  in  this  cheaper 
currency?  I  have  heard  it  stated  that  in  Germany,  for  instance, 
while  they  pay  more  in  their  depreciated  currency,  of  course,  than 
they  formerly  paid  when  they  were  on  a  gold  basis,  wages  in  this 
depreciated  currency  would  seem  about  hall  of  what  they  would  be  if 
they  were  paid  in  gold.  It  would  seem  that  a  good  many  people 
in  the  world  are  operating  on  the  same  basis,  and  it  woula  seem 
to  be  rather  difficult  for  us  to  trade  with  a  people  so  opiating, 
with  our  currency  so  much  greater  in  value. 

Gov.  Strong.  Congressman,  I  am  coming  to  that  subject  in  my 
discussion  of  foreign  exchange,  if  you  will  bear  with  me  while  I  go 
into  that. 

The  Chairman.  You  started  to  refer  to  the  fact  that  the  policy  of 
soft  money,  with  the  depreciated  value  of  the  dollar,  could  not  be 
followed  without  destroying  our  commerce.  I  would  like  to  ask  you 
to  develop  that  briefly  if  you  can.  I  think  it  ought  to  be  made 
clear. 

Gov.  Strong.  If  we  raise  prices  we  can  not  compete,  or  if  we  do 
compete — if  we  are  able  to  compete — ^it  is  because  we  do  not  raise 
the  price  of  labor  correspondingly.  You  cited  Grermany,  Congress- 
man, as  an  illustration.  The  price  level  in  Grermany  is  from  10  to  14 
times  what  it  was  before  the  war.  True,  wages  there  are  probably  not 
over  half  what  they  were  before  the  war.  I  do  not  think  that  is  a 
sound  social  or  economic  condition.  So  if  Grermany  does  get  a  world 
trade  because  costs  of  production  paid  in  the  depreciated  currency 
are  below  costs  of  production  in  other  coimtries,  it  will  not  be  a 
permanent  thing,  and  it  will  bring  in  its  train  some  sort  of  social 
disorder,  because  people  will  not  continue  to  work  at  the  pace  at 
which  they  would  have  to  work  in  order  to  maintain  that  production, 
when  they  are  imderpaid  and  underfed. 

Representative  Mills.  Is  it  not  a  fact  that  when  you  disregard 
international  trade  and  consider  a  coimtry  as  self-contained,  the 
only  fair  way  of  regarding  wages  is  not  in  terms  of  money  wages,  but 
in  terms  of  true  wages  ? 

Gov.  Strong.  Yes,  sir. 
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Representative  Mills.  And  that  the  productive  capacity  of  the 
German  laborer  and  his  willingness  to  work  for  less  than  the  true 
wages  which  he  received  in  prewar  times  is  wholly  independent  of 
the  value  of  the  particular  medium  of  exchange  that  is  used  ?  Is  not 
that  so  ? 

Gov.  Strong.  That  is  true,  and  it  is  especially  represented  just 
now  in  the  case  of  Germany,  where  industry  is  springing  up.  Wages 
should  be  properly  expressed,  in  order  to  deal  with  tms  matter,  in 
terms  of  what  the  wage  earner  is  able  to  buy  and  consume  rather  tnan 
in  what  he  receives  in  pieces  of  paper. 

Representative  Mills.  Is  not  this  a  familiar  economic  phenomenon 
during  a  period  of  inflation,  owing  to  printing  money — a  very  great 
rise  in  credit  ?    Prices  rise  very  rapidly  and  wages  lag  behina  ? 

Gov.  Strong.  Yes,  sir. 

Representative  Mnxs.  And  the  wage  earner  suffers  severely, 
owing  to  the  fact  that  there  is  a  rapid  diminution  in  the  true  wage 
which  he  receives,  or  in  the  commodities  which  he  can  get  in  exchange 
for  his  labor.  On  the  other  hand,  speculators  miie  very  large 
profits,  because  they  hold  the  goods  and  are  selling  them  on  a  con- 
stantly rising  market. 

Gov.  Strong.  Exactly. 

Representative  Mills.  The  third  class  of  people  who  suffer  very 
severely  are  all  those,  for  instance,  who  are  receiving  fixed  salaries — 
clerks,  wage  earners,  and  that  class.  A  fourth  class  of  people  who 
also  suffer  very  severely  are  all  those  small  investors  who  hold  invest* 
ments  with  a  fixed  rate  of  return.  So  that  the  economic  phenomenon 
of  a  period  of  inflation  with  rising  prices  is  one  of  social  injustice  in 
which  one  class,  and  one  class  only,  profits  at  the  expense  of  the  rest 
of  the  community.     Is  not  that  so  ? 

Gov.  Strong.  That  is  absolutely  true.  Congressman. 

Representative  Sumners.  And  during  the  period  of  deflation  the 
people  who  suffer  most  are  those  who  have  contracted  debts  ? 

Gov.  Strong.  Yes,  sir;  including  governments. 

Representative  Mills.  Or  those  who  hold  goods  purchased  at  high 
prices  or  produced  at  high  prices  ? 

Gov.  Strong.  Yes,  sir. 

Representative  Mills.  Pardon  me  for  asking  these  questions;  we 
have  evidently  entered  on  a  general  discussion  of  inflation  as  a 
means  for  curing  our  ills. 

As  an  economic  proposition,  is  it  not  generally  regarded  as  the 
worst  kind  of  a  patent  medicine  for  the  cure  of  the  evfls  from  which 
we  may  temporarily  suffer  ? 

Gov.  Strong.  It  is  a  species  of  painless  dentistry,  but  there  is  gen- 
erally an  abscess  there  that  has  got  to  be  dealt  with  later. 

The  Chairman.  But  does  it  not  also  bring  you  to  the  answer  to  the 
question,  that  it  is  an  attempt  to  create  a  condition  of  a  general  level 
of  prices  representing  a  fairly  decent  division  of  the  rewards  of  indus- 
try which  can  be  maintained  without  serious  change  over  a  long 
period  of  time  ? 

Gov.  Strong.  That  is  what  we  are  coming  to. 

The  ChiAiRMAN.  That  is  the  condition  imder  which  humanity  as  a 
whole  is  best  off  ? 

Gov.  Strong.  Yes,  sir;  and  the  interest  of  the  man  who  makes  his 
living  by  his  labor  is  best  protected  by  insuring  that  the  currency  has 
its  largest  buying  ppwer. 
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Representative  Sumnebs.  When  prices  were  being  inflated,  the  per- 
son who  had  a  debt  paid  to  him  suffered,  becauselie  was  paid  in  a 
cheaper  currency  relatively  than  the  value  of  the  currency  at  the 
time  the  debt  was  contracted  ? 

Gov.  Strong.  Yes,  sir. 

Representative  Sumners.  And  then  when  we  go  down  again  the 
other  man  gets  the  worst  of  it  ? 

Gov.  Strong.  Yes,  sir. 

Representative  Sumners.  And  you  can  only  hope  that  when  we 
get  to  the  proper  level  and  get  it  established  there  will  be  justice  as 
among  creaitors  and  debtors  ? 

Gov.  Strong.  Yes,  sir.  Now,  Congressman,  I  believe  we  are 
headed  in  that  direction,  I  firmly  believe  it.  I  think  that  the 
course  of  developments  in  this  country  is  now  in  the  direction  of 
doing  justice  to  tnose  who  live  by  their  toil.  I  am  very  sorry  for  the 
debtors,  and  very  sorry  for  the  principal  debtor  in  the  United  States, 
the  United  States  Government,  because  this  increase  in  the  pur- 
chasing power  of  money  means,  of  course,  greater  difficulty  in  collect- 
ing taxes,  etc.  Profits  are  reduced  all  along  the  line,  profits  of  trade 
and  of  production  and  so  on,  and  to  make  a  budget  balance  on  the  basis 
of  a  restored  dollar  is  going  to  be  a  very  difficult  problem.  But  I 
think  this  country  can  stand  it,  and  when  we  get  over  this  inter- 
vening period  of  agony  and  suffering  we  are  going  to  be  on  a  sound 
basis,  and  we  can  face  the  world.    That  is  what  we  want  to  see. 

Representative  Sumners.  It  is  one  of  the  penalties  that  nature 
imposes  on  a  people  who  do  not  find  some  better  way  to  settle  their 
dinerences  than  war  affords. 

Gov.  Strong.  Well,  there  may  come  a  time  when  sj^stems  of 
Government  and  social  systems  and  economic  systems  will  enable 
us  to  avoid  these  miseries,  but  it  has  not  come  yet.  Unfortunately 
we  have  to  deal  with  things  as  they  are,  and  not  as  we  would  like  to 
have  them. 

Representative  Ten  Eyck.  Is  it  not  a  fact,  that  if  you  keep  these 
inflated  prices  until  the  Government  is  able  to  pay  off  all  its  indebted- 
ness it  would  mean  that  the  Government  haa  shifted  the  indebted- 
ness to  the  other  borrowers  in  the  coimtry  and  that  they  would  take 
the  loss  in  time  of  deflation  ? 

Gov.  Strong.  I  think  probably  it  would  mean  this,  rather  than 
as  you  express  it,  that  with  the  taxes  collected  in  a  depreciated  cur- 
rency it  would  enable  the  Government  to  pay  off  its  debt 

Representative  Ten  Eyck.  It  would  be  equally  distributed 
throughout  the  entire  country,  and  each  man  would  take  his  pro- 
portion of  the  great  loss  during  the  war  ? 

Gov.  Strong.  Yes. 

Representative  Ten  Eyck.  But  if  that  was  paid  off  at  a  high  price 
somebody  else  would  have  the  debt,  and  it  would  fall  upon  the 
debtor. 

Gov.  Strong.  It  would,  ultimately,  in  one  form  or  another. 

Representative  Ten  Eyck.  Instead  of  being  distributed  over  the 
entire  country  through  taxes. 

Gov.  Strong.  I  tmnk  that  with  the  possible  reservation  of  just  a 
little  space  in  the  record  for  errors  and  omissions,  if  the  commission 
is  ready,  I  will  go  ahead  with  the  wind-up  of  my  long  talk,  for  which 
I  apologize. 
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Some  of  the  difficulties  that  have  surrounded  the  financing  of  the 
agricultural  and  cattle  industries  in  this  country  are,  I  believe,  rather 
fimdamental.  One  to  which  we  have  referred  more  than  once  is  the 
fact  that  the  farmers'  cycle  of  production  is  a  year,  or  a  substantia 

Eart  of  the  year,  and  in  the  case  of  cattle  it  is  from  two  to  three  years, 
^nder  those  conditions  the  farmer  is  unable  to  shift  his  position  in 
order  to  meet  changed  conditions,  as  was  so  strikingly  the  case  with 
the  crop  of  1920. 

Now,  those  difficulties  of  course  can  not  be  overcome.  The  busi- 
ness of  the  farmer  is  a  seasonal  business.  But  his  difficulties  have 
been  accentuated  by  certain  peculiarities  of  our  banking  system  that 
I  would  like  to  discuss  with  tne  commission.     . 

We  have  in  the  United  States  substantially  30,000  credit  institu- 
tions which  have  no  legal  relation  to  eacn  otner,  except  about 
10,000  of  them  which  are  related  through  the  Federal  reserve  system; 
and  even  those  relations  which  existed  prior  to  the  establishment  of  the 
reserve  system  have  been  reduced  in  their  effectiveness,  because,  as  I 
stated  on  Tuesday,  the  old  relation  of  reserve  agency  has  been  almost 
entirely  removed  m  the  case  of  the  member  banfcs.  Many  of  the  serv-  • 
ices  which  a  bank  requires  to  be  performed  in  a  money  center,  as  in 
New  York  City,  are  in  fact  now  performed  through  the  instrumentahty 
of  the  reserve  banks,  and  there  has  been  to  some  extent — it  is  impos- 
sible to  measure  it — a  breaking  down  of  the  old  relationship  of  the 
small  bank  in  the  country  with  the  lai^e  bank  in  the  city. 

May  I  ask  you  to  look  at  this  banking  system  of  ours,  with 
these  30,000  institutions,  entirely  unrelated  to  each  other,  as  a  sort 
of  sprinkler  system  which  sprinkles  credit  over  the  a^cmtural  sec- 
tions of  the  country,  just  as  you  would  sprinkle  fertilizer  to  invigor- 
ate the  soil?  It  requires  an  even,  uniform  distribution.  It  is  one 
characteristic  of  this  period  of  difficulty  that  credit  has  not  had  uni- 
form, even,  equal  distribution  in  the  parts  of  the  country  where  it 
is  needed,  and  I  believe  the  difficulty  lies  in  the  fact  that  the  differ- 
ent elements  in  the  bankihg  system  are  not  properly  hnked  up 
together,  even  by  the  Federal  reserve  system. 

in  the  first  place,  there  are  20,000  banks,  or  thereabouts,  that  have 
no  direct  connection  with  the  reserve  banks.  See  how  that  affects 
the  psychology  of  the  banker,  his  mind,  in  time  of  strain  and  diffi- 
culty. As  you  have  heard  stated,  when  credit  conditions  become 
difficult  a  great  many  bankers  stop  making  loans.  They  get  fright- 
ened. Some  small  banks  run  up  to  a  certain  point,  as  was  stated  Here 
yesterday,  and  they  have  to  stop  because  their  reserves  are  exhausted. 
That  must  be  peculiarlv  true  of  the  State  banks,  which  can  not  fall 
back  upon  the  Federal  reserve  system  for  additional  credit.  It  is 
just  as  though  in  sprinkling  this  credit  throughout  the  coimtry  at  the 
time  when  it  is  most  needed,  something  interfered  with  the  flow  of 
the  fluid,  so  that  half  or  more  of  these  orifices  are  closed  up.  It 
seems  to  me  that  that  must  be  corrected. 

Now,  under  a  system  of  banking  such  as  they  have  in  Canada  or  in 
France  or  in  Great  Britain  or  in  Germany,  or  in  almost  any  modem 
banking  country,  these  little  branches  of  banks  are  the  orifices  to 
which  I  refer,  wnich  directly  connect  up  with  the  money  centers,  and 
distribute  surplus  credit  at  the  point  where  it  is  needed  and  where 
there  is  a  shortage  of  credit.     Under  those  conditions  the  limitations 
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of  law  as  to  how  much  an  individual  bank  may  loan  to  an  individual 
borrower,  or  how  much  it  may  loan  in  toto  in  relation  to  its  capital 
and  resources  do  not  ftpply-  Take  such  a  great  institution  as  the 
London  Joint  City  and  Midland  Bank,  which  has  1,500  branches  in 
the  United  Kingdom  alone,  and  which  owns  a  bank  in  Scotland  and 
owns  a  bank  in  Ireland.  If  there  is  a  very  great  demand  for  credit 
up  in  Yorkshire  or  in  Lancashire,  or  any  other  part  of  the  island, 
wny,  the  limitation  there  is  not  the  capital  of  a  little  bank  of  fifty, 
one  hundred,  or  five  hundred  thousand  dollars;  the  limitation  is 
simply  the  resources  of  that  entire  bank  which  has  a  billion  dollars 
of  resources,  and  credit  flows  through  that  avenue,  or  through  that 
pipe,  to  the  point  where  it  is  needed. 

The  necessity  for  such  a  condition  in  this  coimtry  is  greatly  in- 
creased over  what  it  is  in  those  snug  little  islands,  by  the  fact  that 
this  is  an  agricultural  country  where  we  have  two  things  to  deal  with; 
one  is  the  seasonal  demand  in  the  different  parts  of  the  country,  and 
the  other  is  what  we  might  call  the  occasional  demand,  due  to  active 
industries  in  one  place  or  another,  or  due  to  crop  failures. 
*  The  simple  answer  to  that  difficulty  would  be  to  modify  the  laws 
so  that  we  could  have  a  system  of  branch  banking.  But  I  hesitate 
to  suggest  that,  for  a  number  of  reasons.  One  reason  is  that  a  very 
large  part  of  the  development  of  the  affricultural  sections  of  this  coun- 
try, in  the  minds  of  the  local  people,  nas  been  made  possible  by  the 
establishment  of  local  banks.  They  think  that  they  enjoy  a  certain 
local  banking  autonomy  that  they  would  not  have  if  they  were 
dependent  upon  a  branch  of  a  big  bank.     They  have  a  certain  civic 

Ende.  There  are  many  prejudices  that  are  involved  in  the  matter, 
ut  greatest  of  all  is  the  fear  that  would  develop  in  case  of  a  trend 
toward  branch  banking  in  the  United  States,  that  the  big  banks  in 
the  money  centers  womd  gobble  up  all  the  little  banks  and  we  would 
have  a  great  money  autocracy  in  the  United  States  that  would  gobble 
up  everything. 

That  is  something  against  which  this  Country  must  be  protected  ^ 
if  it  is  a  possibility.  I  do  not  think  myself,  from  what  I  know  of  the 
temper  of  the  banks  of  the  country  and  of  the  people,  that  it  would 
be  feasible  to  have  a  complete  system,  as  they  have  m  other  countries, 
of  branch  banking,  and  1  would  not  advocate  it.  I  believe,  however, 
that  it  may  be  well  to  consider  undertaking  some  plan  by  which, 
within  limited  areas,  whether  of  counties  or  of  some  other  limitation, 
that  process  could  be  promoted. 

In  almost  every  county  in  the  United  States  there  is  a  county  seat, 
where  business  naturally  centers  and  where  they  have  a  stronger 
banking  condition  than  out  in  the  smaller  hamlets  where  they  have 
little  banks.  I  have  no  doubt  that  this  distribution  of  credit  would 
be  facilitated  if  some  such  system  could  be  devised,  within  limited 
areas,  so  as  to  afford  protection  against  the  overdevelopment  of 
branch  banking  and  that  some  such  plan  would  be  of  assistance. 

But  more  than  that,  what  we  really  need  in  the  United  States  is 
to  overcome  the  uncertainty,  hesitation,  and  timidity  on  the  part  of  the 
little  country  bank — the  Statebank — ^in  granting  accommodation  when 
it  is  needed.  ,  When  the  national  bank  act  was  amended  some  20  years 
ago  or  thereabouts,  in  order  to  deal  with  this  very  situation  and  to 
enable  the  system  to  meet  the  competition  of  State  bank  develop- 
ment,  the  required  capital  of  national  banks  was  reduced  from 
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$50,000  to  S25,000.  To  my  mind,  in  the  absence  of  a  system  of 
branch  banking,  some  such  modification  of  the  law  was  necessary. 
There  certainly  was  a  very  great  demand  for  it.  But  at  that  time  it 
might  have  teen  better  nad  we  permitted  to  some  limited  extent 
branch  banking,  to  supply  the  need  which  was  then  felt  for  small 
banks  in  small  commumties.  Not  having  done  so  at  the  time,  and 
having  had  this  enormous  development  oi  little,  unrelated  banks  all 
over  we  United  States,  I  think  some  step  must  be  taken — and  I  am 
not  prepared  to  recommend  just  how  it  should  be  taken — ^by  which 
the  screat  majority  of  these  Uttle  State  banks  can  be  brought  into  the 
Federal  reserve  system. 

These  banks  go  down  to  as  low  as  S10,000  of  capital,  and  even 
smaller,  and  I  admit  that  the  problem  of  orjganization  and|[mana^e- 
ment  of  the  Federal  reserve  system  through  the  admission  of  this 
^eat  number  of  small  banks  would  be  a  very  heavy  task.  I  think 
it  would  involve  a  reconsideration  of  the  whole  subject  of  how  bank 
supervision  should  be  conducted. 

Representative  Ten  Eyck.  You  do  not  restrict  a  State  bank  from 
coming  into  the  system  on  account  of  its  capitalization  ? 

Gov.  Strong.  Oh,  yes;  yes. 

Representative  Ten  Eyck.  Is  there  a  limit  to  that  ? 

Gov.  Strong.  Yes. 

Representative  Ten  Eyck.  What  is  the  limit,  may  I  ask? 

Gov.  Strong.  The  limit  is  the  same  capitalization  as  that*required 
by  national  banks  in  the  same  communities. 

I  do  not  want  to  give  the  impression  that  I  am  making  a  radical 
suggestion.  I  do  not  think  it  is  radical,  but  I  would  not  be  willing 
to  suggest  and  defend  it  for  the  correction  of  this  situation  if  I  did  not 
think,  in  the  first  place,  that  it  was  necessary,  and  if  I  did  not  hope, 
on  the  other  hand,  that  if  any  such  program  were  adopted  there 
would  be  coupled  with  it  some  adequate  protection  to  the  system  in 
the  way  of  supervision  of  these  banks  which  are  now  imder  the 
supervision  of  the  various  State  authorities. 

In  our  district  the  supervision  which  is  afforded  by  the  bank 
authorities  of  the  States  of  New  York,  New  Jersey,  and  Connecticut 
is  excellent  and  admirable,  and  we  are  satisfied  with  it  and  have 
no  complaint  to  make  about  it.  I  am  not  sure  that  that  same  degree 
of  care  m  supervision  is  exercised  in  all  the  other  States,  and  it  would 
be  such  a  responsibility  for  the  Federal  reserve  system  to  assume  to 
take  care  of  me  credit  requirements  of  an  additional,  say,  10,000  or 
15,000  members,  that  I  think  if  anything  is  done  to  encourage  such 
a  development  by  making  admission  to  membership  more  attractive, 
or  by  any  measure  to  reauire  it,  before  doing  so  the  Federal  reserve 
banks  themselves  and  tne  Federal  Reserve  Board  should  be  very 
carefully  safeguarded  and  given  ample  powers  to  protect  the  system. 

Representative  Sumners.  Could  it  possibly  be  arranged  so  that  it 
could  safely  be  done  that  the  primary  banking  risk  in  communities 
where  there  is  an  extraordinary  demand  for  credit  could  bed  is- 
tributed  ? 

Gov.  Strong.  Well,  it  might  be  done  by  associations  of  banks. 
That  is  a  development  that  has  not  taken  place  in  the  United  States 
at  all,  practically,  as  you  know.  There  are  m  some  sections  what  they 
call  chains  of  banks,  where  the  same  interests  own  auite  a  number  of 
banks.    That  has  developed  in  Georgia.     But  sucn  an  association, 
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as  a  rule,  I  should  say,  would  be  like  a  chain;  that  is,  just  as  strong 
as  its  weakest  link.  What  I  would  like  to  see  is  a  more  complete 
binding  together  of  all  the  banks  in  the  country  into  a  system  which 
will  result  m  a  more  even  distribution  of  credit  and  a  more  effective 
protection  against  the  withholding  of  credit  at  times  when  it  is  needed 

Representative  Sumners.  The  country  bank's  difficulty  does  not 
arise  primarily  out  of  any  inability  to  get  good  loans,  but  arises  out 
of  the  fact  that  if  it  takes  a  great  many  good  loans,  which  may  be 
paid  off  seasonally,  and  its  own  debts  are  .called,  and  it  can  not  renew 
its  rediscounts,  it  will  go  broke.  I  think  that  is  the  primary  diffi- 
culty with  regard  to  the  country  banks. 

Gov.  Strong.  From  the  discussions  I  have  had  with  the  officers 
of  other  reserve  banks,  regarding  that  very  situation — it  has  not 
arisen  in  our  district — ^where  these  great,  excessive  advances  are 
made,  which  are  common  in  the  agricmtural  sections,  by  the  Federal 
reserve  bank  to  its  member  bank,  the  reason  that  situation  arises  is 
this,  Congressman.  The  member  bank  has  made  large  loans,  very 
large  loans,  to  all  of  its  agricultural  customers,  at  a  period  ojf  high 
prices  when  a  large  volume  of  credit  was  required.  It  has  borrowed 
in  corresonding  volume  from  its  reserve  bank,  and  subsequent  to 
the  creation  of  the  debt  of  the  customer  to  the  member  bank,  and  of 
the  member  bank  to  the  Federal  reserve  bank,  it  has  lost  deposits 
heavily.  That  reduces  the  basic  line  and  increases  the  proportion  of 
borrowing  by  that  member  bank. 

In  examining  all  these  figures  of  excessive  borrowings  by  member 
banks,  I  think  it  should  be  borne  in  mind  that  the  pidure  they  pre- 
sent results  from  a  reduction  of  deposits  rather  tnan,  in  the  first 
place,  an  excessive  advance.  Then,  of  course,  with  this  price  de- 
cUne,  it  has  left  not  only  the  member  bank  but  the  Federal  reserve 
bank  with  loans  on  hand  that  are  not  well  secured  at  the  present 
time.  They  will  be  in  time,  they  will  be  worked  out,  but  they  must 
be  carried  for  the  present. 

Representative  oumners.  I  do  not  think  we  will  have  to  provide 
as  a  permanent  system  one  which  is  necessary  to  carry  us  through 
this  emergency.     I  do  not  think  that  is  indicated. 

Gov.  Strong.  Well,  speaking  for  the  Federal  reserve  system,  I 
do  think  that  no  permanent  legislation  should  result  from  the  present 
unusual,  extraordinary  conditions  that  will  distort  the  purpose  of  the 
Federal  reserve  system  beyond  its  sound  and  orginai  purpose  into 
something  wholly  different,  simply  to  meet  an  emergency  which  I 
hope  we  shall  not  have  to  face  again.  There  is  danger  in  that. 
The  act  is  pretty  sound,  and  I  think  we  can  depend  upon  it  through 
the  years,  as  it  develops  and  as  we  have  greater  expenence. 

I  did  not  intend,  Mr.  Chairman,  to  do  any  more  in  this  part  of  the 
discussion  than  to  suggest  some  points  that  had  occurred  to  me  as 
exceedingly  important  for  consiaeration.  The  unrelated  situation 
in  which  all  of  these  little  banks  stand  with  reference  to  the  system 
as  a  whole  is  one  of  the  principal  ones,  which  I  think  makes  them 
ineffective. 

The  Chairman.  What  you  say  in  that  respect  is  emphasized  by 
such  examinations  as  I  have  made  of  the  statements  of  banks  in  even 
relatively  small  communities.  Take,  for  instance,  a  county  in  which 
the  industry  is  wholly  agricultural.  The  status  of  the  banks  varies 
widely.     Some  of  the  banks  will  be  very  much  expanded,  others  will 
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not  be  expanded  at  all,  and  there  is  no  correlation  through  which  the 
banks  which  have  not  been  pressed  can  in  any  way  assist  the  banks 
which  have  been  pressed. 

Gov.  Strong.  What  controls  it  is  competition,  and  the  element  of 
competition  carried  too  far  in  banking  may  become  dangerous. 
We  had  a  threat  of  that  very  thing  during  the  war  in  the  payment  of 
excessive  interest  on  balances,  which  was  checked,  I  think,  by  the  eflFec- 
tive  action  taken  by;  the  Federal  Reserve  Bank.     (See  pp.  595-622.) 

Now,  if  you  are  willing  to  assume  that  this  inequality  in  the  distri- 
bution of  credit  is  promoted  by  the  lack  of  a  suitable  relationship 
between  the  banks  of  the  coimtry,  then  I  think  it  is  necessary  to  state 
definitely  that  we  feel  that  situation  can  not  be  corrected  oy  over- 
extension of  credits  to  those  banks  that  are  willing  to  overborrow. 
That  is  the  situation  that  we  are  in  to-day  in  some  sections  of  the 
country.  Just  as  you  say,  it  is  very  spotty.  In  a  certain  community 
out  through  the  country  districts  there  may  be  some  banks  that  have 
unwisely  and  dangerously  overextended,  and  in  the  same  community 
a  banker  with  a  different  point  of  view  of  what  is  good  banking  may 
not  be  owing  anything  to  ms  reserve  bank  at  all.  The  complication 
of  the  present  situation,  with  20,000  banks  not  members  of  the  Federal 
reserve  system,  throws  us  back  on  the  possibility  of  aid  that  may  be 
afforded  by  overextensions  of  credit  to  those  few  that  are  willing  to 
overloan.  I  do  not  think  that  is  a  sound  method  of  dealing  with  the 
fair  and  equitable  distribution  of  credits  throughout  the  coimtry. 

There  is  another  difficulty  that  has  been  discussed  frequently,  and 
was  mentioned  to-day,  and  that  is  the  fact  that  the  Feaeral  reserve 
act  does,  as  it  is  designed,  furnish  short-time  credit  for  the  promotion 
of  the  industry  and  commerce  of  the  country — to  finance  the  produc- 
tion and  movement  and  sale  of  goods,  and  f imdamentally  the  paper 
which  it  takes  was  originally  expected  to  be  that  paper  which  repre- 
sented an  actual  sale  of  gooas.  As  I  understand,  m  the  earher  drafts 
of  the  Federal  reserve  act  it  substantially  limited  the  reserve  banks 
to  such  paper,  and  it  was  only  in  its  later  edition,  so  to  speak,  that 
the  language  was  introduced  which  permitted  the  reserve  banks  to 
make  loans  upon  distinctly  agricultural  paper  which  had  a  maturity 
of  six  months. 

Then  at  the  other  end  of  our  banking  development,  or  our  credit 
development,  we  have  the  system  of  farm-loan  banks  which  provides^ 
and  will,  I  believe,  in  increasing  amoimts,  and  upon  soimd  principles^ 
provide  the  farmer  with  mortgage  loans  for  long  periods,  properly 
amortized,  and  so  on. 

The  paper  which  is  eligible  for  discoimt  at  the  reserve  banks,  being 
short-time  paper,  and  the  mortgage  loans,  which  are  handled  by  the 
farm-loan  banks,  being  long-time  paper,  undoubtedly  result  in  leaving 
a  gap  between  the  ne^  of  the  farmer  for  a  long  mortgage  loan  at  one 
end,  and  the  need  of  the  manufacturer  and  meroiant  for  a  90-day  loan. 
The  farmer's  requirements,  I  should  gather  from  what  little  I  have- 
heard  and  observed  about  it,  would  in  the  case  of  the  wheat  grower^ 
run,  say,  from  six  to  nine  months,  and  there  is  the  extreme  case  of  tho 
cattleman  who  would  need  a  credit  of  from  two  to  three  years. 

Now,  it  is  a  fact,  and  we  must  admit  it,  that  the  existing  machinery 
of  our  credit  system  is  not  quite  adequate  to  provide  credits  of  that 
length  of  time.  The  Federal  reserve  system  should  not  do  it,  and 
much  of  it,  a  very  large  amount  of  it,  imaoubtedly  is  not  of  a  character 
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that  should  be  made  thB  subject  of  permanent  mortgage  loans  on  a 
man's  farm.  But  I  am  inclmed  to  thmk  that  it  would  oe  a  good  thin^ 
if  some  arrangement  could  be  made  through  the  employment  m 
private  capitaiby  which  either  the  Federal  farm-loan  system  or  some 
other  agency — I  should  think  the  former  would  be  the  better— could 
provide  a  certain  amoimt  of  credit  of  that  character,  distinctly  for 
agricultural  use. 

The  diflBiculties  can  not  be  overlooked.  There  are  a  number  of  ihem. 
One  is  that  that  type  of  credit  is  now  furnished  by  the  banks  of  the 
coimtry  in  very  lai^e  part,  and  if  another  type  of  credit  institution 
or  credit  service  is  developed  I  should  apprehend  that  it  would  devdop 
a  good  deal  of  antagonism  from  the  country  bankers  who  would  feel 
that  they  would  lose  their  farmer  customers. 

Another  difficulty  lies  in  the  fact  that  agriculture  being  a  seasonal 
operation  requires  a  large  volume  of  credit  at  the  peak  of  flie  planting 
and  harvestmg  seasons,  and  during  the  intermediate*  seasons  the 
amount  of  credit  required  is  more  moderate,  at  times  very  small. 
Now,  there  should  be  a  regulator  in  there,  so  that  an  imeconomical 
arrangement  of  credit  would  not  result  if  any  such  plan  were  adopted. 

My  notion  of -what  would  be  a  proper  regulator  is  this.  When  a 
farmer  borrows  money  for  nine  months,  say,  he  borrows  it  in  the 
first  instance  early  in  the  season,  and  his  borrowings  increase  as  tiie 
season  progresses.  His  first  borrowings  are  possibly  for  the  purpose 
of  purchasmg  fertilizer,  stores  for  the  farm,  possibly  some  farm  imple- 
ments, and  he  has  to  begin  paying  his  labor,  plowing  the  ground,  and 
preparing  the  crop.  At  that  time  nothing  has  been  proouced  as  the 
basis  of  credit.    As  the  season  progresses,  however,  he  has  a  croo 

growing,  and  toward  the  end  of  the  season  he  has  a  crop  matured  and 
arvested. 

Now,  it  seems  to  me  perfectly  proper  that  whatever  institution 
engages  to  furnish  that  mrmer  with  nine  months'  credit  should  be 
permitted,  when  that  credit  approaches  within  a  short  period  of 
maturity,  say,  three  or  four  months,  to  go  directly  to  the  reserve 
bank  and  discount  the  paper.  My  point  is  that  if  this  is  done,  then 
we  are  still  observing  tne  principle  which  should  be  observed  in  the 
reserve  system,  that  the  paper  which  the  reserve  banks  hold  should 
be  paper  representing  actual  value.  The  crop  then  would  be  further 
matured,  there  woula  be  value  behind  the  paper,  and  the  time  would 
shortly  be  approaching  when  the  actual  sale  of  the  crop  would  liqui- 
date the  paper.  This  plan  would  overcome  the  difficulty  which  might 
be  encountered  of  providing  the  very  maximum  of  credit  for  crop 
making  and  crop  moving  purposes,  a  large  part  of  which  would  be 
idle  during  a  large  part  of  the  year. 

These  are  suggestions  that  I  am  making  quite  modestly.  I  do  not 
claim  to  know  a  great  deal  about  the  conditions  of  agricultural  credit 
So  far  as  the  principles  here  involved  are  concerned,  I  can  not  see 
any  objection.  Assuming  that  the  Federal  farm  loan  system  will  be 
used  for  this  purpose,  I  can  not  see  any  objection  to  such  a  relation- 
ship being  established  between  those  banks  and  the  Federal  reserve 
banks  as  would  enable  the  former  to  discoimt  good  paper,  with  their 
indorsement,  directly  with  the  Federal  reserve  bank,  imder  proper 
safeguards. 

Representative  Ten  Eyck.  Is  it  your  suggestion  that  the  farm  loan 
banks  should  discount  this  paper  ? 

Gov.  Strong.  Yes,  sir. 
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Sepresentative  Mills.  Is  it  not  true  that,  generally  speaking,  the 
fund  which  the  Federal  reserve  sjrstem  is  intended  to  mobiuze  is 
the  fund  of  liquid  capital  that  turns  over  very  rapidly  in  a  compar- 
atively short  term  ? 

Gov.  Strong.  Yes,  sir. 

Representative  Mills.  Now,  if  the  farm  credit  is  limited  so  far  as 
this  particular  fimd  is  concerned,  it  is  limited  because  the  length  of 
time  for  which  that  credit  is  reauired  is  so  great  that  it  exceeds  the 
time  limit  for  which  this  particular  fund  is  primarily  intended  ? 

Gov.  Strong.  Yes,  sir. 

Representative  Mills.  That  is  to  say,  when  vou  get  from  nine 
montns  to  two  vears  you  are  no  longer  dealing  with  what  we  may  call 
the  most  liquid  capital^  but  you  are  rapidly  approaching  the  point 
where  you  will  be  dealmg  with  an  investment,  or  something  in  the 
nature  of  an  investment? 

Gov.  Strong.  Yes;  it  is  not  self -liquidating  paper. 

Representative  Mills.  Now,  I  notice  in  a  letter  which  Mr.  Hoover 
wrote  to  Senator  Capper  dealing  with  this  very  question,  he  suggested 
that  for  these  farm  credits  of  a  more  or  less  extended  period,  the 
funds  would  have  to  be  obtained,  not  from  the  particular  liquid 
capital  that  is  available  in  the  Federal  reserve  system,  but  from  that 
capital  which  is  ordinarily  available  for  investment  purposes;  in 
other  words,  that  we  shoula  turn  to  the  investment  funds  rather  than 
to  the  short-term  commercial  paper  funds.  What  have  you  to  say 
as  to  that! 

Gov.  Strong.  I  think.  Congressman,  that  the  plan  I  propose  lies 
right  in  between.  The  paper  would  have  a  self-hquidatmg  element 
toward  its  maturitv  to  a  very  large  extent.  It  would  not  represent 
poods  actually  sola,  but  it  would  represent  goods  that  are  certain  to 
be  sold  if  they  are  produced. 

Representative  Mills.  Let  us  take  these  farm  loan  banks.  To-day 
thev  obtain  their  fimds,  as  I  understand  it,  from  the  sale  of  bonds, 
and  they  hold  as  security  the  mortgages  on  which  their  funds  are 
loaned  ?  • 

Gov.  Strong.  Yes,  sir. 

Representative  Mills.  Is  it  your  idea  that  they  would  obtain  their 
funds  to  loan  out  for  these  purposes  by  short-time  securities,  with 
these  various  notes  as  security  for  their  own  short-term  notes! 

Gov.  Strong.  Possibly  the  ideal  situation,  were  it  possible  to 
bring  it  about,  would  be  to  have  the  new  credit  provided  by  some 
such  mutual  relationship  in  the  farming  communities  as  would 
result  in  the  surplus  credits  of  the  wealthier  farmers  being  applied  to 
financing  those  farmers  who  have  no  surplus  of  credit.  To  do  that, 
it  seems  to  me,  would  involve  introducmg  the  land  banks,  as  now 
called,  into  the  deposit  business  and  bringing  them  pretty  close  to 
doing  commercial  banking.  That  would  certainly  encoimter  the 
opposition  of  all  the  coimtry  banks  of  the  country;  they  would  not 
only  lose  their  deposits,  but  they  would  lose  their  customers  who 
borrow  those  deposits. 

Representative  Mills.  Well,  now.  you  suggested  that  before. 
That  course  is  one  way  of  obtaining  lunds  and  for  them  to  grant  this 
credit.  Now,  assuming  they  can  not  go  into  the  deposit  business, 
would  it  be  possible  for  them  to  obtain  the  fimds  by  issuing  a  series 
of  short-term  notes,  for  one,  two,  and  three  years,  against  which  the 
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commercial  paper,  let  us  say,  which  they  would  get,  would  be  the 
security  f 

Gov.  Strong.  Yes,  sir.  Now,  carrving  that  program  into  actual 
operation,  see  what  would  resiilt.  I  tmnk  that  as  a  part  of  the 
program  some  form  of  obligation  should  be  issued  and  sold  to  inves- 
tors, possibly  a  short-term  note.  At  the  peak  of  the  season,  when 
borrowing  is  at  its  height,  there  would  be  a  large  volume  of  those 
notes  outetanding.  mien  the  crop  came  in  and  was  sold,  a  very 
large  part  of  the  paper  that  was  behind  those  notes  would  be  liqui- 
dated and  paid,  ana  the  bank  would  have  a  volimie  of  paper  out- 
standing with  no  earning  assets  to  support  it.  A  very  much  smalls 
amount  of  obligations  outstanding  at  a  permanent  mterest  charge 
would  be  necessary  for  such  loans,  if  the  farmers'  notes,  or  whatever 
they  might  be,  could  be  taken  directly  to  the  reserve  bank  and  dis- 
coimted.  That  would  take  the  peak  off  the  load  of  borrowing  which 
the  land  bank  would  be  required  to  carry. 

Representative  Mills.  Just  a  minute.  How  much  of  this  paper 
could  the  Federal  reserve  banks  afford  to  discount,  and  so  tie  up  thdr 
funds  for  comparatively  long  periods  of  time  f 

Gov.  Steong.  Only  for  three  or  four  months.  I  would  not  take 
that  paper  into  a  reserve  bank  imtil  it  had  run  to  vnthin  three  or  four 
montns  of  maturity. 

Representative  Mills.  1  get  your  point.  Just  let  me  complete 
this  proposition,  because  it  seems  to  me  that  this  is  one  of  the  propo- 
sitions which  this  committee  can  deal  with  in  the  way  of  making  a 
constructive  siiggestion. 

Is  it  ycmr  opimon.  Gov.  Strong,  that  the  solution  of  the  problem  of 
taldng  care  of  this  gap,  which  admittedly  exists,  lies  along  the  line 
which  we  have  just  oeen  discussing} 

Gov.  Strong.  I  think  if  the  two  matters  which  we  have  discussed- 
getting  the  whole  banking  system  tied  together  more  closely,  and 
taking  care  of  these  credits  of  from  nine  months  to  two  years— are 
properly  done  and  put  into  operation,  we  will  hear  very  little  more 
complaint  from  the  farmers  about  credit.  * 

Representative  Mills.  Well,  if  you  were  called  upon  now  to  make 
a  choice  as  between  these  two  funds,  one  of  which  we  may  describe 
as  the  deposit  fund  and  the  other  of  which  we  may  describe  as  the 
investment  fund,  which  one  of  the  two  funds  womd  you  select  for 
this  particular  form  of  credit  ?  , 

Gov.  Strong.  I  would  select  the  investment  funds,  without  any 
question. 

Representative  Mills.  Because  of  the  opposition  which  would 
come  from  the  country  banks  ? 

Gov.  Strong.  Not  only  the  opposition,  but  I  think  if  the  plan 
succeeded  it  would  result — ^I  mean  if  that  plan  of  using  the  deposit 
fund  were  tried  and  succeeded,  it  would  result  in  hard^ps  in  other 
directions  as  the  result  of  the  withdrawal  from  these  coimtry  banks 
of  deposits  which  should  not  be  withdrawn.    Those  are  banking  de- 

Eosits,  and  they  perform  a  great  service  in  the  community  where  the 
ank  does  its  business. 

Congressman,  I  hope  you  understand  one  of  the  reasons  for  my 
maldng  this  very  tentative  su^estion.  Most  of  the  country  banks 
throu^out  the  United  States,  I  believe — I  certainly  know  it  is  so  in 
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our  district — ^make  loans  to  farmers,  and  take  from  them  a  mortgage 
on  their  farm.  The  mortgage  is  not  recorded;  it  is  held  as  a  sort  of 
collateral  security  to  be  employed  in  case  the  farmer  does  not  pay. 
Much  of  the  paper  which  goes  to  the  Federal  reserve  banks,  or  will 
go  to  the  Federal  reserve  banks,  from  the  farming  communities  is 
uiat  very  paper.  It  is  from  the  standpoint  of  the  country  bank  a 
more  or  less  permanent  investment.  The  farmer  is  always  borrowing 
a  little,  more  or  less,  and  he  has  lodged  this  mortgage  with  the  bank 
to  secure  the  bank  for  whatever  he  does  borrow,  which  fluctuates. 
That  is  the  paper  which  we  get  in  the  Federal  reserve  bank,  and  f  rwikly , 
it  is  not  the  kind  of  paper  which  we  should  ^et.  If  the  paper  which 
we  got  was  such  paper  as  passed  through  me  land  bamc  under  the 
conditions  I  have  described,  it  would  really  improve  the  character 
of  the  paper  that  comes  to  the  reserve  bank  rather  than  the  reverse. 
That  is  my  belief. 

Representative  Ten  Eyck.  To  make  your  suggestion  a  little 
clearer,  wiQ  you  explain  again  where  the  land  bank  is  to  get  this 
money  that  tney  are  going  to  loan  in  this  way  to  the  farmers  ? 

Gov.  Strong.  When  the  land  bank  now  makes  a  mortgage  loan  it 
pledges  the  loan  as  security  for  a  bond,  which  it  issues,  ana  sells  the 
Dond  to  the  public. 

Kepresentative  Ten  Etgk.  I  mean  the  particular  kind  of  loan 
that  we  are  goingto  make  on  this  short-term  mortgage. 

Gov.  Strong.  The  land  banks  might  do  the  same  thing,  only  they 
might  adopt  a  different  kind  of  obligation  adapted  to  a  snort  period. 

Kepresentative  Ten  Eyok.  I  imderstand  your  suggestion.  Along 
that  line,  did  you  say  before  that  if  we  started  another  system  ^ 
depository  banks  or  loan  banks  they  would  come  in  competition 
with  the  present  national  banks  ? 

Gov.  Strong.  If  they  were  permitted  to  receive  deposits  they 
would  be;  yes,  sir. 

Kepresentative  Ten  Eyck.  And  in  that  way  we  would  really  have 
two  banking  institutions  to  do  the  work  of  one  ? 
,  Gov.  Strong.  Yes,  sir;  and  it  would  be  indirectly  applying  de- 
posits payable  on  demand  to  the  making  of  loans  for  a  longer  period 
than  tnat  kind  of  deposits  should  be  apphed  to. 

Representative  Ten  Eyck.  The  present  system  of  loaning  to  the 
farmer  is  through  the  national  banks  in  their  particular  localities, 
is  it  not  ? 

Gov.  Strong.  The  commercial  bank.  National  or  State. 

Representative  Ten  Eyck.  If  that  is  the  case,  and  they  still  want 
these  deposits  of  the  farmer,  why  should  we  not  utiUze  them  to  loan 
to  the  people  whose  deposits  they  are  really  looking  for?  The 
reason  I  ask  that  is  this:  I  beUeve  that  all  the  strength  of  our 
national  bimks  Ues  in  the  fact  that  their  business  is  done  with  all  the 
various  industries  of  the  country.  When  one  is  prosperous  another 
may  be  not  so  prosperous,  but  the  balancing  of  the  different  accounts 
helps  to  sustain  the  business  throughout  the  entire  year. 

We  have  in  the  countrv  peak  tunes  of  borrowing,  peak  times  of 
deposits,  and  if  the  farm  loan  bank  puts  out  certificates  in  the  way 
you  suggest,  so  that  it  will  have  money  enough  to  loan  at  the  peak 
time  01  borrowing,  there  will  be  times  when  they  will  have  a  surplus 
that  they  will  have  to  loan  in  competition  with  the  national  banks. 
From  that  standpoint  I  feel  that  we  ought  to  utilize  that  which  we 
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have,  the  national  banks,  to  extend  the  credit,  by  extending  the  dis- 
count privileges  of  the  reserve  bank  if  it  is  necessary.  It  was  not 
perfect  at  the  time  when  it  was  first  enacted;  we  have  extended  it 
to  meet  requirements  vastly  greater  in  volume  than  we  would  have  to 
if  we  extended  it  to  take  care  of  the  farmers'  loans.  When  it  was  first 
conceived,  as  I  imderstand  it,  the  reserve  bank  was  to  take  care  of 
loans  upon  articles  or  products  in  commerce.  Now  it  has  gone 
beyond  that  to  a  certain  extent^ — ^— 
Gov.  Strong.  Only  in  two  respects,  Congressman. 
Representative  Ten  Eyok.  Yes;  in  two  respects.  Let  us  make 
the  tnird  respect  that  it  will  go  further  in  relation  to  the  farmer. 
Now,  I  believe  the  duty  of  the  banking  institutions  is  to  consider 
the  length  of  the  turnover  of  the  industry  to  which  it  is  loaning.  If 
the  manufacturing  plants  deserve  00  days,  there  is  no  reason  why 
that  same  institution  should  not  give  nine  months  to  another  indus- 
try whose  turnover  is  nine  monuis.  There  is  only  one  branch  of 
the  farming  industry  that  needs  more  than  nine  months,  or  a  year 
at  the  outside,  and  that  would  be  the  cattle-raising  industry  of  the 
coimtry.  I  doubt  very  much  whether  there  is  any  other,  and  I 
believe  that  some  special  arrangements  can  be  made  by  them,  if 
worked  out  properly,  either  through  our  national  banks  or  through 
the  loan  bank,  if  you  choose  that — I  believe  that  even  that  comd 
be  worked  out  with  the  national  bank.  The  only  way  in  which  I 
think  it  might  be  detrimental  to  the  national  bank  is  in  the  fact  that 
they  can  not  make  as  much  money  out  of  long-time  paper  as  they 
can  out  of  short-time  paper. 

Gov.  Strong.  Of  course^  you  realize  that  the  abandonment  of 
the  principle  of  this  short-time  self-liquidating  paper  is  an  abandon- 
ment of  the  very  first  and  most  fimdamental  principle  of  reserve 
banking. 

Representative  Ten  Eyck.  I  realize  what  you  mean. 
Gov.  Strong.  We  have  gone  a  very  long  way  in  issuing  what  is 
known  as  assets  currency  in  the  United  States — in  fact,  afinost  the 
limit.  And  if  other  means  can  be  found  to  meet  this  situation,  as 
I  believe  there  can  be,  how  much  better  it  is  going  to  be  for  us  to 
stick  to  the  tried  principles  of  banking  that  we  know  have  stood  the 
test.  I  mean  the  type  of  banking  which  involves  making  the  loans 
or  assets  of  the  bank  the  basis  of  the*  country's  currency. 

Representative  Ten  Eyck.  My  idea  is  this,  that,  we  are  taking 
one  industry — and  I  think  it  is  a  bad  precedent  to  establish — ana 
making  a  certain  class  of  bank  do  its  business,  where  its  own  invest- 
ment IS  not  wound  up  in  the  institution  or  the  particular  organi- 
zation that  is  carrying  on  the  institution.  It  might  happen  later  on 
that  the  United  States  Steel  Corporation  would  be  imable  to  get  the 
accommodations  that  it  needed,  and  we  would  have  a  community 
bank  backed  by  the  Government  to  take  care  of  the  accommoda- 
tions of  the  United  States  Steel  Corporation.  Of  course,  that  is  a 
far-fetched  comparison,  but  nevertheless  when  we  are  establishing 
short  time  loans  through  a  land  bcuik  that  is  established  for  the 
purpose  of  taking  care  of  one  industry  I  believe  we  are  separating 
that  industry  too  far  from  the  others,  and  destroying  their  inter- 
dependence, and  their  particular  needs  at  certain  seasons  of  the  year 
will  not  be  balanced  by  the  particular  needs  of  other  industries  at 
other  times  of  the  year.  I  think  that  is  establishing  a  bad  prece- 
dent. 
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Now,  Fwant  to  see  them  get  proper  credit  even  though  they  have 
to  get  it  in  that  way,  but  still  oelieve  they  can  get  proper  accom- 
modations from  the  small  national  banks. 

Gov.  Strong.  I  think,  Congressman,  we  are  confonning  to  prece- 
dent in  doing  that.  For  instance,  we  have  established  a  special 
dass  of  banks  to  enable  them  to  get  long  time  mortgage  loans.  The 
same  principle  would  apply  to  a  life  insurance  company.  A  life 
insurance  company  in  a  sense  is  a  bank,  and  we  establish  a  different 
dass  of  institution  to  insure  the  risk  of  life,  a  risk  which  can  be  re- 
duced by  a  certain  computation  as  to  what  it  involves,  which  per- 
mits life  insurance  companies  to  buy  long  time  investments,  whidi 
they  do. 

I  want  to  look  at  this  from  the  standpoint  of  banking  a  little  bit,  in 
order  to  preserve  a  sound  banking  system.  Here  is  a  class  of  business 
which  happens  to  be  conductecf  bv  men  that  we  call  farmers.  It 
calls  for  a  character  of  accommodation  which  to  my  mind  should 
not  be  afforded  up  to  the  point  you  have  mentioned  by  the  institution 
upon  which  the  country's  currency  depends  for  its  prompt  liquidation 
when  it  is  no  longer  needed. 

This  would  not  deprive  the  farmer  of  access  to  the  Federal  reserve 
system.  He  would  still  be  able  to  go  to  his  ordinary  bank,  where  he 
would  still  be  obliged  to  carrv  his  ordinary  bankmg  account,  and 
borrow  to  the  limit  now  provided  by  law,  and  that  paper  would  still 
go  to  the  Federal  reserve  bank.  I  am  simply  suggestmg  a  means  of 
taking  care  of  not  only  the  peak  of  the  load  but  the  longer  time  credit 
that  ue  farmer  reqmres. 

Representative  Ten  Etgk.  But  in  so  doing  we  are  practically 
admitting  that  the  national  bank  is  not  the  ha,nk  to  take  care  of  the 
entire  needs  of  the  farmer  in  what  he  might  call  his  short  time  loans. 

Gov.  Strong.  Admittedly  so;  that  is  true  of  his  mortgage  loan 
requirements. 

Kepresentative  Ten  Eyck.  Mortgages  are  an  entirely  different 

{proposition.  This  is  what  we  call  the  short  term  borrowmg  of  the 
armer.  Now,  in  arranging  another  institution  to  take  care  of  this 
we  are  admitting  that  the  national  bank  has  not  been  able  to  take 
care  of  the  tmnover  of  the  farming  industry  of  the  country.  And 
I  do  not  beUeve  that  is  so. 

Gov.  Strong.  Well,  I  myself  think  that  the  need  of  the  farmer  just 
now  has  been  very  greatly  exaggerated  in  this  regard.  He  has  been 
pretty  well  financed — ^I  thmk  at  rather  too  high  rates  in  some  sections. 

Representative  Ten  Etok.  I  am  not  discussing  that;  I  am  bringing 
it  down  to  what  we  should  do  in  the  future  to  give  him  what  he  needs, 
and  to  cut  out  undue  criticism  as  regards  the  accommodations  he  is 
being  given.  But  the  very  fact  that  you  admit  here  that  there  should 
be  another  institution  organized  to  tate  care  of  the  needs  of  the  farmer 
is  an  admission  that  the  larmer  has  not  been  given  the  proper  credits 
up  to  this  time. 

Gov.  Strong.  I  think  he  has. 

Representative  Ten  Eyck.  Well,  then,  we  do  not  need  the  other. 

(Jov.  Strong.  I  might  be  inclined  to  agree  with  you  on  that. 

Representative  Ten  Eyck.  Well,  I  do  not  agree  with  you  on  that. 
I  believe  he  needs  it,  and  I  think  that  the  national  banks  to-day 
should  be  so  regulated  that  they  could  give  it  to  him  and  keep  him 
within  the  circle  that  circumscribes  all  the  industries  of  the  country, 
instead  of  putting  him  off  to  one  side  by  himself.  r^         i 
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Gov.  Strong.  Now,  is  not  this  the  fact,  Congressman,  that  we 
have  developed  this  enormous  agricultural  industry  of  the  United 
States  with  the  facilities  that  we  have  had,  and  it  has  been  an  enor- 
mous development.  The  great  West  has  been  built  up  on  it,  and  it 
has  been  done  with  these  very  institutions  that  you  reier  to 

Representative  Ten  Eyck.  But  you  do  not  see  the  psychology  of 
this  thing — let  me  say  this,  and  then  I  will  hear  your  explanation: 
Do  you  not  see  that  the  farmer  will  come  back  and  say,  ''All  our 
deposits  are  being  used  by  the  other  industries  of  the  coimtry,  and 
we  are  put  ojQF  to  one  side  to  make  our  borrowings,  and  what  we  want 
is  short-time  loans  on  our  turnover,  which  is  a  year  or  nine  months  in 
length.  We  are  not  permitted  to  have  money  that  we  have  deposited 
in  the  banks  loaned  back  to  us  on  our  products.  The  psychology  of 
the  thing  is  not  right. 

Gov.  Strong.  Well,  sir,  I  am  sorry  that  I  can  not  agree  with  you. 

Representative  Ten  Eyck.  I  understand  your  viewpoint,  but  I 
want  you  to  consider  mine. 

Gov.  Strong.  I  think  farming  is  a  very  different  industry  from 
the  buying  and  selling  of  goods.  I  think  it  is  a  very  different  in- 
dustry from  manufacturing  goods,  and  I  think  that  the  principles 
which  apply  to  the  operations  of  a  bank  that  issues  the  country's 
currency,  soundly  administered,  should  not  admit  paper  that  may 
run  from  nine  months  to  two  years  as  security  for  those  note  issues. 

Look  at  the  experience  of  the  rest  of  the  world  in  these  matters. 
We  take  commercial  paper,  as  we  call  it,  in  the  Federal  reserve  bank, 
and  employ  it  as  security  for  note  issues.  There  is  no  such  thing 
as  commercial  paper  in  France  and  Eiij^land.  They  take  bills  that 
represent  goods  that  have  been  actuauy  sold — not  altogether,  but 
in  the  main.  We  are  far  ahead  of  anything  that  those  institutions 
have  done  in  liberality  of  credit.  As  I  stated  the  other  day,  the 
commercial  loans  that  are  made  by  the  commercial  banks— the 
joint-stock  banks,  as  they  are  called  in  England — are  not  repre- 
sented by  notes  of  hand;  they  are  overdrafts  on  the  books  of  the 
bank.  Those  great  banks  practically  never  borrow  from  the  Bank 
of  England  at  all;  they  have  no  "cojnmerciar*  paper  of  that  kind  in 
their  portfolios  to  borrow  upon  if  they  wanted  to.  But  the  paper 
that  goes  into  the  Bank  of  England  is  the  bill  that  represents  goods 
actually  sold  and  will  be  paid  out  of  the  proceeds  of  the  sde  of 
the  goods  when  it  is  completed.  And  even  that  paper  is  not  made 
the  security  for  the  notes  of  the  Bank  of  Englana  at  all;  they  have 
not  even  gone  so  far  as  that. 

I  would  very  much  deprecate  the  addition  of  this  great  mass  of 
farming  paper  to  the  paper  upon  which  we  issue  our  notes.  We 
do  not  get  very  much  of  it  now,  I  admit,  but  I  would  very  much 
regret  seeing  the  door  opened  to  an  increase  in  the  volume  of  such 
paper  as  the  basis  of  the  country's  currency;  and  it  can  be  taken 
care  of  so  easily  otherwise. 

Representative  Ten  Eyck.  But  I  would  hate  to  see  the  na- 
tional banks  pass  the  buck,  and  then  not  have  the  farmers  get  what 
they  really  want. 

uov.  Strong.  Let  us  take  the  objection  which  you  raised  in 
regard  to  the  farmer  feeling  that  his  funds  are  being  diverted  to 
other  purposes.  If  deposits  were  not  received  bv  the  land  banks 
the  farmer  would  maintain  his  account  with  his  local  bank,  would 
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he  not?  And  for  his  ordinary  borrowing  for  a  short  period  he 
would  go  there  and  borrow  just  the  same.  ^  The  result  would  be 
that  that  bank  would  have  more  credit  to  use  in  the  commimity. 
What  I  have  heard  over  and  over  again  from  the  members  of  this 
commission  and  from  those  I  have  heard  testifving  here  is  that 
there  are  not  enough  lolnable  funds  in  these  little  conmiunities  to 
keep  the  rates  of  interest  down.  This  is  one  of  the  things  that  will 
do  it.  It  will  produce  a  surplus  for  the  development  of  those  sec- 
tions of  the  country  where  local  borrowers  are  paying  at  these  little 
banks  from  10  to  15  per  cent,  and  in  some  parts  of  the  country  they 
tell  me  that  when  the  bank  says,  '*  Well,  we  will  let  you  have  this 
money  for  6  or  8  per  cent, ''  it  does  not  mean  6  or  8  per  cent  per 
aimum,  but  6  or  8  per  cent  for  the  money,  whether  for  tnree  months, 
six  months,  or  a  year. 

Representative  Ten  Eyck.  That  is  due  to  the  fact  that  the  class 
of  paper  he  has  to  accept  from  the  farmer  is  not  rediscountable  ? 

Gov.  Strong.  Well,  he  can  discount,  I  believe,  from  75  to  90 
per  cent  of  it  to-dav. 

Representative  T^n  Eyck.  Then  you  are  doing  just  what  we 
want  done  ? 

Gov.  Strong.  That  is  what  I  have  said  from  the  beginning. 
This  business  has  been  financed. 

Representative  Ten  Eyck.  And  if  that  is  so,  then  why  should 
we  have  the  land  bank  start  out  on  another  line  entirely,  of  han- 
dling these  credits  ? 

Gov.  Strong.  Because  I  believe  to-day  that  the  farmer  is  con- 
vinced, and  especially  the  cattle  man,  and  possibly  you  are  con- 
vinced, that  the  maturity  limit  of  six  months  does  not  aflFord  the 
farmer  the  certainty  that  he  will  get  the  credit  when  he  wants  to  make  a 
note  of  nine  montns,  or  two  years,  or  three  years.  And  that  kind 
of  paper  I  do  not  think  we  should  take.  If  there  is  a  need  for  that — 
and  1  do  not  assume  to  pass  upon  it  finally,  because  we  have  not 
had  the  experience  that  the  other  reserve  banks  have  had — if  that 
is  what  the  farmers  need — what  I  believe  they  have  stated  here 
that  thev  need — the  certainty  of  credit  for  this  long  period,  then  I 
think  otner  facilities  should  be  created  for  them. 

Representative  Ten  Eyck.  Well,  there  is  a  question  whether 
the  cattle  raiser  really  needs  three  years'  credit  m  this  way.  He 
might  borrow  on  a  young  calf,  for  instance,  and  when  that  calf 
is  a  year  old  he  should  to  my  mind,  readjust  his  note,  and  a  new 
note  could  be  given  whereby  he  could  borrow  more  on  a  larger 
steer.  And  when  it  becomes  20  months  old,  inside  of  another  vear, 
he  can  pay  that  note  oflf  and  readjust  it,  and  another  note  could  be 
given  for  another  year,  because  he  can  borrow  more  money  on  the 
older  steer.    And  so  on  up  to  26  months  or  three  years. 

I  do  not  think  that  when  the  little  calf  is  running  in  the  field  the 
man  that  makes  the  borrow  of  the  bank  wants  three  vears,  or  that 
tJiat  is  all  the  money  he  wants  on  that  calf.  The  calf  increases  in 
size  and  in  value,  and  there  is  no  reason  why  the  note  should  not  be 
paid  off  at  intervals  of  a  year  or  less  and  a  new  note  made  which 
would  keep  the  note  always  within  a  year's  duration. 

Gov.  Strong.  Congressman,  when  the  farmer  expresses  the  belief 
that  his  money  has  been  diverted  to  some  other  and  awful  purpose — 
speculative,  possibly — is  it  not  because  he  has  just  been  told  so,  and 
really  he  does  not  know  ?     Is  not  that  the  fact  ? 
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Representative  Ten  Eyck.  I  am  not  discussing  that.  I  am  merely 
bringmg  up  the  psychology  of  telling  the  representative  of  one 
industry  that  he  has  got  to  jgo  in  a  particular  stall  to  borrow,  when 
all  the  other  industries  of  the  country  can  go  into  another  stall  to 
borrow  except  him,  on  the  kind  of  paper  that  is  within  the  limit  of 
his  own  turnover.  t 

Gov.  Strong.  Would  you  regard  the  note  which  the  middleman 
makes  in  order  to  finance  his  yearlv  operation,  which  you  referred 
to,  as  self-liquidating  paper  ?  m  order  to  pay  it  he  has  got  to  borrow 
again,  has  he  not  ? 

Representative  Ten  Eyck.  In  order  to  pay  he  has  got  to  borrow 
again,  and  that  is  done  every  dav.  That  is  nothing  imusual,  I 
imagine,  in  the  reserve  bank,  and  through  your  member  banks 
paper  is  paid  at  the  end  of  90  days  or  6  months,  and  rediscounted 
without  a  change,  except  the  date  on  it.  Is  not  that  a  fact,  and  is 
not  that  the  policy  of  your  bank  on  some  instances  ? 

Gov.  Strong.  Of  course  they  do,  and  there  Ls  no  relation  in  the 
reserve  bank  between  the  two  transactions.  The  diflFerence  between 
what  you  have  in  mind  and  what  I  have  in  mind  is  this,  that  in  one 
case  you  want  the  reserve  bank  committed  to  carry  that  loan,  if  it 
is  rediscounted  with  us,  two  years,  or  nine  months,  or  a  year  and  a 
half.  What  I  want  is  to  see  the  paper  in  the  reserve  bank  of  a 
character  that  will  be  paid  when  it  matures  because  the  goods  which 
that  credit  has  produced  are  sold,  and  have  thus  provided  the  funds 
for  the  retirement  of  the  note.     That  is  the  ideal  condition. 

Representative  Ten  Eyck.  That  may  be  right  as  far  as  that  is 
concerned,  on  certain  classes  of  commodities,  but  I  do  beheve  that 
as  to  other  commodities  you  do  not  give  enough  consideration  to 
the  natural  length  of  time  of  the  turnover  of  the  mdustry  which  you 
are  taking  care  of.  I  beUeve  that  due  consideration  should  be  given 
to  every  class  of  industry  as  regards  its  turnover,  or  you  are  dis- 
criminating. 

Representative  Sumners.  Mr.  Ten  Eyck,  is  not  this  Gov.  Strong's 
position^  that  his  bank  is  organized  to  take  care  of  securities  that  are 
self-liquidating  and  that  the  farmer  has  a  need  for  credit  that  is  net 
self-liquidating,  and  therefore  that  credit  ought  to  be  provided  by 
an  institution  which  is  not  organized  to  handle  purely  self-Uquidat- 
ing  paper?  Might  not  this  statement  clarify  the  situation  with 
regard  to  the  farmer's  note  ?  The  ranchman  is  now  financed  largely 
through  big  commission  houses  that  have  the  contract  to  furnish  the 
money  and  sell  his  cattle.  As  the  ranchman  puts  it,  tersely,  when 
you  call  the  loan  you  call  the  cattle,  and  they  want  to  have  it  so  that 
they  can  go  to  some  institution  and  get  a  loan  for  a  period  of  time 
that  will  enable  them  to  control  the  marketing  of  then*  stuff. 

Representative  Ten  Eyck.  I  appreciate  that,  but  what  he  suggests 
doing  is  creating  an  institution  to  loan  them  that  is  not  corrmted 
with  the  other  money  markets  of  the  world,  and  they  are  liable  to 
apply  there  at  a  time  when  the  money  is  not  there,  and  again  at  other 
times  they  will  carry  too  much  money,  which  is  costly  to  them  to 
carry,  which  will  create  a  higher  rate  of  interest  unless  the  Govern- 
ment steps  in  and  subsidize  it. 

The  Chairman.  The  commission  will  take  a  recess  until  2  o'clock 
this  afternoon. 

(Thereupon,  at  12.55  o'clock  p.  m.,  the  commission  took  a  recess 
until  2  o'clock  p.  m.) 
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AFTER   RECESS. 

At  2  o'clock  p.  m.  the  commission  reassembled,  pursuant  to  the 
taking  of  recess. 

The  Chairman.  Very  well,  Gov.  Strong,  you  may  proceed. 

I  interrupted  your  conversation  with  Mr.  Ten  Eyck  this  forenoon. 
I  have  no  objection  to  its  being  resumed,  however. 

STATEMENT     OF   HON.    BENJAMIN   STBONG,    OOVEBNOB   OF 
FEDEBAL  BESEBVE  BANK  OF  NEW  YOBK— Besnmed. 

Gov.  Strong.  We  have  had  a  little  private  discussion,  but  this 
last  word  I  hope  to  say  on  that  subject,  Mr.  Chairman,  can  be  cov- 
ered in  just  a  word,  and  that  is  that  inasmuch  as  the  commercial  banks 
which  hold  the  deposits  of  farmers,  hold  those  deposits  generally 
subject  to  check,  1  feel  that  it  is  quite  likely  that  even  if  the 
national  banks  were  given  the  right  to  discount  at  the  Federal 
reserve  bank  paper  having  a  maturity  up  to,  say,  two  years,  that  it 
might  not  give  the  farmers,  and  especially  the  cattle  men  the  relief 
that  they  feel  they  need,  because  oanks  that  have  their  deposits 
subject  to  withdrawal  by  check  do  not  like  to  make  loans  for  as  long 
a  time  as  that. 

I  would  fear  that  even  if  that  privilege  were  given  to  the  Federal 
reserve  bank — and  I  do  not  like  to  admit  that  it  is  a  privilege — ^I 
doubt  whether  it  would  be  very  much  rehef  to  the  farmers,  because 
bankers  are  so  reluctant,  with  demand  deposits,  to  tie  their  funds 
up  for  longer  than  six  months.  They  will  give  indefinite  credit  to 
a  good  customer  that  is  borrowing  from  them  right  along,  expressed 
in  notes  that  mature  in  three  to  six  months,  but  they  like  to  oe  in  a 
position,  if  the  need  arises,  where  they  can  get  the  money. 

Representative  Ten  Eyck.  I  do  not  think  that  the  farmers  are 
looking  for  a  three  year  accommodation  at  the  present  moment, 
but  want  to  be  reasonably  assured  of  loans  to  accommodate  their 
turnover.  As  I  imderstand,  the  majority  of  farmers  are  looking 
forward  to  a  loan  of  nine  months  to  a  year,  the  time  of  the  majority 
of  the  turnover  of  their  production.  Now,  referring  back  to  the 
land  bank,  through  which  you  made  the  suggestion  that  the  borrow- 
ing be  done;  would  the  Federal  reserve  bank  rediscount  the  loans  ixx 
a  land  bank  in  a  different  way  from  the  way  they  are  now  rediscount- 
ing  loans  in  a  national  bank  ? 

Gov.  Strong.  They  would  take  the  paper  when  it  approached 
maturity,  within  the  time  limit  provided  in  the  act,  whenever  that 
may  be;  and  they  would  relieve  the  land  bank  of  a  very  large  amount 
of  paper,  and  consequently  of  the  necessity  of  borrowing  a  very 
large  amount  and  paving  high  interest  for  it  permanently,  so  to 
speak,  so  as  to  carry  tne  peak  of  the  load. 

Representative  Ten  Eyck.  In  other  words,  if  a  borrower  took  a 
paper  for  two  years,  as  you  suggested,  which  is,  as  you  say,  the 
objection  to  the  national  bank  taKmg  it,  it  would  mean  that  the  land 
bank  would  have  to  hold  that  paper  20  months  before  the  reserve 
bank  accepted  it  ? 

Gov.  Strong.  It  would,  sir,  and  that  20  months  would  be  repre- 
sented on  the  whole  by  the  amount  of  permanent  borrowing  mat 
the  land  bank  would  do  by  way  of  debentures,  or  other  loans. 
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Representative  Ten  Eyck.  Why  could  not  that  same  system  of 
operation  be  carried  through  in  the  national  bank,  provided  the  same 
accommodations  in  discount  be  given?  But  I  figure  that  it  would 
be  a  very  small  portion  of  the  loans  to  the  farmers  that  would  be  of 
that  length  of  time;  if  a  farmer  to-day  wants  a  loan  of  two  or  three 
years,  he  generally  secures  it  on  a  mortgage;  that  is  the  practice, 
as  I  understand  it  at  the  present  time. 

Gov.  Strong.  I  think  it  is,  to  some  extent,  but  I  do  not  think  it 
is  that  kind  of  credit  which  is  now  aflForded  by  the  Federal  land  banks, 
because  they  run  for  longer  terms  and  are  amortized  each  year;  they 
run  for  10  years. 

Representative  Ten  Eyck.  Twenty  years. 

Gov.  Strong.  Twenty  years. 

The  CHAIRMAN.  Is  there  any  reason  why  a  State  bank  or  land  bank 
should  take  a  debenture  or  paper  for  two  years  or  any  length  of  time 
any  more  than  a  national  bank  should  do  it  ?  Perhaps  I  do  not  make 
it  clear.  Is  there  any  more  reason  why  a  national  oank  should  not 
do  it  than  that  a  land  bank  should  do  it  f 

Gov.  Strong.  I  thii^  sir,  it  would  come  well  within  the  scope  of 
Federal  land  banks.  Tney  could  do  it  through  the  agency  of  the 
National  banks. 

The  Chairman.  The  trouble  is,  you  have  to  extend  the  agency  of 
the  land  bank  and  have  an  agency  in  every  community,  'me  ques- 
tion then  arises  whether  you  nave  enough  business  of  the  character 
suggested  to  warrant  that;  if  there  is  no  economic  reason  and  no 
financial  reason  why  a  State  bank  should  not  issue  its  own  debentures 
for  maturity  in  a  year  or  more,  and  turning  it  out  to  investors,  why 
not  use  that  agency  that  you  have,  rather  than  create  a  new  one  for 
that  purpose  ? 

Gov.  Strong.  Well,  I  think  the  national  bank  act  now  places  a 
limitation  upon  the  amount  that  a  borrower  may  borrow,  except  at 
the  reserve  bank.  I  have  not  the  provision  exactly  in  mind,  but  there 
is  such  a  limitation. 

The  Chairman.  That  is  a  difficulty  easily  corrected,  if  there  is  no 
reason  why  it  should  not  be  corrected. 

Gov.  Strong.  A  bank  of  that  kind  with  depositors  is  going  veiy 
far  afield  in  issuing  debentiu-es. 

•  The  Chairman.  Substantially  the  same  thing  was  said  when  it 
was  proposed  to  let  the  national  banks  loan  on  mortgages.  We  had 
a  great  fight  about  it  when  the  Federal  reserve  act  was  amended: 
a  lot  of  gentlemen  from  New  York,  and  others,  insisted  that  it  would 
destroy  the  whole  Federal  reserve  system;  and  it  was  done,  and  the 
system  is  surviving. 

Gov.  Strong.  Do  you  think  that  has  resulted  in  the  development 
of  any  large  volume  of  mortgage  loans  in  the  hands  of  the  national 
banks  ?    I  do  not  beUeve  that  it  has. 

The  Chairman.  I  imagine  it  is  perhaps  relatively  small,  althou^ 
my  guess  is  based  on  limited  knowledge  of  the  operations  of  banks 
in  very  limited  areas,  but  most  of  the  national  banks  that  I  know 
anythmg  about  are  not  only  loaning  their  limit  on  farm  loans,  but 
they  are  finding  ways  to  loan  more  than  their  limit. 

Gov.  Strong.  That  would  seem  to  indicate  a  need  for  some  agency 
of  that  kind. 

Representative  Ten  Eyck.  Or  a  more  liberal  policy  in  relation  to 
discounting  what  they  already  have. 
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The  Chaibman.  Now.  I  would  like  to  ^et  back  again  for  just  one 

Jnestion  to  the  expanded  condition  of  me  banks.  Apparency  all 
eposits  and  loans  and  discounts  of  all  national  banks  since  1913 
have  increased  about  100  per  cent.  In  the  same  len^h  of  time  the 
capital  and  surplus  6f  national  banks  have  increased  about  80  per 
cent.  That,  I  take  it,  to  mean  that  the  mai^n  of  sidfetj  represented 
by  capital  and  surplus  has  been  reduced  from  about  17  per  cent  to 
about  10  per  cent? 

Qoy.  Strong.  Yes;  that  is  about  it. 

The  Chairman.  Is  it  not  possible  that  the  fact  that  there  has  not 
been  a  corresponding  increase  in  banking  capital  would  represent  a 
limitation  upon  the  ability  of  ^e  bank  to  compete  in  the  emergency 
through  which  we  have  just  been  passing! 

Gov.  Strong.  It  is  both  a  legal  limitation  and  a  limitation  of  judg- 
ment. The  ill  consequences  of  such  a  condition  deyeloping  is  exhib- 
ited by  the  fact  that  banks  supporting  a  large  volume  of  credit  or 
loans,  when  they  lose  their  deposits,  as  they  are  losing  them  now, 
are  imder  the  necessity  of  borrowing  constantly  increasing  amounts 
from  the  Federal  reserve  bank.    That,  in  a  very  large  measure,  ex- 

Clains  the  large  proportion  of  loans  to  basic  lines  that  many 
anks  have  to^ay.  It  is  one  of  the  situations  resulting  from  an 
exnansion  which  subjects  the  banking  system  to  peril,  and  which 
win  be  remedied  by  natural  operation  through  the  liquidation  of 
loans  now  taking  place.  In  the  debt-paying  period  in  the  economic 
cycle  of  postwar  adjustment  those  loans  wilfgradually  come-down. 

The  Chairman.  Yes;  but  they  are  not  going  to  get  into  any  such 
relation  with  banking  capital  as  existed  in  1913  or  prior  to  1913  ? 

Gov.  Strong.  Oh,  no;  and  they  should  not.  Such  a  development 
would  represent  an  excessive  swing  of  the  pendulum  on  the  side  of 
liquidation,  because  the  normal  growth  of  our  banking  system  and 
total  resources  before  the  war  was  slightly  in  excess  of  6  per  cent  per 
amium.  I  speak  of  the  normal  growth  as  distinguished ,  from  the 
abnormal  during  the  war.  The  normal  growth  is  not  so  great  as  the 
lOOper  cent  you  quoted,  but  probably  50  per  cent  woula  be  nearer. 

The  Chairman,  i  do  not  want  to  get  you  off  of  the  line  vou  were 
discussing,  but  there  is  one  phase  that  I  do  not  think  you  nave  dis- 
cussed; tnat  is  the  influence  of  the  large  borrowings  for  investment 
to  bring  about  the  inflation;  I  mean  the  method  by  which  your  re- 
placements were  accomplished. 

Gov.  Strong.  The  peak  of  that  borrowing  occurred,  Mr.  Chairman, 
throughout  the  early  part  of  the  year  1918,  and  running  down  to  about 
December,  1918,  and  some  time  thereafter,  at  which  time  the  deficit 
of  expenditures  over  ordinary  receipts  was  running  at  the  rate  of 
$1,400,000,000  to  $1,800,000,000  a  month.  The  maximum  deficit 
was  in  December,  1918,  when  it  was  $1,857,000,000. 

Now,  that  deficit  had  to  be  met  in  the  interval  untU  the  Victory 
loan  by  these  temporary  borrowings,  and  they  were  in  such  great 
volume  that  it  was  necessarip'  to  sell  the  Treasury  certificates  directly 
to  the  banks.  One  of  the  mducements  in  the  sale  was  to  leave  the 
proceeds  on  deposit  with  the  buying  bank  until  the  Government 
needed  it,  and  then,  when  the  deposits  were  being  withdrawn,  and 
to  the  extent  that  the  certificates  had  not  been  soldby  the  bank  that 
had  purchased  them,  it  borrowed  money  of  the  Federal  reserve  bank 
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to  make  good  the  drafts  on  the  cash  balances  that  the  Goveniment 
had  with  it.  That,  in  brief,  was  the  machinery  employed  in  financjng 
these  short  loans,  which  resulted  in  the  growth  of  bank  depositfi. 
and  bank  loans  and,  in  turn,  in  the  growth  of  discounts  at  the  Federal 
reserve  banks.  It  was  a  policy  that  was  in  existence  during  the  entire 
period,  I  should  say,  down  to  about  March,  April,  or  May,  of  1920, 
at  which  time  it  was  regarded  as  safe  to  permit  trading  in  those 
certificates  in  the  open  market,  so  that  they  would  find  their  natural 
interest  level — ^investment  level.  Prom  that  time  on  the  rates  were 
more  nicely  adiusted,  so  that  they  would  be  distributed  to  the 
public.  They  tnen  became  a  rather  important  element  in  contract- 
mg  the  loan  account  rather  than  in  expanding  it.  I  suppose  to-day 
there  can  not  be  more  than  10  per  cent,  or  thereabouts,  of  all  the 
outstanding  issues  held  by  the  banking  institutions  of  the  country— 
possibly  a  uttle  more  than  that — ^whereas  at  the  time  of  the  heaviest 
Dorrowmg,  when  the  issues  ran  for  a  short  period  at  the  rate  of 
$760,000,000  a  fortnight,  something  like  80  per  cent,  or  over  80 
per  cent,  or  thereabouts,  were  owned  by  the  commercial  banks  and 
trust  companies. 

The  Chatrmax.  Referring  again  to  this  question  of  mortgage 
loans  by  banks,  I  have  some  figures  here  which  indicate  that  the 
total  loans  to  the  farmers  loaned  on  farm  mortgages,  in  1918,  amounts 
to  4^  per  cent;  in  1920,  6.52  per  cent,  the  country  over,  but  in  the 
State  of  Minnesota  the  proportion  was  19  per  cent;  in  Iowa,  23  per 
cent;  in  Missouri,  23  per  cent;  in  North  DfiJsota^  it  was  14  per  cent 
These  figures  are  fairly  representative  in  the  agncultural  States. 

Gov.  Strong.  Yes. 

The  Chairman.  So  that  in  the  agricultural  States  it  is  quite  clear, 
I  think,  that  a  very  considerable  proportion  of  the  funds  of  the 
banks  are  employed  in  mortgage  loans. 

QoY.  Strong.  How  do  those  figures  compare  with  similar  figures 
in  those  States  for  1913  ? 

The  Chaibman.  Unfortunately,  I  can  not  give  you  the  figures  for 
1913. 

Gov.  Strong.  Is  not  tliat  the  answer,  however,  as  to  whether 
they  did  increase,  in  response  to  the  amendment  of  the  national  bank 
act? 

The  Chairman.  The  proportion  of  loans  made  by  national  banks, 
as  compared  with  State  banks,  I  suppose,  is  very  small. 

Gov.  Strong.  Shall  I  proceed.  Mr.  Chairman  f 

The  Chaibman.  If  you  will,  please. 

Gov.  Strong.  One  of  the  most  important  causes  to  which  is 
assigned  the  responsibility  for  the  decline  in  prices,  and  the  difficul- 
ties that  the  farmers  have  encountered  in  marketing  their  produoo, 
has  been  the  closing  of  the  fore^  markets.  There  is  dimculty  in 
moving  our  surplus  products  of  all  kinds,  indudiii^  agricultural 
produce,  to  fore^  markets,  and  I  think  it  is  generaUy  attributed, 
m  the  popular  mind  at  least,  to  the  fact  that  adequate  credit  f adli^es 
do  not  exist  for  financing  that  movement,  and  especially  for  financing 
tiie  purchasers  abroad — the  people  abroad  who  woufd  like  to  buy 
on  credit,  but  can  not  get  the  credit. 

Now,  I  am  not  sure  that  that  is  the  reason.  In  fact,  I  am  inclined  to 
think  that  it  is  the  least  reason,  and  that  other  causes  are  more 
important  than  that.    The  most  important  of  these  is  the  extent 
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to  which  the  value  of  foreign  currencies,  measured  in  dollars,  fluctu- 
ates up  and  down.  There  are,  of  course,  a  good  many  causes,  and 
credit  is  one  of  them.  At  one  time  transportation  was  one  cause, 
and  when  the  war  broke  out  the  difficulty  of  getting  insurance  was 
a  cause.  But  at  the  present  time  the  condition  of  all  the  foreign 
exchanges  is  such  that  I  am  rather  disposed  to  think  that  violent 
fluctuations  in  exchange  rates  are  as  great  a  deterrent  against  buying 
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farm  and  other  goods  as  anything;  that  is,  as  related  to  foreign 
markets. 

The  Chaxbman.  Let  me  see  if  I  understand  you.  The  possibility 
of  exchange  rates  changing  adversely,  increases  an  element  of  uncer- 
tainty in  a  hazard  which  otherwise  would  not  appear  ? 

Gov.  Strong.  Yes,  sir. 

The.CHAiBMAN.  And  I  suppose  it  is  true  generally  that  every 
increased  hazard,  or  every  uncertainty  that  is  injected  into  every 
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sort  of  business  transaction  not  only  increases  the  difficulty  of  Uie 
transaction,  but  usually  widens  the  margin  or  price. 

Gov.  Strong.  It  does;  and  that  difficmty  requires  a  little  anilysis 
to  see  just  how  it' operates.  Fluctuations  in  foreign  exchange — tnd 
I  will  ask  you  to  distin^ish  between  the  fluctuation  in  the  exchange 
and  the  normal  operation  of  an  exchange  market  within  a  narrow 
range.  Fluctuations  in  foreign  exchange  are  generally  illustrated  as 
though  they  resembled  a  rise  and  fall  in  a  barometer,  say,  or  in  a 
thermometer.  , 

Now,  that  is  not  a  good  illustration,  because  a  fluctuating  foreign 
exchange  is  one  of  the  effects  of  a  condition  which  reacts  upon  tie 
cause — that  is,  fluctuations  in  foreign  exchange  and  their  effect 
should  be  likened,  I  think,  to  the  operation  of  a  thermostat.  When 
exchange  is  rising — that  is  to  say,  when  dollars  are  increasing  in 
value  all  over  the  world  as  they  have  recently — almost  since  the 
World  War  started — the  effect  of  that  is  gradually  to  close  our 
export  door  and  open  our  import  door.  The  reason  for  this  is 
obvious,  because  as  a  foreign  purchaser  buys  our  goods  he  has  to 
pay  for  them  in  dollars,  and  the  dollars  cost  him  an  increasingly 
nigher  amoimt,  expressed  in  his  own  currency,  and  consequently 
the  goods  that  he  has  pinrchased  have  got  to  oe  sold  in  his  cm 
coimtry  at  an  advancing  price  in  his  own  currency.  The  effect  of 
it  is  that  while  that  advance  is  taking  place,  and  before  the  readjust- 
ment in  world  prices  is  made  to  correspond  to  the  new  level  of  ex- 
change, he  is  facing  a  new  cost  of  those  goods  so  that  he  must  advance 
the  price  at  home  at  which  he  sells  them.  If  those  goods  are  raw 
materials  which  must  go  through  the  process  of  manufacture,  and 
if  it  takes  time  to  transport  them  and  ne  has  not  got  dollars  to  lay 
down  when  he  makes  his  original  contract  for  purchase,  then  he 
faces  the  possibility  of  a  very  serious  loss  when  he  does  buy  his 
dollars  in  order  to  pay  for  the  goods.  But  it  works  both  ways. 
Suppose  he  has  been  shrewd  enough  to  buy  only  those  things  lor 
which  he  has  ample  fimds  in  dollars  to  make  cash  payment  and 
insures  himself  in  that  way  asainst  an  advance  in  dollars,  he  is  not, 
however,  insured  against  a  decline  in  dollars  which  may  occur  at 
any  time,  whereupon  some  competitor  of  his,  having  purchased  in 
a  declining  market  for  dollars,  is  able  to  undersell  him  at  home. 
I  bring  that  out  to  illustrate  the  point  that  the  difficulty  is  the 
fluctuation  in  exchange. 

Now,  as  you  have  stated,  the  great  elements  of  risk  in  every  com- 
mercial transaction  are  the  risk  in  the  fluctuation  in  the  value  of  the 
goods  purchased  between  the  time  of  purchase  and  the  time  of  resale; 
and  the  second  ffreat  element  of  risk  in  a  commercial  transaction  is 
the  goodness  of  wie  credit  of  the  man  to  whom  the  goods  are  sold  by 
the  merchant  in  case  he  sells  on  credit. 

Far  beyond  anything  possible  at  the  time  when  the  world  was  settling 
balances  by  goldshipments,  exchange  fluctuation  introduces  an  element 
that  has  such  an  effect  upon  the  abuity  of  the  operators  to  operate  with 
certainty  that  it  has  a  very  serious  effect  upon  the  amount  they  are 
willing  to  buy,  when  payment  must  be  made  in  foreign  currencies. 
In  fact,  those  who  buy  goods  in  the  United  States  to-day  and  subject 
their  transactions  to  these  risks  of  foreign  exchange  fluctuation  are,  in 
a  sense,  dealing  in  futures — that  is,  they  are  dealing  in  exchange 
futures,  and  are  liable  to  be  beaten  in  market  prices  by  some  one 
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who  has  the  credit  and  employs  it  when  exchange  is  more  favorable. 
So  that  what  we  should  aim  at,  if  possible,  in  eliminating  that  diffi- 
culty is  to  eliminate  the  fluctuation  in  exchange.  It  is  perfectly 
obvious  that  the  American  exporter  or  would-be  exporter  ofgoods  is 
not  going  to  take  that  risk,  if  the  American  producer  wants  to  sell 
cotton  or  wheat  or  any  other  commodity  abroad,  he  wants  to  ^et 
a  contract  in  dollars,  and  then  he  knows  that  he  is  going  to  get  his 
cost  and  a  profit  back,  assuming  that  the  credit  is  good.  Now,  the 
foreign  buyer  is  in  no  different  position  whatever.  He  does  not  want 
to  buy  those  goods  unless  he  Knows  he  has  the  means  of  payment 
without  loss.     It  operates,  if  jou  please,  at  both  ends  of  the  line. 

The  American  producer  insists  on  tiie  buyer  taking  the  risk  of  the 
exchange,  and  the  buyer  would  naturally  seek  to  put  that  risk  and 
responsibility  on  the  seller.  And,  if  you  please,  that  operates  more 
especially  in  the  case  of  that  kmd  of  trade  which  is  usually  conducted 
upon  credits  of  three  months  or  six  months  or  any  length  of  time. 
Tne  buyer  of  goods  is  subjected  to  all  the  hazards  of  exchange  fluc- 
tuation over  Quite  a  long  period.  That  is  one  of  the  answers  to  the 
question  that  nas  been  so  frequently  raised,  Why  don't  we  get  up  big 
oiganizations  to  sell  goods  abroad  on  long  credit  ?  If  we  do  get  them 
up,  and  if  we  do  have  the  goods  to  sell  and  to  export,  how  are  we 
going  to  extend  long  credits  to  buyers  who  do  not  know,  within  a 
range  of  5,  10,  15,  or  25  per  cent  how  much  they  are  going  to  be 
called  upon  to  pay  when  that  credit  matures  ?  And  that  is  exactly 
the  situation  in  an  exchange  market  which  fluctuates  over  as  wide  a 
range  as  all  the  exchanges  have  covered  within  recent  months  or 

J^ears.  It  was  not  very  long  ago  that  we  saw  sterling  exchange  selling 
or  $4  or  better.  A  few  weeKs  ago  we  saw  it  selling  for  $3.53,  and 
all  those  who  had  entered  into  contracts  for  goods  when  sterling  was 
at  the  rate  of  S4  and  who  had  expected  to  get  dollars  at  that  rate 
four  or  five  or  six  mcmths  thereafter  have  all  lost,  of  course,  in  getting 
dollars  costing  the  rate  of  S3.53,  unless  they  have  been  fortunate 
enough  to  readjust  prices  in  their  own  country  to  a  point  where 
they  can  recover  that  loss. 

The  readjustment  of  the  international  price  level  does  not  take 
place  as  rapidly  as  exchange  fluctuates  at  the  present  time.  It  is  a 
rather  slow  and  ponderous  movement  as  compared  with  exchange, 
which  may  vary  10  or  15  cents  on  the  pound  in  a  few  days,  as  we 
have  seen  recently. 

I  have  referred  to  what  happened  in  India,  due  to  various  causes, 
when  I  was  there.  The  rate  expressed  in  sterling  at  which  a  mer- 
chant could  convert  rupees  into  sterling  at  one  time,  shortly  before 
I  reached  India,  was  such  that  for  one  rupee  he  could  get  2  shillings 
and  10  pence  in  English  currency,  and  within  a  period  ofa  few  months 
or  a  few  weeks,  ahnost,  rupees  declined  steadily  to  a  point  where  he 
could  buy  only  1  shilling  and  6  pence.  And  1  believe  it  got  below 
that;  I  believe  at  one  time  it  was  1  shilling  and  3  pence.  Consider  the 
plight  of  the  importer  who  had  purchased  goods  in  England,  say 
cotton  cloth  in  Lancashire,  and  at  the  time  of  his  purchase  sterling 
was  selling  at  the  rate  of  2  shillings  10  pence  per  rupee;  he  might 
have  had  six  months'  credit,  and  turned  around  and  sold  all  those 
goods  and  made  a  handsome  profit,  and  then  when  he  came  to  con- 
vert the  proceeds  into  sterling  he  would  find  that  his  rupees  were 
only  wortn  1  shilling  and  3  pence.     It  would  cost  him  twice  as  much 
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as  at  the  time  he  had  entered  into  the  contract.  That  is  <Hie  of 
the  extreme  cases  of  fluctuating  exchange,  and  of  losses  that  may 
result,  even  with  credits  assured,  and  with  credits  perfectly  good. 

The  pointy  summed  up  in  one  word,  is  that  merchanta  will  not 
take  that  thu'd  and  imusual  risk. 

Now,  there  are  a  variety  of  reasons  for  these  fluctuations.  Of 
course,  the  principal  reason  is  that  in  ordinary  times,  before  the  war, 
exchange  in  its  nuctuations  rarely  got  beyond  the  point  where  it 
was  profitable  for  gold  to  move;  that  is,  beyond  the  "gold  point,"  as 
commonly  expressed. 

The  (Chairman.  According  to  my  understanding,  that  representa 
the  cost  of  the  shipment  of  gold  from  time  to  time? 

Gov.  Strong.  Yes;  to  illustrate  it  simply  for  the  purpose  of  the 
record,  if  it  is  of  any  value,  Mr.  Chairman,  tne  exact  pari^,  in  round 
fibres,  of  the  gold  in  a  sovereign,  expressed  in  dollars,  is  $4.86]. 
Now,  if  an  American  importer  before  the  war  incurred  a  liability  for 
a  round  sum  of  money  lor  goods  imported  for  which  he  was  later  to 
make  payment,  say,  three  months  following  the  importation  of  the 
goods,  and  then  found  that  sterling  had  advanced  to  $4.90  or  $4.91, 
m  response  to  various  conditions  entering  into  the  market,  it  midit 
be  easier  and  cheaper  for  him  to  pay  for  those  goods  by  going  toliis 
bank  and  getting  the  gold  and  shipping  it  over,  rather  man  buyii^ 
the  exchange.  And  he  can  do  that  when  exchange  passes  the  "g(da 
point",  even  considering  the  cost  of  shipping  the  gold,  that  is,  Ac 
packing  and  shipping  diai^es,  insurance,  loss  of  interest,  abrasicm 
on  shipment,  ana  so  on.  Therefore,  the  rates  of  exchange  brfore 
the  war  were  more  or  less  automatically  limited  by  the  fact  that  the 
nations  were  settling  these  balances  due  to  and  from  each  other, 
when  they  got  out  of  balance,  by  the  actual  shipment  of  gold  from 
one  country  to  the  other.  Therefore  the  exporters  and  unporters 
were  insured  against  heavy  loss,  because  a  limit  was  fixed  upon  the 
fluctuation  of  exchange  by  the  actual  shipment  of  gold  itself. 

Now,  I  was  refemng  to  the  various  causes  of  this  fluctuation. 
The  imderlying  cause,  of  course,  lies  in  the  fact  that  the  world's 
trade  is  out  of  balance,  and  has  been  ever  since  the  war  started. 
People  have  imported  more  goods  in  some  parts  of  the  world  from 
this  country  than  they  are  able  to  pay  for  easily.  Other  causes  have 
also  added  to  the  difficulty.  If  it  had  not  been  so  greatly  out  of 
balance — if  the  amount  of  international  debt  incurred  in  connectioD 
with  the  war  had  been  less,  there  would  have  been  no  occasion  for 
the  suspension  or  control  of  gold  shipment,  and  exchange  adjust- 
ments or  settlements  would  have  been  effected  by  gold  shipments 
when  exchange  passed  the  **gold  point '*  so  to  speiSc.  I  am  pnr- 
posely  omitting  references  to  depreciated  currencies. 

And  one  of  me  evidences  of  the  fact  that  this  indebtedness  is  con- 
siderable and  is  still  not  settled  fully  appears  from  the  fact  that  we 
are  now  receiving  very  large  amounts  of  gold  in  payment  of  biDs  or 
debts  due  in  this  country,  and  still  sterling  and  other  exchanges  do 
not  come  back  to  anything  like  parity;  that  is,  most  of  liiem  have 
not.  So  that,  in  general,  one  of  the  underlying  causes  lies  in  the  fact 
that  heavy  debts  must  be  paid,  and  the  reason  that  the  exchange  can 
not  be  controlled  is  that  gold  or  other  goods  can  not  be  shipped  or 
credits  arranged  in  sufficient  quantity  to  pay  those  debts. 
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The  Chairman.  I  take  it  that  that  gold  does  not  come  from  the 
countries  directly  that  this  money  is  owing  from,  because  most  of 
them  have  an  embargo  on  the  gold  shipments,  so  it  would  not  have 
the  tendency  to  establish  a  parity  as  if  the  shipment  of  gold  were 
unhindered  f 

Gov.  Strong.  The  shipment  of  gold  is  in  some  coimtries  restricted, 
and  in  the  case  of  gold  now  being  received  from  time  to  time,  it  is  the 

fold  that  can  be  spared,  includmg,  for  instance,  the  new  gold  pro- 
uction  from  the  mines  of  the  world;  that  is,  the  great  bmk  of  it, 
under  present  conditions,  must  come  here,  because  it  can  not  very 
well  escape  the  lodestone  of  a  premium  on  dollars. 

I  think  we  possibly  are  safe  in  assimiing  that  the  parity  of  ex- 
change— the  normal  fates  of  exchange — wiU  not  come  back  to  normal 
until  some  of  these  underlying  causes  of  derangement  of  exchange 
are  removed,  and  until  it  becomes  possible  and  safe  for  nations  agam 
to  settle  the  net  balance  on  international  transactions  by  gold  snip- 
ments.  That  (and  credits)  is  the  balance  wheel  that  holds  exchange 
within  control. 

But  I  wanted  especially  this  afternoon  to  refer  to  some  possible 
new  causes  that  may  arise  to  add  to  the  possibility  of  fluctuations  in 
the  rates  of  exchange.  I  do  not  think  any  statement  on  this  matter 
would  be  complete  without  referring  to  these  possible  new  causes  and 
difficulties,  and  I  do  not  think  any  statement  in  regard  to  the  condi- 
tion, for  instance,  of  the  farmers,  and  what  is  to  become  of  the  surplus 
produce  of  the  farm,  would  be  complete  without  considering  what  are 
the  diflSculties  surroimding  the  exportation  of  our  surplus  production 
of  all  kinds  of  thin^,  not  only  from  the  farms  but  oi  manufactured 
goods.  And  it  is  for  that  reason  that  I  want  to  refer  to  one  or  two 
possible  causes  of  further  disturbance  in  foreign  exchange. 

Now,  it  has  become  conunonly  known,  I  tnink,  that  one  reason 
for  a  recent  sharp  advance  in  the  value  of  dollars  and  a  corresponding 
decline  in  other  currencies  has  been  the  German  reparations  pay- 
ments. What  seems  to  have  happened  there  was  that  for  one  reason 
or  another,  one  motive  or  another — I  have  no  doubt  perfectly  proper 
ones — it  has  seemed  desirable,  or  it  did  seem  desirable  for  the  nations 
that  were  to  receive  those  payments  from  Germany  to  specify  that 
some  part  of  the  payment  snould  be  made  in  dollars.  You  will 
recall  the  treaty  of  Versailles  specifies  the  currencies  in  which  these 
payments  shaD  be  made.  I  will  not  discuss  why  that  was  done,  be- 
cause that  would  necessitate  surmising,  and  I  do  not  want  to  surmise 
as  to  the  reasons.  But  it  was  done  at  the  conclusion  of  the  arranee- 
ment,  which  seems  to  have  provided  for  payment  to  be  made  oy 
Germany  aggregating  this  year  a  billion  gold  marks.  That  was  this 
year's  payment,  ana  certain  of  the  payments  were  to  be  made  in 
aollars  and  were  so  made.  And  as  was  to  be  expected,  the  accumula- 
tion of  this  exchange  by  Germany,  or  by  the  bankers  who  handled 
it  on  behalf  of  the  German  Government,  ran  dollars  up  and  depressed 
the  other  currencies. 

Representative  Sumners.  Governor,  why  should  that  adversely 
affect  English,  Belgian,  or  French  exchange  ? 

Gov.  Strong.  Well,  the  exchanges,  even  under  the  present  condi- 
tions, with  gold  not  being  shippea  throughout  the  world,  neverthe- 
less reach  a  natural  parity.  It  is  due  to  flie  ability  to  buy  exchange 
in  one  market,  and  there  to  convert  that  exchange  into  the  currency 
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of  another  country;  and  in  the  case  you  cite  Germany  may  have  had 
control  of  a  certain  amount  of  sterling  and  converted  that  sterling 
mto  dollars.  That  was  rather  a  large  sum,  and  when  such  a  paynient 
has  to  be  made  as  Germany  did  make,  it  will  naturally  result  in  a 
disarrangement  of  the  exohai^e  level. 

Representative  Sumnebs.  In  other  words,  Germany  had  the 
ability  to  draw  on  the  gold  supply,  through  international  situations, 
of  the  other  countries,  and  did  so? 

Gov.  Strong.  Not  necessarily  to  get  a  gold  supply.  Germany  has 
been  exporting  goods'  and  probablv  hasl)een  borrowing  money  in 
other  markets  abroad,  and  Germany  nas  doubtless  had  creojt  balances, 
possibly,  in  London  or  France  or  Holland,  or  different  parts  of  the 
world,  and  to  the  extent  that  it  was  necessary  to  pay  reparations  in 
dollars,  of  coiu^e,  it  was  necessary  to  buy  dollars  with  those  cur- 
rencies, at  the  same  time  that  dollars  may  nave  been  purchased  with 
marks  in  Germany  from  the  bankers  and  exporters  and  others.  So 
that  the  effect  was  to  depress  other  currencies  and  other  exchanges. 

Now,  it  goes  a  little  further  than  that,  even.  If  this  obligatioD 
that  Germany  has  entered  into  to  pay  in  foreign  currencies  is  teyond 
the  amount  of  exchange  which  is  produced  by  the  German  export 
trade;  that  is,  beyond  the  normal  production  due  to  exports  or  to 
normal  credit  operations,  then,  of  course,  it  is  necessary  for  Grermany 
to  accumulate  this  exchange  by  borrowing  money  still  further  and 
buying  exchange  wherever  it  can  be  had,  and  with  possibly  a  fur- 
ther pressure  upon  exchange.  I  am  discussing  this  rather  academi- 
cally, if  you  please,  without  regard  to  anything  specific  that  Get- 
many  may  be  doing.  I  do  not  Jmow  what  processes  may  hietve  been 
adopted  in  accumiuating  the  dollars  or  other  currencies,  but  simply 
in  order  to  bring  out  in  a  theoretical  way,  if  you  please,  what  the 
effect  of  it  is.  This  effect  is  to  produce  further  fluctuation  in  ex- 
change. If  that  is  so,  as  I  think  it  is,  and  if  there  is  a  shortage  in 
the  amoimt  of  exchange  normally  produced  by  German  trade,  thai 
of  course,  if  Germany  is  to  meet  these  obligations — and  it  does  not 
make  any  difference  how  just  they  may  be:  I  am  not  commenting 
upon  that  feature  of  it — they  may  be  wholly  inadequate  to  re- 
store the  damage  that  Germany  did  by  the  war.  So  long  as  the 
amount  of  exchange  produced  by  German  trade  is  less  tnan  the 
normal  exchange,  me  struggle  to  get  exchange  in  addition  to  what 
is  normally  produced,  puts  considerable  pressure  upon  the  ex- 
change market  in  order  that  the  German  Government  may  have 
the  necessary  exchange.  And,  naturally,  there  is  a  certain  amount 
of  speculation  against  the  position  of  anyone  who  is  short  of  exchange. 

AH  of  this  is  rather  academic  until  we  come  to  consider  just  to 
what  extent  our  own  policies  might  have  an  effect  upon  that  matt^. 
I  can  very  well  imderstand  that  any  foreign  government  which  is 
receiving  reparations  payments  from  Germany  and  which  is  in  need 
of  goods  in  this  country  would  naturally  say  to  the  Germans,  "Pay 
us  in  dollars,  because  we  want  to  buy  American  goods,  and  if  we 
get  dollars  from  you  we  get  those  goods  without  the  risks  of  ^- 
change,'*  to  which  I  have  referred.  Whatever  the  dollars  may 
cost  Germanv,  they  are  dollars  when  the  people  of  England  or 
Prance  or  Belgium  get  them,  and  consequently  exchange  fluctuations 
and  risks  are  largely  eliminated.  Now,  that  may  not  be  a  bad  thing. 
To  the  extent  that  dollars  are  produced  by  reparations  payments 


Digitized  by 


Google 


AGBICULTUBAL  INQUIRY.  809 

and  are  accumulated  and  turned  over  to  the  other  nations,  and  are 
spent  m  this  country  in  buying  goods,  it  may  be'  a  very  excellent 
tning  to  help  our  export  trade  and  eliminate  some  of  the  risks  of 
this  exchange  fluctuation  that  I  have  referred  to. 

But  what  I  am  coming  to  is  just  what  are  we  going  to  do  with 
these  dollars;  just  what  is  going  to  be  done  with  them.  I  do  not 
know,  and  do  not  assume  for  a  minute  to  say,  and  I  do  not  want 
you  to  understand  that  I  am  assuming  to  know,  what  the  poUcy  of 
this  Government  is  going  to  be  in  these  matters,  but  I  tlunk  that 
should  be  frankly  discussed  and  imderstood,  because  it  has  a  very 
distinct  bearing  upon  our  export  trade.  And  this  comes  to  the 
question  of  the  payment  of  the  mterest  on  these  foreign  loans  made  by 
our  Government  to  other  governments  during  the  war.  It  is  true  that, 
if  it  seems  wise  to  have  the  interest  paid  as  soon  as  possible,  it  is  most 
natural  that  the  nations  that  have  to  pay  it  should  pay  it  to  the  ex- 
tent possible  out  of  these  reparations  payments.  That  would  be  the 
natural  source  of  suprply  of  dollars,  with  which  to  pay  the  interest 
on  these  debts  due  to  the  United  States.  It  woiJd  be  very  nice  to  have 
the  interest  promptly  paid,  because  it  would  reduce  taxes  in  the 
United  States.  But  we  have  got  to  consider  whether,  in  the  long 
run,  that  is  the  wise  thing,  because  these  dollars  that  are  paid  to 
the  United  States  in  interest  can  not  both  pay  the  interest  and  re- 
duce taxes  and  at  the  same  time  buy  American  goods.  The  point 
that  I  want  especially  to  make  is  this:  While  there  are  advantages, 
and  advantages  of  value  to  this  coimtry,  in  having  these  payments 
made  to  us  in  dollars,  just  as  there  are  advantages  in  having  foreign 
governments  borrow  money  here  and  spend  the  proceeds  here — 
it  increases  our  export  trade — ^yet  I  want  you  to  consider  the  effect 
of  such  a  program  not  only  on  American  exports  but  on  American 
prices. 

Now,  if  you  follow  me  to  this  point,  eliminate  the  question  of  fluc- 
tuation of  exchange,  which  is  bad  enough  and  difiicult  enough,  and 
come  down  to  the  whole  principle  of  trade.  The  price  of  any  com- 
modity is  fixed  low  by  a  comparatively  small  surplus  of  production 
over  amoimts  consumed,  just  as  the  price  is  fixed  at  a  high  level  if 
there  is  a  shortage  of  production  under  what  is  demanded  for  con- 
sumption. The  question  at  once  arises,  if  there  is  a  buying  power 
in  Europe  which  is  represented  by  the  amount  of  money  which  might 
be  remitted  to  this  country  in  dollars — I  say  money  remitted — I  mean 
credit  made  available  in  tnis  country;  if  there  is  a  buying  power  rep- 
resented by  the  amount  which  woiild  otherwise  be  paia  to  us  m 
interest  that  could  be  applied  to  the  purchase  of  American  surplusage 
ol  goods  and  it  is  not  so  appUed,  does  it  not  follow  that  the  surplus 
on  our  hands  is  going  to  make  the  value  of  all  these  things  we  produce 
less,  if  it  is  an  unsalable  surplus  ?  In  other  words,  is  not  the  problem 
before  this  country  to-day  first  to  insure  that  to  the  extent  that 
buying  power  exists  in  foreign  markets,  credits  can  be  obtained  in 
this  country  for  buying  cotton  and  all  sorts  of  things?  Is  it  not 
greatly  to  the  advantage  of  the  Nation  that  these  doflars  should  be 
devoted  at  first  to  buying  what  we  now  regard  as  the  surplus  already 
on  hand  and  the  surplus  which  may  be  produced  hereafter,  rather 
than  to  paying  the  interest  on  this  debt  and  reducing  taxes  ? 

Now,  1  do  not  want  the  commission  or  anyone  to  consider  that  I 
am  making  any  recommendation  as  to  what  the  policy  of  this  Gov- 
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eminent  should  be,  or  any  recommendation  to  the  Congress.  But  I 
don't  thmk  that  any  statement  on  this  subject,  the  subject  of  prices 
and  what  we  are  going  to  do  with  our  surplus  product  in  this  country, 
can  be  considered  complete  unless  we  consider  also  what  effect  upon 
our  foreign  trade,  our  export  trade,  and  what  effect  upon  the  pnces 
that  we  get  for  these  things,  will  result  from  applying  so  much  of  the 
buying  power  of  Europe  just  to  paying  interest  on  flie  debt  and  re- 
ducing taxes,  rather  than  bujniM  goods. 

Representative  Ten  Eyck.  Wefl,  are  the  German  reparation  dol- 
lars now  being  used  to  buy  material  in  this  coimtry?  Of  course, 
when  we  loan  a  country  money  we  can  stii>ulate  that  the  use  of  Uiat 
money  must  be  used  to  purchase  material  in  this  country. 

Gov.  Strong.  Do  we  ? 

Representative  Ten  Eyck.  In  some  instances  we  do. 

Gov.  Strong.  I  don't  know  of  any  recently,  Congressman. 

Representative  Ten  Eyck.  Well,  I  understand  that  with  China  we 
have  stipulated  that  when  we  have  loaned  her  money  that  she  must 
buy  her  materials  here,  and  during  the  war,  when  we  loaned  money, 
that  money  did  not  really  ffo  across  to  the  other  side;  it  remained  here 
on  credit,  as  I  understana,  for  those  nations,  and  war  material  was 
furnished  in  the  place  of  it. 

Gov.  Strong.  But  I  am  speaking  of  the  present  time.  I  know  that 
did  prevail  in  those  days. 

Representative  Ten  Eyck.  Now,  the  question  along  the  line  that 
you  have  argued,  or  have  presented  the  case,  is:  Have  we  suggested 
to  the  European  nations  when  we  permitted  the  interest  on  their 
loans  to  lapse,  that  they  use  that  money  to  purchase  materials  in  this 
country? 

Gov.  Strong.  I  know  nothing  about  that.  I  am  just  discussing 
an  exchange  problem.  Congressman. 

Representative  Ten  Eyck.  You  are  just  laying  before  us  how  those 
things  naturally  work  out.  My  Question  was:  Is  it  working  out  that 
wayl  Is  German  money  to-day  oeing  used  by  the  other  countries  to 
purchase  material  in  this  coimtry  ? 

Gov.  Strong.  Well,  that  I  can  not  say.  What  is  important,  I 
think,  before  considering  policies,  is  to  try  and  understand,  if  we  can, 
in  a  situation  as  complicated  as  this  is  what  effects  will  result  from 
certain  courses  of  action,  and  I  feel  rather  strongly  that  it  is  highly 
desirable  to  consider  that  credits,  expressed  in  dollars  that  m.ay  be 
gathered  in  for  one  purpose  or  another,  can  not  be  both  applied  to 
paying  interest  and  buying  goods. 

Representative  Ten  Eyok.  There  is  no  doubt  about  that. 

Gov.  Strong.  And  I  am  goii^  to  ask  you  gentlemen  to  consider 
this  in  connection  with  considering  generally  tne  effect  of  the  cessa- 
tion of  our  export  trade  upon  the  interests  of  the  farmers  of  whom 
you  are  thinking.  We  export  sixty-odd  per  cent  of  our  cotton  crop 
every  year,  among  other  things,  and  the  most  important  thing  for 
the  southern  cotton  farmer  is  a  f oreim  market  for  that  cotton.  It 
is  a  consideration  superior  to  any  ouier  in  the  value  of  cotton,  in 
his  ability  to  grow  cotton  and  Uve,  and  therefore,  with  a  great  deal 
of  diffidence— because  I  am  now  touching  upon  matters  of  policy 
in  this  country,  with  which  I  have  no  connection  or  conc«m— 5 
tlunk  it  is  desirable  to  point  out  to  the  commission  that  what  we 
still  need  to-day  as  a  coimtry  which  produces  a  surplus  of  goods,  is  a 
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foreiCT  market,  and  to  consider  how  payment  may  be  made  for  this 
surpnis  of  ours  in  the  near  years  in  the  future. 

Kepreeentative  Ten  Etok.  Of  course,  Germany  also  was  a  pur- 
chaser of  our  cotton,  to  a  great  extent. 

Gk>v.  Steonq.  Yes. 

Representative  Ten  Etok.  Now,  if  these  reparation  dollars  are 
taken  and  paid  to  other  countries,  and  we  do  not  demand  it  as  in- 
terest upon  our  loans,  and  they  use  it  elsewhere,  we  may  not  have 
any  money  to  loan  to  Germany  to  buv  the  cotton. 

Gov.  Strong.  Expressed  diflFerently,  you  mean  that  if  all  the  ca- 
pacity of  Germany  to  accumulate  creoits  in  this  country  is  consumed 
m  paying  reparations,  and  in  turn,  if  paid  in  dollars,  is  applied  to  in- 
terest on  our  debt,  then  Germany  will  not  be  able  to  buy  any  cotton  1 

Representative  Ten  Etok.  No;  then  we  might,  if  Germany  is 
credited  with  that  same  money  to  buy  cotton.  Taking  it  from  the 
broad  standpoint  of  aU  the  countries,  we  could  build  up  entire  Europe 
without  hurting  amr  one  in  particular. 

Gov.  Strong.  Well,  do  you  beUeve,  sir,  that  one  of  the  elements 
in  affording  security  to  American  producers  is  a  market  abroad  for 
raw  matenals? 

Representative  Ten  Etck.  Why,  I  believe  that  a  market  abroad 
for  some  of  our  materials  is  essential. 

Gk>v.  Strong.  EspeciaDy  cotton. 

Representative  Ten  Etok.  Especially  cotton. 

Gov.  Strong.  Well,  so  do  I.  That  is  the  reason  why  I  have  re- 
ferred to  this.  I  do  not  think  it  is  a  subject  upon  which  one  can 
enlarge  very  much.    It  seems  to  me  it  is  rather  ODvious. 

Representative  Ten  Etok.  I  think  so. 

Representative  Sumners.  Confrontinjg  this  situation  as  we  do, 
where  I  beUeve  it  is  recognized  that  we  have  all  the  gold  on  tWs  side 
that  it  is  ^ood  for  the  international  trade  of  the  world,  and  for  us,  to 
have,  comronting  on  the  one  hand  the  necessities  of  marketing  our 
surplus,  and  that  sort  of  a  world  situation  on  the  other  side,  with  the 
nations  of  Europe,  I  assume,  owin^  us  a  great  volume  of  indebted- 
ness, la^er  than  the  volume  of  indebtedness  which  American  citizens 
owe  to  Europe,  and  therefore  necessitating  a  flow  of  gold  here  to  pay 
interest,  how  are  we  going  to  get  this  situation  straightened  out? 
A  good  many  people  on  this  side  do  not  want  them  to  ship  much  stuff 
over  here,  because  they  say  it  interferes  with  our  own  production. 
Those  of  us  who  produce  a  surplus  want  to  ship  the  surplus  over 
there,  because  a  surplus  interferes  with  our  situation.  We  can  not 
take  their  gold,  and  we  do  not  want  to  take  their  goods.  We  do  not 
want  their  surplus.  We  do  not  want  to  forgive  our  debtors.  We 
are  trying  to  collect  our  interest. 

Gov.  OTRONG.  Well,  now,  Congressman,  there  is  a  way  out;  there 
is  a  way  out.  I  am  not  going  to  suggest  this  way  out,  because  I 
think  nature  is  going  to  provide  it. 

Representative  Sumners.  But  there  is  a  way  out;  I  do  not  think 
there  is  any  doubt  about  that. 

The  Chairman.  I  do  not  think,  perhaps,  it  has  been  made  suffi- 
ciently clear  just  what  effect  the  scramble  for  American  dollars  to 
pay  interest  would  have  upon  export  prices. 

Gov.  Strong.  Well,  sir,  I  can  not  say,  and  I  do  not  believe  any- 
body can  say;  but  if  it  works  as  I  have  indicated  that  it  might  work, 
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that  is,  if  the  old  laws  still  ruloi  as  I  think  they  do,  that  it  is  the 
existence  of  an  unconsumed  and  unconsnmable  surplus  that  makes 
the  price  of  the  whole  commodity — and  I  certainly  think  these  charts 
and  others  that  we  have  submitted  indicate  that — then  the  question 
is  to  get  the  surplus  productive  capacity  of  this  country  consumed, 
is  it  not  ? 

The  Chairhan.  Well,  if  we  get  Prance  or  get  Germany  or  anybody 
else  competing  for  American  dollars,  raising  the  price  of  American 
dollars,  tnat  would  have  a  reflex  in  prices,  it  would  have  a  tendency 
to  increase  the  prices,  and  therefore  the  higher  the  prices  get  the  more 
difficult  it  would  be  to  export.     Is  not  that  true  ? 

Gov.  Strong.  Well,  you  have  to  discuss  world  prices  on  one  hand 
and  domestic  prices  on  the  other.  What  I  am  emphasizing  first  is 
that  the  fluctuation  in  exchange  presents 'a  difficulty  in  itself  aside 
from  any  question  of  the  application  of  the  money.  The  fluctuation 
in  exdiange  has,  to  some  extent — if  current  reports  are  to  be  be- 
lieved— been  caused  recently  in  part,  at  least,  by  this  accumulation 
of  dollars.     Therefore  that  is  one  cause  of  the  difficulty. 

Using  sterling  to  illustrate  it,  sterling  declined  from  S4  to  $3.53  in 
a  very  short  period.  That  is  a  decline  of  about  10  per  cent,  or  a 
little  more,  and  a  change  in  foreign  price  levels  of  10  per  cent,  as 
rapidly  as  that,  is  hardly  to  be  expected,  as  you  know.  Besides  that, 
the  poor  man  in  England  who  bouj^ht  some  American  goods  on  the 
basis  of  S3. 53  sterling  is  going  to  find  it  difficult  when  he  comes  in 
competit'ion  with  the  man  who  bought  those  same  goods  on  the  basis 
of  S4  sterling. 

Representative  Mills.  Well,  isn't  it  a  fact  that  you  have  a  com- 
petition for  dollars  which  would  tend  to  raise  the  price  of  dollars,  that 
so  far  as  world  market  is  concerned,  it  would  tend  to  raise  the  price 
of  American  goods  so  far  as  the  foreigner  is  concerned  ?  But  in  so  far 
as  the  whole  market  is  concerned  it  would  tend  to  lower  the  price  of 
goods,  because  it  would  diminish  the  demand  and  so  increase  the 
surplus  available.     Is  there  not  a  twofold  effect  ? 

Gov.  Strong.  Yes;  I  think  that  is  true. 

Representative  Mills.  So  you  can  not  discuss  it  in  terms  of  any 
one  price  ? 

Gov.  Strong.  No,  sir.  What  you  can  discuss,  however,  is  the 
difficulty  of  too  rapid  a  change  in  price,  and  in  more  general  terms 
you  can  discuss  the  possible  effect  of  the  diversion  at  the  present 
juncture  of  a  certain  amount  of  buying  power  to  paying  mterest 
rather  than  to  buving  goods. 

I  think,  Mr.  Chairman,  with  that  reference,  which  is  necessarily 
rather  brief,  I  have  about  concluded  what  I  endeavored  to  prepare 
for  the  commission;  but  if  you  will  permit  me  I  would  like  to  say  a 
few  words  that  I  had  not  intended  to  say  ori^ally.  I  am  encourajged 
to  say  them  by  the  sympathetic  attitude,  if  I  may  use  that  expression, 
of  the  commission  toward  the  long  talk  that  I  have  made.  I  would 
like  to  have  the  members  of  this  commission  understand  a  little  bit 
generally  about  the  Federal  reserve  system  and  its  problems,  from  a 
more  personal  standpoint. 

In  the  middle  of  October,  1914,  these  24  men  who  are  responsible 
for  the  management  of  each  of  the  reserve  banks,  that  is,  the  gov- 
ernors and  the  Federal  reserve  agents,  were  literally  handed  the 
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Federal  reserve  act  and  told  to  have  these  banks  open  for  business  on 
the  6th  of  November.  It  was  a  new  kind  of  banking  that  had  never 
been  practiced  in  the  United  States  since  1836.  Tnere  wasn't  any 
man  living  in  this  country  who  had  had  any  experience  in  that  kind 
of  banking.  It  involved  a  complete  revolution,  not  only  of  banking 
methods,  l)ut  of  the  methods  of  conducting  the  busmess  of  the 
Treasury  of  the  United  States.  Not  only  that,  but  it  was  at  a  time 
when  the  world  was  in  the  midst  of  the  greatest  war  ever  fought,  and 
after  two  and  one-half  years  these  infants,  so  to  speak,  were  called 
upon  to  conduct  the  busmess  in  the  field  of  the  Treasury  of  the  United 
States,  which  in  turn  had  to  finance  our  own  war  efforts  and  a  very 
lai^e  part  of  that  of  the  allied  countries. 

Now,  I  know  these  men.  I  have  had  intimate  association  with 
them.  They  have  taken  up  this  work  as  a  matter  of  public  duty. 
They  have  not  had  a  great  deal  of  time  to  organize  and  get  the 
wrinkles  smoothed  out,  but  what  they  have  done  is  to  create  an  or- 
ganization of  12,000  people.  They  have  raised  more  billions  for  the 
United  States  than  I  can  recall.  In  the  bank  in  New  York  we  have 
raised  $20,000,000,000  in  the  long  and  short  time  loans.  They  have 
conducted  all  this  mass  of  business  throughout  the  war  imder  con- 
ditions of  unparalleled  difficulty  and  perplexity  and  strain,  and  I  want 
to  tell  you  wnat  it  has  done  for  this  country,  m  a  few  words.  It  was 
the  machine  that  financed  the  war.  There  never  has  been  a  day  since 
the  Federal  reserve  banks  i^ere  opened  until  the  present  day  when 
you  could  not  take  any  piece  of  paper  money  in  the  United  States, 

E resent  it  at  the  counter  of  those  oanks  and  get  gold  for  it,  and  if  it 
ad  not  been  for  that,  that  black  line  that  represents  prices  in  the 
United  States  would  have  gone  up  there  with  tne  rest  of  them,  some- 
where or  other,  and  the  dmculties  that  we  have  encountered  in  ad- 
justing to  this  new  period  are  trifling  alongside  of  what  we  might  have 
encountered  in  that  one  thin^,  namely,  such  a  thing  as  suspension  of 
specie  payment  in  the  United  States,  which  has  not  happened.  The 
only  limitation  that  was  imposed  upon  specie  payment  m  the  United 
States  was  the  requirement  imder  the  trading  with  the  enemy  act 
that  gave  the  President  the  right  to  license  exports  of  gold  to  those 
which  were  regarded  as  to  the  best  interests  of  the  coimtry  in  the 
prosecution  of  the  war,  and  just  as  soon  as  it  was  possible,  that  limi- 
tation was  volimtarily  relinquished,  although  I  believe  it  could  be  in 
operation  to-day  if  the  law  was  invoked. 

Now,  I  refer  to  this  very  briefly  for  this  purpose.  We  have  been 
through  the  period  of  liquidation.  We  saw  it  coming.  We  have 
been  tiirough  the  period  tnat  has  been  just  the  reverse  of  a  period  of 
expansion.  When  you  are  expanding,  prices  are  going  up,  profits  are 
big,  everybody  is  happy.  There  are  no  big  business  failures,  nobody 
is  to  blame  for  anytning,  because  nothing  goes  wrong. 

Now,  the  reverse  has  happened.  Nature  brought  it  on.  Prices 
have  declined,  we  have  had  losses,  failure,  distress,  suffering;  and  in 
reviewing  these  complaints — ^I  won't  dignify  them  by  calling  them 
any  more  than  complaints — about  the  Federal  reserve  system,  never 
overlook  the  major  thing,  what  this  system  has  done  for  the  United 
States.  It  is  a  great  thing,  greater  tnan  anybody  realizes  who  has 
not  sat  in  the  middle  of  it  and  studied  it,  and  who  knows  what  it  is. 
It  protected  this  country  as  no  other  thing  has  done  during  the  war 


Digitized  by 


Google 


814  AGBICULTUBAL  INQUIBY. 

from  disturbance  and  breakdown  of  the  worst  kind  when  the  day  of 
reckoning  did  come,  as  it  has. 

I  think  that  is  about  all  I  want  to  say,  gentlemen,  except  to  express 
my  very  great  appreciation  for  the  patience  and  coiurtesy  and  con- 
sideration that  you  have  shown  me  during  these  long  talks  that  I  have 
very  much  enjoyed. 

The  Chairman.  Would  you  care  to  sav  anything  now,  Gov.  Strong, 
with  respect  to  the  growth  of  the  Federal  reserve  system  and  the 
volume  of  business  that  it  does  now  compared  to  prior  years? 

Gov.  Strong.  I  think  it  would  be  more  appropriate,  Mr.  Chairman, 
to  take  that  up  later  as  we  are  expecting  to  do. 

The  Chairman.  Very  well.  If  there  is  nothing  further,  we  are 
very  much  obliged  to  you,  Gov.  Strong,  for  your  interesting  and 
illimtiinating  statement. 
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1921 650-663 

Interviews  with  large  borrowing  banks 705-707 

Tables- 
Borrowings  from  Federal  reserve  banks,  compared  with  basic  line 
on  Apru  28, 1921,  in  agricultural,  semiagricultiual,  and  nonagri- 
cultural counties : 652 

Capital  and  surplus^  demand  deposits;  time  deposits;  loans  and 
oiscounts;  borrowings  from  Feaeral  .reserve  bank  including  re- 
discounts, bills  payable,  and  a  total;  basic  lines;  and  b<OT0wing8 
from  correspondents  including  rediscounts,  bills  payable,  and 
a  total  of  member  banks  in  agricultural,  semiagricultural,  and 
nonagricultural  counties  (1920-21)  in  entire  coimtry  and  12 

Fed^ul  reserve  distii.ct^.. 653-663 

Deposits,  balances  of  out;of-town  correspondents,  total  loans  and 
investments,  and  borrowings  of  5  large  New  York  City  banks 

on  selected  dates,  January,  1920,  to  July,  1921 649 

Deposits,  loans  and  investments,  and  borrowings  of  reporting 

member  banks  in  New  York  Uty  and  in  the  second  Fedenu 

reserve  district  (last  week  of  each  month,  1919-Jtdy  20, 1921). .      643 

Deposits  of  correspondents  located  outside  of  second  district  and 

total  borrowings  from  Federal  reserve  buiks,  as  of  November  15, 

1920 639 

Increase  or  decrease  in  loans  and  in  borrowinn  from  Federal 
reserve  banks  by  districts,  1920-21,  in  agricultural,  semiagri- 
cultural, and  nonagjicultiual  counties 652 

Increase  or  decrease  in  loans,  borrowings,  and  deposits  of  mem- 
ber banks,  1920-21,  in  agricultural,  semiagricultural,  and  non- 
agricultural  counties 651 

Out-of-town  loans  and  balances  of  oulrof-town  correspondents,  5 

lai^ge  New  York  City  banks,  Feb.  14, 1921 649 

Boston  Federal  reserve  bank: 

Earning  assets,  table  of,  1920-21 427 

Inteorest  rates 316 

Branch  banking 786 

Brokers'  loans 364 

C. 

Capital  and  surplus,  member  banks  in  agricultural  and  nonagricultural  com- 
munities, by  districts  and  in  total,  May  4,  1920  and  April  28,  1921 653-463 

Central  reserve  cities,  rediscounts,  loans  and  discounts,  m  banks 50, 126 

Certificates  of  indebtedness: 

Address  by  Ray  Morris,  July  16,  1918 565 

Address  by  R.  H.  Treman,  July  16,  1918 566, 575 

Charts- 
Discount  rate  of  Federal  reserve  bank  of  New  York,  and  market  rate 

on  different  types  of  paper • 563 

Interest  rate  of  certificates  of  indebtedness  at  issuance,  and  rates  of 
Federal  reserve  bank  of  New  York  on  advances  secured  by  certifi- 
cates of  indebtedness 559 

Market  rates  on  principal  types  of  paper  at  New  York 567 

Open-market  rates  for  certificates  of  indebtedness  and  rates  of  Federal 

reserv^e  bank  of  New  York  on  advances 560 

County  directors 565-581 

Certificates  of  indebtedness  department  of  Federal  reserve  bank  of  New 

York 571-575 

Federal  reserve  bank  of  New  York:  activities  and  operations  in  ccmnection 

with  certificates  of  indebtedness 554 

Methods  of  distribution 565-581 

Necessity  for  certificates  of  indebtedness 460 

Necessity  for  keeping  down  rates  for  call  money 543 
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Necessity  for  money  committee 668 

Percentage  held  by  banks 802 

Rate  has  bearing  upon  Federal  reserv-e  bank  rate 539 

Sales  in  second  district 55&-566, 566, 568 

SelHng  at  premium:  Symptom  of  recover>' 509 

Tables- 
Certificates  of  indebtedness 557-558 

Comparison  of  interest  rates  on  issues  of  certificates  of  indebtedness 
outstanding,  interest  rates  on  offerings  of  new  issues  of  certificates, 
and  yields  in  current  market  prices  of  issues  outstanding,  month  by 
month,  from  May,  1920,  when  Treasur}*'  sanctioned  an  open  market 

on  certificates  of  indebtedness,  to  July  29, 1921 554 

Illustration  of  overlapped  feature  when  a  bank  subscribes  a  quota  of 
$100,000  certificates  of  indebtedness  ever}'  two  weeks,  with  book 

credit  form  of  payment 573 

Market  on  certificates  of  indebtedness,  April,  1917,  to  July  29,  1921.  551-^53 

Money  rates  at  New  York 564-565 

Yields  on  certificates  of  indebtedness  May,  1920-July,  192 J 554 

Charts.    (See  separate  index.) 
Clieck  coUecticms: 

Chart — Growth  of  check  collection  system  of  the  Federal  reserve  banks. . .      536 

Increased  efficiency  in  collecting  checks 523, 535-536 

Through  gold  settlement  fund 582, 583 

Chicago  Federal  reserve  bank: 

Earning  assets,  table  of,  1920-21 430 

Intwest  rates 1 316 

Civil  War  chart,  interest  rates  on  commercial  paper  after  Civil  War  and  after 

World  War j 566 

Clearing  fadlities  of  Federal  reserve  bank 523 

Clearing  house,  control  of  rates  on  deposit  balances 595-621, 789 

Address  of  Walter  E.  Frew 610 

Amendment  to  constitution  as  passed  in  March,  1918 604 

Amendment  to  constitution  of  clearing  house 596 

Clearing-house  procedure  in  London,  when  bank  rate  changes 596 

Correspondence -. 599-621 

Interest  rate  on  deposits  should  not  automatically  varv  with  Federal 

reserve  bank  rate '. 616-620 

Meeting  of  representatives  of  clearing  houses  in  Chicago,  January  23, 1920 .  620  62 1 
Meeting  of  representatives  of  clearing  houses  in  Washington,  Januarv  6, 

1920 "...  618-620 

Method  of  accompUshing  control  of  rate  on  deposit  balances 596 

Opinion  of  Charles  E.  Rushmore 611-612 

Proposed  amendment  to  constitution  of  clearing  house 601 

Rate  to  be  paid  in  outlying  posaeseions 598 

Rulings  on  amendment  to  c«n?>titution 597, 622 

Schedule  of  rates 597 

Tables- 
Interest  on  time  deposits  as  showTi  hy  the  inquiry  cards  sent  out  by 

the  committee  on  interest  ralej* 606 

Interest  rates  paid  on  checking  accounts  as  shown  by  the  inquiry 

cards  sent  out  by  the  committee  on  interest  rates  (191*7-18^ 607 

Recapitulation  of  intera-it  rates  paid  to  depositors  at  the  end  of  1917 
ana  the  beginning  of  1918,  sl^  shown  by  the  inquir>^  cards  sent  out 

by  the  committee  on  interest  rate* 605-606 

Cleveland  Federal  reserv^e  bank: 

Earning  assets,  table  of 429 

Interest  rates 316 

Operations  of 1 27, 136, 142 

Commercial  paper: 

Announcement  of  rate  of  7  per  cent •. .      724 

Charts;— 

Discount  rate  of  Federal  reserve  bank  of  New  York  and  market  rate 

on  different  types  of  paper 563 

Discount  rates  of  Federal  reserve  bank  of  New  York  and  the  market 
rate  on  commercial  paper ^ 561 
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Commercial  papers — Continued. 

Charts— Continued.  '  ^H^ 

Interest  rates  on  commercial  paper  after  Civil  War  and  after  World 

War 566 

Market  rates  on  principal  tjrpesof  paper  at  New  York 567 

Minimum  discount  rate  of  tne  Bank  of  England  and  market  rate  on 

90-day  bills  in  London,  1900-1920 561 

Minimum  <liscount  rate  of  the  Bank  of  England  and  market  rate  on 

90-day  bills  in  London,  1914-1921 669 

England  and  France  have  no  "commercial  paper" 7W 

Rate  has  bearing  upon  Federal  reserve  bank  rate 538 

Tables- 
Discount  rate  of  Federal  reserve  bank  of  New  York  on  60  and  90  day 
commercial  paper  and  market  rate  on  4  to  6  months'  commercial 

paper  in  New  York 562 

Market  rate  on  90-day  bank  bills  in  London  Kod  the  minimum  rate  of 

the  Bank  of  England 562 

Money  rates  at  New  York 564-565 

Comptroller  of  the  Currency: 

Copies  of  report  of  examination  filed 71 

Duties  of 64, 72, 214, 2S4, 246, 253, 274 

Editorial  comment  upon,  in  record,  Mav  5,  1921 25$ 

Examination  of  banks ' 66,213,220,227,245 

Extract  from  report  of  1920 261,294 

Form  of  questionnaire  of  February  25,  1921 139 

Limitation  of  power  of 202,234,^ 

Questionnaire  to  New  York  City  banks,  August,  1920 218 

Table  from  records,  showing  assets  of  natioiud  banks,  1906  to  1920 834 

To  make  recommendations 19 

Williams  appointed,  John  Skelton 4 

Control: 

Contrast  between  direct  and  rate  control 766 

Direct- 
Bank  No.  6 706,706,709 

Bank  No.  16 707,709 

Circulars  of  Federal  reserve  bank  of  New  York,  exercising  direct  con- 
trol   766-769 

Control  nec'pssarv,  but  financing  legitimate  business  also  neceanury . .  708, 761 

Direct  at- tion  substituted  for  rate  action 766 

Educational  meetings  and  talks 703-705 

Impossible  to  exercise  a  minute  control 697-698 

Interviews  with  officers  of  large  borrowing  banks 705-707 

Member  bank  relations  department 703-705 

Reasons  for  speculation  in  1919  in  spite  of  control 770-771 

Study  by  directors  of  reports  of  banks  wishing  to  borrow 709-710 

Urging  of  creditors  to  practice  moderation 710-711 

Vi^ts  to  member  an<l  nonmember  banks 704 

Impossible  to  control  expanedon  or  deflation  by  rate 772 

Inadvisable  to  reduce  Federal  bank  rate  while  market  rates  were  higher. .      771 

Money  committee 543, 637^-638, 665-682 

Progressive  rates 691-696 

Rate  control 463,502,514,516,531,543 

Rate  advances  and  publications  thereon 712-737 

Rate  increase  in  1919  prevented  by  needs  of  Treasury 76S 

Rates  paid  on  deposit  nalances  during  war  {see  nlao  Clearinghouse) 595-621 

Cost  of  living: 
Tables- 
Cost  of  livine  figures,  Mav,  1921,  for  individual  items  in  New  York  Citv 

and  the  United  States". 741 

Cost  of  living  figures,  May,  1921,  reported  for  important  centers  by  tlie 

Department  of  Labor.  .* 1 741 

Cotton: 

Conditions  of  industry -380,389,390,399,420,776-779,781,810 

Credit  extended  t^)  iiidustrv 332. 395,409 

Foreign  market  for .' 395, 421 

In  1921 421 

Loan  pool  organized  in  November,  1914 390 
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Market  for  crop 408,411, 421 

Policy  of  Federal  Reserve  Board  ae  to  accommodationfl 394, 414 

Pricefl—  • 

Drop  in,  before  war 390 

In  1912, 1913,  and  1914 389 

In  1920 379,397,412 

Statement  of '. 336 

Production — 

Coat  of 404,411 

Overaupply 394 

RecommendationB  by  American  Cotton  Association,  September  15,  1920. .      412 

Ruling  ot  Federal  Reserve  Board  as  to  bank  paper  for 95, 96 

Statement  of  Federal  Reserve  Board  as  to  credit  for  industry 346 

Yield  in  1920 393 

Credit: 

Ample  credit  for  crop  of  1921 631, 777 

Competition  ol  credit  resulting  in  lower  Federal  reserve  bank  rate. ... 508 

Credit  policy 'as  shown  by  rate  advances  and  publications 712-737 

Credit  released  by  decrease  in  street  loans  taken  up  by  other  classes  of  loans.      63& 

Curtaihnent  of 324,340,360,366- 

Economy  of  credit  not  possible  during  war  period 453 

Element  of  expansion  in  increased  efficiency  of  credit , 523, 535-537 

Extension  of  credit  necessary  during  period  of  falling  prices 502 

Federal  reserve  system  deals  with  c^it,  not  prices... .  622, 714, 734-735, 772, 777 

For  foreign  trade 196, 297, 396 

For  1919  and  1920 .- 86 

Frozen  credits 196 

Gold  as  basis  of a 531 

Influence  of  reserve  bank  in  relieving  need  for  credit 518 

Judicious  increase  of  rate  of  Federal  reserve  bank  to  insure  liquidation  of 

stocks  of  backed-up  eoods 505 

Less  credit  needed  to  finance  crops  when  cost  is  lower 631 

On  paper  on  farm  products  owned  by  farmer  and  paper  on  products  in  hands 

of  merchants  and  commission  men 328 

Policy  as  to  wool  crop 341, 386 

Policy  of  Federal  reserve  system 482 

R^^ulation  necessary 340 

Relation  between  bank  rate  and  credit 624 

Restricted  in  cotton  States 97, 397 

Statement  of  comptroller  as  to  distribution  of 304 

To  cotton  industry * 332, 347, 394, 403, 415 

To  country  banks 290, 319 

To  farmers 372, 374, 376, 440, 698-703 

To  member  banks 136,142,250,276,290,319,329,366 

Unrelated  State  banks  cause  poor  diffusion  of  credit 785 

Cuba,  American  currency  legal  tender  in 526 

Cunliffe  report 489, 490,  622-624 

Currency: 

Chart — Stock  of  gold  in  the  United  States,  bank  deposits,  and  paper  money .      525 

Currency  policy  of  Federal  Reserve  Board 481 

Currency  system  in  England  before  the  war 623 

Exports  of *. 524, 537 

Gold  settlement  fund  obviates  shipment  of  currency 583 

Imports  of 524 

Shipments  of  currency  almost  eliminated  by  Federal  reserve  system 524, 537 

D. 
Dallas  Federal  reserve  bank: 

Basic  line 32? 

Borrowings  by 142: 

(^tton  crop  accommodations ,. 346 

Oedit  to  be  restricted 415 

Earning  assets,  table  of 432 

Excessive  collateral  required 128, 418 

Operations  of 136.347.41& 
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Dallas  Federal  reserve  bank — Continued.  Pv- 

Possible  disestablishment  of 227 

Progressive  interest  rate  applied 314, 322,352 

Deflation: 

As  to  wheat 333 

Causes  for  deflation 773 

Effect  upon  farmers 773-774 

Impossible  to  stem  it  bv  rate  action 772 

Inevitable * ' 718,772 

Period  of 359 

PoUcies 42,124,299,338 

Recommendations 294 

Reply  to  Senate  resolution  asking  for  recommendations  as  to  policy 338 

Retail  prices — 
Tables- 
Cost  of  living  figures,  May,  1921,  for  individual  items  in  New  York 

City  and  the  United  States 741 

Cost  of  living  figures,  May,  1921,  reported  for  important  centers 

bjr  the  Department  of  Labor ' 741 

Wholesale  prices — 
Charts- 
Wholesale  commodity  prices  in  four  countries 764 

Wholesale  commoditv  prices  in  the  United  States  and  England, 

1790-1920 ;. 775 

Wholesale  prices  and  the  cost  of  living  in  the  United  States 765 

Wholesale  prices  of  certain  groups  of  commodities  in  the  United  States .      498 

Wholesale  prices  of  12  basic  commocUties  in^e  United  States 511 

Depodts: 
Charts- 
Bank  deposits  in  New  York  City  and  outside 636 

LoauoB  and  deposits  of  New  York  City  reporting  banks,  and  interest 

rates  in  New  York  City 550 

Loans  and  deposits  of  reporting  banks  in  the  United  States  compared 
with  eamine  assets,  note  circulation,  and  member  bank  reserve 

deposits  of  a3l  Federal  reserve  banks 641 

Out  of  town  funds  with  52  New  York  City  banks 644 

Per  cent  change  between  May  4, 1920,  and  April  28, 1921,  in  loans  and 
discounts,  total  deposits,  and  borrowings  of  member  banks  in  agri> 

cultural,  semii^cultural,  and  nonagricultural  counties 650 

Stock  of  gold  in  the  United  States,  bank  deposits,  and  i>aper  money. .      525 
Control  of  rates  on  deposit  balances  during  war  {see  also  Clearing  house) . .  596-621 

Decline  in  deposits,  all  banks 640-649 

Deposits  of  correspondents  with  New  York  City  banks 639-649 

Element  in  expansion.  State  bank  deposits  wim  member  banks,  and  their 

use  of  Federal  reserve  notes  as  reserve 524 

Element  of  time  deposits  in  expansion 523, 534-536 

Expansion  from  deposits 627 

Expansion,  1914-1920 524 

Gold  deposits  with  member  banks  find  their  way  to  reserve  banks 521 

In  agricultural  and  nonagricultural  communities 650-663 

,  Note  i jsues  of  Federal  reserve  banks,  conversion  of  deposits  into 627 

Ratio  of  notes  to  reserve  depoats 522, 627, 708 

Ratio  of  stock  of  gold  to  deposits 524, 538 

Tables- 
Balances  of  out-of-town  correspondents  and  street  loans  placed  for 
their  account,  daily  reporting  banks.  New  York  City,  Jan.  3, 1919,  to 

July  20,  1921 646 

Capital  and  surplus;  demand  deposits;  time  deposits;  loans  and  dis- 
counts; borrowings  from  Federal  reserve  bank,  including  rediscounts, 
bills  payable,  and  a  total;  basic  lines;  and  borrowings  from  corre- 
spondents, includkig  rediscounts,  bills  payable,  and  a  total  of  member 
banks  in  agricultural,  semiagricultural  and  nonagricultural  counties 

(1920-21)  in  entire  country  and  12  Federal  reserve  districts 653-663 

Deposits,  balances  of  out-of-town  corresnondents,  total  loans  and  in- 
vestments, and  borrowings  of  5  large  New  Yorlc  City  banks  on  se- 
lected dates,  January,  1920,  to  July,  1921 649 
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Tables— Continued.  ?•€«. 

Deposits,  loans,  and  investments^  and  borrowings  of  reporting  member 
banks  in  New  York  City,  and  in  the  second  Federal  reserve  district 
(last  weekof  each  month,  191»-July  20^  1921) 643 

Deposits  of  correspondents  located  outside  of  second  district  and  totel 
borrowings  from  Federal  reserve  banks,  as  of  Nov.  15, 1920 639 

Expansion  under  the  national-banking  system  which  could  theoretic- 
ally follow  the  deposit  of  gold  in  a  national  bank  situated  in  a  central 
reserve  city 628 

Increase  or  decrease  in  loans,  bcMnowings,  and  deposits  of  member 
banks,  1920-21,  in  agricultural,  semiagricultural,  and  nonagricul- 
tural  counties 661 

Percentage  decline  from  maximum  of  loans  and  deposits  of  the  repwting 
banks  of  all  districts,  and  of  New  York  City 642 

Total  deposits.  Federal  reserve  bank  of  New  York,  Jan.  8,  1919,  to 
July  20, 1921 746-747 

E. 
Earning  assets: 

All  Federal  reserve  banks. — 
Charts- 
Earning  assets,  note  circulation,  and  member  bank  reserve  de- 
posits, all  Federal  reserve  banks 534 

Loans  and  deposits  of  reporting  banks  in  the  United  States  com- 
pared with  earning  assets,  note  circulation,  and  member  bank 

reserve  deposits  of  all  Federal  reserve  banks 641 

Federal  reserve  bank  of  New  York- 
Charts— 

Earning  assets  and  rates  of  discount  of  the  Federal  reserve  bank 

of  New  York 500 

Earning  assets,  note  circulation,  and  reserve  deposits.  Federal 

reserve  bank  of  New  York 506 

Loans  of  Federal  reserve  bank  did  not  decline  with  prices 500 

Peak  of  loan  account 505, 714 

Table:  Total  earning  assets,  Federal  reserve  bank  of  New  York, 

Jan.  3, 1919  to  July  20,  1921 742-744 

Earnings  of  Federal  reserve  banks  no  more  than  tax  on  note  issues 719 

Editorial  from  Manufacturers'  Record,  May  5, 1921 256 

Educational  meetings  at  Federal  reserve  bank  of  New  York 703-705 

Educational  process. 445 

England: 

Bank  act  of  1844 533 

Bankrates 748-760 

Branches  of  London  Joint  City  and  Midland  Bank 786 

Charts- 
Minimum  discoimt  rate  of  the  Bank  of  England  and  market  rate  on 

90-day  bills  in  London  (1900-1920} 561 

Minimum  discount  rate  of  the  Bank  of  England  and  market  rate  on 

90-day  bills  in  London  (1914-1921) 559 

Movement  of  representative  foreign  exchanges 803 

Reserve  percentages.  Federal  reserve  banks  and  the  Bank  of  England .      591 
Wholesale  commodity  prices  in  the  United  States  and  England  (1790- 

1920) 775 

Clearing  house  procedure  in  London,  when  bank  rate  changes 596 

Comparison  of  English  banking  system  with  Federal  reserve  system 532 

Comparison  of  London  money  market  with  New  York  money  mar- 
ket  516-517,539,637 

Currency  notes,  reserve  behind 433 

Currency  system  before  the  war 623 

Discount  rate  as  compared  with  market  rate 563-665 

Effect  of  change  of  discount  rate  in  England 623, 625 

England  has  no  "commercial  paper" 796 

Financial  conditions  in 257, 258 

Tables- 
Market  rate  on  90-day  bank  bills  in  London  and  the  minimum  rate  of 

the  Bank  of  England 562 

OfSdal  discount  rates  of  other  foreign  state  banks,  in  percentages, 
1919-1921 750 
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Bflsential  and  nonessential  loans 715,  733, 786 

Expansion: 

Agricultural  countries 595 

Certificates  of  indebtedness  as  instruments  of  expansion 452, 505 

Chart — ^Reserve  percentages  Federal  reserve  banks  before  inter-bank 

accommodations 593 

Deposits,  fi"om (S27 

Discount  rate  so  adjusted  as  to  avoid  expansion 516 

Effect  of  expansion  in  foreign  countries 782 

Effect  of  expansion  upon  Government  debt 779-781, 784 

Effect  of  expansion  upon  the  different  classes 783 

Effect  of  raising  Federal  reserve  bank  rate  upon  expansion 502 

Expansion  dining  post-war  period 450, 495-497 

Expansion  dining  war  period 451-495 

ExmuMion  in  other  districts 515, 517-518 

Gathering  gold  into  Federal  reserve  banks  to  prevent  expansion 450 

Impossible  to  arrest  expansion 772 

Increase  of  circulating  medium 453, 781-783 

Note  issues  of  Federal  reserve  bank,  conversion  of  deposits  into 627 

Ratio  of  notes  to  reserve  deposits 522, 627, 703 

Risk  of  starting  exx>ansion  again 780 

Table — ^Expansion  under  the  national  banking  svstem  which  could  theo- 
retically follow  the  deposit  of  gold  in  a  natioiud  bank  situat-ed  in  a  central 

reserve  city '.      628 

Under  Fedeial  reserve  system  and  arising  out  of  the  war 520-538 
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Rediscounts,  table  of,  1920 304 
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Rediscounts —  I'age. 
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21  and  28,  1921 219 
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To  press  at  close  of  cotton  conference 413 

Telegram  from  farmers  relative  to  credit  conditions 372 

Federal  reserve  notes: 
ChartB— 

Earning  assets,  note  circulation,  and  member  bank  reserve  deposits, 

all  Federal  reserve  banks 534 

Earning  assets,  note  circulation,  and  reserve  deposits,  Federal  Re- 
serve Bank  of  New  York 506 

Loans  and  deposits  of  reporting  banks  in  the  United  States  compared 
with  earning  assets,  note  circulation,  and  member  bank  reserve 

deposits  of  all  Federal  reserve  banks 641 
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Federal  reserve  notes — Ck)ntinued.  P«8«. 

Not  reserves  in  vaults  of  member  banks 450 

Ratio  of  notes  to  reserve  deposits 522, 627, 703 

Reserve  necessary  against  Federal  reserve  notes  in  circulation 521 

State  bank  reserves,  used  as 524, 537 

Tabl&— Total  reserves  and  Federal  reserve  notes  in  circulation,  Federal 
reserve  Bank  of  New  York,  January  3, 1919,  to  July  20, 1921 744-745 
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Indorsed  by  John  Skelton  Williams 5 

Interest  rates  {su  also  Rates  and  Money  rates) 315 

Jurisdiction  of 24,438 
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winter  of  1920 450, 497-506 
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Supported  the  war 20 

Transactions  by 62 
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reserve  system) 449-518 

I^ancial  statements  in  connection  with  member  bank  rediscounts 730 

Fiscal  agency  functions: 

Authority  for 503,672 
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509, 539, 543,  551-560, 563-^1 
Federal  Reserve  Bank  of  New  York  as  fiscal  agent  for  United  States  in  con- 
nection with  certificates  of  indebtedness 554-556 

Relation  with  call  money  market 543 
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Deposits  of  correspondents  located  outside  of  second  district  and  total 
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Letter  to  J.  S.  Wannamaker,  August  4,  1920 402 

Letter  to  J.  S  Wannamaker,  September  10, 1920 410 
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Liquidatian: 

First  appeared  in  New  York 717 

In  agricultural  and  nonagricultural  communities,  May  4,  1920-April  28, 

1921 650-^63 

Stocks  in  liquidating  market  pass  from  weak  to  strong  hands 630, 631 

Street  loans • 629, 632, 635 

Live-stock  credit,  paper  held  by  Federal  reserve  banks. .  153, 266, 303, 328, 424, 426, 434 
Loans,  discounts,  and  investments: 

Federal  reserve  bank  of  New  York.    (See  Earning  assets.) 
Member  banks — 
Charts- 
Bank  loans  and  prices  in  the  United  States 499 

Loans  and  deposits  of  New  York  City  reporting  banks,  and  inter- 
est rates  in  New  York  City 550 

Loans  and  deposits  of  reporting  banks  in  the  United  States  com- 
pared with  earning  assets,  note  circulation,  and  member  bank 

reserve  deposits  of  all  Federal  reserve  banks 641 

Loans  of  reporting  banks  in  New  York  City  and  the  United  States .      635 
Per  c^nt  change  between  May  4, 1920,  and  April  28,  1921,  in  loans 
and  discounts,  total  deposits,  and  borrowings  of  member  banks 
in  agricultural,  semiagncultural,  and  nonagricultural  counties.      650 


Digitized  by 


Google 


X¥I  INDEX. 

Loans,  discounts,  and  investments — Continued. 
Member  banks — Continued. 

Charts— Continued.  p««^ 

Expansion,  1914-1920 524,538 

In  agricultural  and  nonagricultural  communities  May  4,  1920- 

April28,  1921 650-663 

Loans  by  New  York  City  banks  to  correspondents 637 

Peakof  loans  of  reporting  banks,  October  15, 1920 629 

Procedure  of  member  bank  when  it  is  overloaned 519 

Rates  at  which  banks  make  loans  has  bearing  on  Federal  reserve 

bank  rate ; 547 

Relation  of  loans  of  a  bank  to  its  reserves — , 518 

Tables- 
Capital  and  surplus;  demand  deposits;  time  deposits;  loans  and 
aiscounts;  borro^dngs  from  Federal  reserve  bank,  including  re- 
discounts, bills  payable,  and  a  total  j  basic  lines;  and  borrowings 
from  correspondents,  including  rediscounts,  bills  pavable,  and 
a  total  of  member  banks  in  agricultural,  semiagricultural,  and 
nonagricultural  counties  (1920-21)  in  entire  country  and  12 

Federal  reserve  districts 653-668 

Deposits,  balances  of  out  of  town  correspondents,  total  loans  and 
investments,  and  borrowings  of  five  laige  New  York  City  banks 

on  selected  dates,  January,  1920,  to  July,  1921 649 

Deposits,  loans,  and  investments,  and  borrowings  of  reporting 
member  banks  in  New  York  City,  and  in  the  second  Federal 
reserve  district  (last  week  of  each  month,  1919-July  20,  1921). .  643 
Increase  or  decrease  in  loans  and  in  borrowines  from  Fedeial  re- 
serve banks  by  districts,  1920-21,  in  agricultural,  semiagricul- 
tural, and  nonagricultural  counties. 652 

Increase  or  decrease  in  loans,  borrowings,  and  deposits  of  member 
banks,  1920-21,  in  agricultural,  semiagricultural,  and  non- 
agricultural  counties 651 

Lofms  and  discounts  of  member  banks  in  the  several  Federal 
reserve  districts,  1920-21,  by  agricultiural,  semiagricultural  and 

nonagricultural  counties 653 

Out  of  town  loans  and  balances  of  out  of  town  correspondents, 

5  large  New  York  City  banks,  February  14,  1921 649 

Percentage  decline  from  maximum  of  loans  and  deposits  of  the 

reporting  banks  of  all  districts  and  of  New  York  Citv 642 

Loan  of  $130,000,000  by  Federal  reserve  bank  of  New  York 57, 61, 705-709 

M. 

Manufacturers'  Record,  editorial  from,  May  5,  1921 255 

McEenna,  Reginald,  of  England,  statement  of,  as  to  financial  conditions  in 

England 258 

Meetings  at  Federal  reserve  bank  of  New  York 703-705 

Member  Bank  Relations  Department: 

Educational  meetings  and  talks 703-705 

Visits  to  member  and  nonmember  banks 704 

Member  banks: 
Charts- 
Bank  deposits  in  New  York  City  and  outside 636 

Earning  assets,  note  circulation,  and  member  bank  reserve  deposits, 

all  Federal  reserve  banks 534 

Earning  assets,  note  circulation,  and  reserve  deposits.  Federal  reserve 

bank  of  New  York 506 

Loans  and  deposits  of  reporting  banks  in  the  United  States  compared 
with  earning  assets,  note  circulation,  and  member  bank  reserN-e 

deposits  of  all  Federal  reserve  banks 641 

Comparison  of  all  loans  of  reporting  member  banks  with  street  loans 629, 632 

Element  in  expansion 522-523 

In  agricultural  and  nonagricultural. communities,  May  4,  1920  to  A|Mil  28, 

1921 650-663 

Number 537, 663 

Percentage  of  resources  of  member  banks  to  those  of  nonmember  banks  in 
second  district 640 


Digitized  by 


Google 


INDEX.  XVII 

Member  banks— Continued.  p>««* 

Relation  to  Federal  reaerve  bank 518-^19 

Reeerves  all  with  Federal  reserve  banks 527 

Tables- 
Deposits,  loans  and  investments,  and  borrowings  ol  reporting  member 
banks  in  New  York  City,  and  in  the  second  Federal  reserve  dis- 
trict (last  week  of  each  month,  1919-July  20,  1921) 643 

Percentage  decline  from  Tnayimiim  of  loans  and  deposits  of  the  report- 
ing banks  of  all  districts,  and  of  New  York  City 642 

Miller,  A.  C,  address,  Federal  reserve  policy 478-494 

Minneapolis  Federal  reserve  bank: 

Earning  assets,  table  of,  1920-21 431 

Interest  rate 316 

Operations  of , 136, 142 

Money  committee: 

Amount  of  fund  for  use  in  stock  exchange 666-670, 673 

Attitude  of  committee , 682 

Attitude  of  public  toward  money  committee 667, 672, 681 

Beginnings  of  speculation,  August,  1918 668, 669, 674 

Change  of  policy  of  money  committee,  August,  1918 668, 669, 674, 681 

Control  of  stock  exchange  loans 497,  643 

Correspondence- 
Letter  to  President  Noble  of  stock  exchange,  Septembo*  5, 1918 675 

ratter  from  President  Noble,  November  30,  1918 678 

Letter  to  President  Noble,  December  4,  1918 678 

Daily  reports  of  loans  to  money  committee 667, 673, 675, 676 

Date  of  commencing  exercise  of  control 668, 669 

Dates  of  money  committee,  middle  of  Septemb^,  1917-latter  part  of 

January,  1919 673-681 

Efforts  to  curb  speculation 676,677 

End  of  control  of  monev  committee 678-682 

Establishment  of  fund  for  use  in  stock  exchange 666 

History 666-682 

Increase  of  mai^gin  to  keep  down  volume  of  stock  exchange  loans 676-678 

Maturity  of  dates  of  borrowings  shortened 673, 674 

Members  of  money  committee 673, 675 

Money  committee  banks  still  cooperating  with  Federal  Reserve  Bank  of 

NewYwk 637-638 

Neceesitv  for  existence  of  a  security  market 668-671 

Needs  of  Treasury - 666,  668, 670-673 

Officers  of  stock  exchange  advised  action 666 

Policies  of  committee 666,668,669,674,681,688 

Reasons  for  coming  to  relief  of  stock  exchange 668-671 

Statements  to  press 673,674,676,678,679,680 

Money  market  at  New  York: 

Commercial  paper 538 

Compared  with  London  market 516-517,539,637 

Influence  of  call  money  market  on  attraction  of  funds  to  New  York 595 

Money  committee .• 543, 637-638, 665-682 

New  York  money  market  center  for  country 684 

Moms,  Ray,  address;  certificates  of  indebtedness,  July  16, 1918 571 

N. 

Napoleonic  wars:  Chart — Wholesale  commodity  prices  in  the  United  States 

and  England,  1790  to  1929 775 

Nationied  banking  system:  Table — Expansion  imder  the  National  banking 
system  which  could  theoretically  follow  the  deposit  of  gold  in  a  nations! 

bank  situated  in  a  central  reserve  city 628 

National  banks: 

Failures  of 11 

Loans  and  discounts 16 

Money  loaned  by  all  banks  in  New  York  City  to  borrowers  outside  Eastern 

States,  Jan.  31, 192,0 191 

Resources  of 14 

Table  of  deposits,  loans  and  discounts,  rediscounts  and  bills  payable,  1906 
to  1920 384 


Digitized  by 


Google 


XVm  INDBX. 

New  York  Federal  reserve  bank: 

Bills  discounted  and  acceptances  sold  to  other  reserve  banks,  I92<V-21, 

by  weeks 210, 241 

Credit  to  particular  bank 200, 242 

Earning  assets,  table  of 427 

Examination  of,  by  comptroller 215, 227 

Funds  in,  during  1920 194, 241 

Interest  rates  {see  also  Rates). 20, 23, 103,  111,  206, 312, 316 

I^etter  from  comptroller  to  Gov.  Harding  of  Fed.  Reserve  Board,  relative 

to,'  February  19,  1921 183 

Loans  and  discounts 57, 62, 134, 142 

Operations  of 62, 75, 136, 206, 214, 235 

Relation  to  conditions  in  other  New  York  banks 218, 242 

New  York  money  market.    (S^e  Money  market  at  New  York.) 

Nonmember  baiUEs: 

Normal  rate  of  increase  of  banks 538 

Benefits  of  Federal  reserve  ^rstem 607, 702-703 

Deposits  of  State  banks  with  member  banks 524 

Federal  reserve  notes  as  reserves 537, 627 

Number 537 

Percentage  of  resources  of  member  to  those  of  nonmember  banks  in  sec- 
ond district 640 

Percentage  of  total  banking  resources .' 537 

Unrelated  banks  cause  poor  diffusion  of  credit 785 


Philadelphia  Federal  Reserve  Bank: 

Earning  assets,  table  of,  1920-21 428 

Interest  rates '. 316 

President  of  the  United  States,  statement  of,  as  to  cause  fw  demession,  July  12, 

1921 837 

Prices: 

Break  in 361 

Oiartfr— 

Bank  loans  and  prices  in  the  United  States 499 

Prices  of  12  basic  commodities  in  the  United  States 511 

Wholesale  commodity  prices  in  the  United  States  and  England,  1790 

to  1920 776 

Cycle  of  declining  prices 774-776 

Discount  rate  and  ni^-price  levels 494 

First  signs  of  break^  in  Japan 496 

Increase  of  circulating  medium 453 

No  direct  concern  of  Federal  reserve  system 622, 714, 734-735, 772, 776 

Of  cotton 879 

Peak,  May,  1920 501 

Policy  of  Federal  reserve  bank  during  speculation  and  rising  prices 497 

Readjustment  of  prices  in  present  pcaiod 505 

Relation  of  bank  rate  to  prices  in  England.* 623-624 

Trend  of 364,878 

World  collapse 864 

R. 
Rates: 

Advance  of  rates  in  1919 712 

CaUrate 117,812,336 

Call  rates: 

Article,  Gecwge  E.  Roberts 540 

Article,  Wall  Street  Journal 541 

Central  banks 747-750 

Charts- 
Call  and  time  loan  rates  in  New  York  City 567 

Discount  rate  of  Federal  reserve  bank  of  New  York,  and  market  rate 

on  different  types  of  paper 563 

Discount  rates  of  Federal  reserve  bank  of  New  York,  and  the  market 
rate  on  commercial  paper 561 


Digitized  by 


Google 


iKim.  XIX 

K  ites — Continued. 

Charts — Continued.  Ph«' 

Earning  aaseta  and  rates  of  discount  of  the  Federal  reserve  bank  of 

NewYork 500 

Interest  rate  of  certificates  of  indebtedness  at  issuance,  and  rates  of 
Federal  reserve  bank  of  New  York  on  advances  secured  by  cer- 
tificates of  indebtedness 559 

Interest  rates  on  commercial  paper  after  Civil  War  and  after  World  War .      566 
Loans  and  deposits  of  New  York  City  reporting  banks  and  interest  rates 

in  New  York  City 550 

Market  rates  on  principal  types  of  pai)er  at  New  York 567 

Minimum  discount  rate  of  Bank  of  £ngland  and  market  rate  on  90-day 

bills  in  London,  I90O-I920 561 

Minimum  discount  rate  of  Bank  of  England  and  market  rate  on  90-day 

•        bills  in  London,  1914-1921 559 

Open-market  rates  for  certificates  of  indebtedness  and  rates  of  Federal 

reserve  bank  of  New  York  on  advances 560 

Street  loans  of  New  York  City  banks  and  the  call  loan  rate 545 

Street  loans  of  New  York  City  banks  for  their  own  account  and  for  the 

account  of  correspondents,  and  the  call  loan  rate 546 

Clearing-house  procedure  in  London  when  bank  rate  changes 596 

Control  by  rate.    (See  Control.) 

Control  of  call-money  rate  necessary  to  market  certificates  of  indebtedness. .      543 

Control  of  rates  on  deposit  balances  during  war  (tee  also  Clearing  house) 595- 

621, 789 

Discount  rate  as  compared  with  market  rate 56$ 

Discount  rates  and  high  price  levels , 494 

Discount  rate  so  adjusted  as  to  avoid  expansion  and  speculation 514-516 

Easier  rates  for  money  symptom  of  recovery 509 

Effect  of  change  of  discount  rate  in  England 623, 625 

Effect  of  Federal  reserve  rate  above  le^  rate 720-722 

Effect  of  high  rates  in  time  of  strain 513 

Effect  of  high  rates  on  attractting  money  to  New  York 542 

Effect  of  rate  on  borrowings  of  member  banks 506 

Effect  of  reserve  ratio  on .-* 415 

Foreign  bank  rates 747-750 

Impossible  to  control  expansion  or  deflation  by  rate  action 772 

In  all  banks 28,30,39,207,228,314,366 

Influence  of  discount  rates  upon  flow  of  credit  between  nations 752 

In  leading  countries 366 

In  New  York  City 20, 23, 103,  111,  113, 117, 121, 186, 312 

In  various  States 382 

Judicious  increase  of  rate  of  Federal  reserve  bank  to  insure  liquidation  of 

stocks  of  backed-up  goods 506 

Market  rates  and  discount  rate 507 

New  York  money  market.    (See  Money  market  at  New  York.) 

Peak 506 

Policy  to  be  followed  by  Federal  reserve  bank  in  establishing  rate 581, 622 

Preferential  rates 691, 696 

Progressive  rates: 

AppUcationof 24,38,163,168,285,311,316,318,323,351 

Argiiments  against 691, 695-696 

Attitude  of  Federal  reserve  bank  of  New  York  toward 691, 695 

Effect  on  fanner  if  term  determined  rate 692 

Long  time  required  by  fanner 693-695 

Provided  by  amendment  to  Federal  reserve  act 274 

Term  of  a  loan  should  determine  rate 692 

Uiged  by  comptroller  to  suspend 132, 163, 175 

Raising  of  rates  justified  to  curb  speculation 502 

Rate  increase  in  1919  prevented  by  needs  of  Treasury 763 

Rate  not  kept  up  to  make  profit 719, 721 

Rate  of  Federal  reserve  bank  of  New  York  could  not  be  lowered  in  1920, 

as  loan  account  was  rising  and  reserves  low 714-715, 71S 

Rate  of  return  on  securities  governed  by  natural  laws 504, 670 

Rate  policy  not  dependent  on  prices 714 

Rates  of  banks  to  customers  higher  than  rate  of  reserve  banks 625> 

91341— 2^— VOL  2 63 


Digitized  by 


Google 


zx  unrnx. 

Rates— Continued.  Pafe. 

Ratee  of  interest  on  collateral  call  loans:  Senate  document 628, 629, 636 

Rates  on  Liberty  and  Victory  loans 608-504,670,671 

Rediscount  rates,  application  of 301, 306, 307, 316, 383 

Reduction  of  rates  not  justified 718-719 

Relation  of  bank  rate  to  prices  in  England 623-624 

Relation  of  call-money  rate  to  volume  of  stock-exchange  loans 545 

Reserve-bank  rates  reflection  rather  than  cause  of  what  is  transpiring 622 

Tables- 
Average  rates  of  interest,  call-loan  renewal  rate,  and  time  loans  mixed 

collateral,  New  York  City 540 

Comparison  of  interest  rates  on  issues  of  certificates  of  indebtedness 
outstanding,  interest  rates  on  offerings  of  new  issues  of  certificates, 
and  yields  m  current  market  prices  of  issues  outstanding,  month  by 
month,  from  May,  1920,  when  Treafauy  sanctioned  an  open  market* 

on  certificates  of  indebtedness,  to  July  29,  1921 554 

Discount  rate  of  Federal  reserve  bank  of  New  York  on  60  and  90  day 
commercial  paper  and  market  rate  on  4  to  6  months'  commercial 

paper  in  New  York 562 

Market  rate  on  90-day  bank  bills  in  London  and  the  minimum  rate  of 

the  Bank  Of  England 562 

Money  rates  at  New  York 664r-565 

Official  discount  rates  of  central  banks,  in  percentages,  1919-21 748 

Official  discount  rates  of  other  foreign  state  banks,  in  percentagee, 

1919-21 750 

Rates  of  discount  effective  at  the  Federal  reserve  bank  of  New  York 

in  1919.  1920,  and  1921 751 

Report  of  discount  and  interest  rates  as  shown  by  actual  transactions 
of  5  banks  of  New  York  City*  30-day  periods  ending  Aug.  15, 1918, 
Oct.  15,  1919,  Oct.  15.  1920,  Jan.  15,  1921,  and  June  15, 1921....  548,549 

To  Federal  reserve  member  banks 22, 301, 347, 381 

Ratio — ^Bearing  of  reserve  ratio  on  interest  rates 415 

Redemption  fund,  5  per  cent; 583 

Tables- 
Gold  settlement  fund  transactions,  January  to  June,  inclusive,  1920. .      584 
Gold  settlement  fund  transactions,  July  to  December,  inclusive,  1920.      585 

Gold  settlement  fund  transactions,  January  1-July  20,  1921 586 

Reserve  percentages: 
Charts- 
Reserve  percentagee.  Federal  reserve  banks  and  the  Bank  of  England.      591 
Reserve  percentages  Federal  reserve  banks  before  interbank  accom- 
modations       593 

Reserve  percentages  of  Federal  reoerve  bank  of  New  York  and  the 

entire  system 587 

Reserve  percentages  of  the  Federal  reserve  system,  with  ahd  without 

gold  accessions 759 

R^rve  percentages  of  the  New  York  Federal  reserve  bank  before 

and  after  interbank  borrowing 588 

Tablea— 

Interbank  accommodations  between  Federal  reserve  bank  of  New 

York  and  other  Federal  reserve  banks 589-591 

Reserve  percentages  of  Federal  Reserve  Bank  of  New  York  before  and 
after  interbank  accommodations  and  reserve  percentages  of  Federal 

reserve  system 588-589 

Twelve  Federal  Reserve  Banks  for  1920  and  1921 594 

Reserves: 

Borrowing  of  member  bank  to  make  good  deficit  reserve 506, 698, 699 

Charts- 
Loans  and  deposits  of  reporting  member  banks  in  the  United  States 
compared  with  earning  assets,  note  circulation,  and  member  bank 

reserve  deposits  of  all  Federal  Reserve  Banks 641 

Reserves  of  the  Federal  Reserve  Bank  of  New  York 760 

Element  in  expansion  of  modified  reserve  requirements 521-^522 

Member  banks^  reserves  all  with  Federal  Reserve  Banks 527 

Penalty  for  member  bank  impairing  reserves 519 

Pyramided  reserves 522, 529 

Relation  of  loans  of  a  bank  to  its  reserves 518 


Digitized  by 


Google 


INDEX.  XXI 

Beeerves — Ck)ntinued . 

Tablea—  Page. 

Expansion  under  the  national  banking  system  which  could  theoretic- 
ally follow  the  deposit  of  gold  in  a  national  bank  situated  in  a  central 

reserve  city 628 

Total  reserves  and   Federal  reserve  notes  in  circulation,   Federal 
Reserve  Bank  of  New  York,  January  3,  1919,  to  July  20,  1921. . . .  744-745 

Under  amendment  to  Federal  reserve  act,  June  21,  1917 522, 528 

Under  national-bank  act 521, 528 

Under  original  Federal  reserve  act,  November  16,  1914 522, 528 

Kesolution  regarding  agricultural  inquiry  adopted  by  the  directors  of  the 

Federal  Reserve  Bank  of  New  York,  August  3,  1921 447 

Retail  establishments  reporting  to  Federal  Reserve  Bank  of  New  York 510 

Retail  prices,  tables: 

Cost  of  living  figures,  May,  1921,  for  individual  items  in  New  York  City  and 

the  United  States 741 

Cost  of  living  figures,  May,  1921,  reported  for  important  centers  by  the 

Department  of  Labor 741 

Richmond  Federal  Reserve  Bank: 

Girciilar  announcement 96 

Cotton-crop  accommodations 347, 422 

Earning  assets,  table  of 429 

Interest  rates 316 

Letter  of  governor  to  governor  of  Federal  Reserve  Board  (policy  as  to 

cotton) 406 

Monthly  letter,  extract  from,  August,  1920 409 

Operations  of 136,142,210,324,325 

Possibility  of  removal  from  Richmond 227 

Riding  on  financing  cotton  crop,  1921 95 

Statement  of 98 

Statement  of  deputy  governor  of 331 

Roberts,  Geoi^eE.,  article  on  ciJl  rates 540 

Rufihmore,  Charles  E.,  opinion  on  amendment  to  constitution  of  clearing 
house 611 

S. 

8t.  Louis  Federal  Reserve  Bank: 

Cotton-crop  accommodations 347 

Earning  assets,  table  of,  1920-21 431 

Interest  rates 3 15 

Operations  of 136,142 

San  Francisco  Federal  Reserve  Bank: 

Earning  assets,  table  of ,  1920-21 '433 

Interest  rates 316 

Operations  of 325 

Saving  power  of  people  of  United  States 451 

Scope  of  agricultural  inquiry,  quotation  from  resolution  appointing  commission .      447 

Seay,  Gov.  George  J.  (Richmond  Federal  Reserve  Bank),  letter  to  Gov.  Harding 

(Federal  Reserve  Board),  September  4,  1920 406 

Socreturv  of  thft  'Freasurv* 

Letter  to  Senator  Weller  of  Maryland  (discount  rates)  July  30, 1921 383 

Statement  (agricultural  credit),  September  27,  1920 376 

Senate  document,  rates  of  interest  on  collateral  call  loans 628, 629, 636 

Silk  shirts  and  bubbles,  address  of  John  Skelton  Williams 36 

Speculation: 

Adjustment  of  rates  to  prevent  speculation 516 

Dujring  life  of  money  committee 667, 674 

Effect  of  money  committee  was  to  curb  speculation 668 

Impossible  to  stop  rage  of  speculation  after  war 502 

Money  committee 543, 637-638, 665-682 

Postwar  period  one  of  speculation 450, 495-497 

Reasons  for  wave  of  speculation  after  war 769-771 

Speculation  of  various  kinds  follows  recovery 514 

Sprague,  O.  M.  W.,  address,  The  discount  policy  of  the  Federal  reserve  banks. .      466 

State  banks.    (See  Nonmember  banks.) 


Digitized  by 


Google 


XXn  INDEX. 

Stock  exchange  loans: 

Charts—  ^H^- 

Call  and  time  loan  rates  in  New  York  City , 567 

Loans  of  reporting  banks  in  New  Y^k  C^ty  and  the  United  States. . .     635 
Loans  of  reporting  banks  in  the  United  States  and  street  loans  of 

New  York  City  banks 626 

Market  rates  on  principal  types  of  paper  at  New  York 567 

Out  of  town  funds  with  52  New  York  City  banks 644 

Street  loans  of  52  New  York  City  banks 545 

Street  loans  of  New  York  City  banks  and  the  call  loan  rate 545 

Street  loans  of  New  York  City  banks  for  their  own  account  and  for 

the  account  of  correspondents,  and  the  call  loan  rate 546 

Comparison  of  stock  exchange  loans  with  all  loans 629, 632, 635 

Effect  of  high  rates  on  attracting  money  to  New  York 542, 630, 644 

Effect  on  coimtry  of  curtailment  of  loans  in  call  money  market 547 

Importance  of  New  York  stock  exchange 684-687 

Improvement  in  stock  exchange  methods 637 

Influence  of  call  money  market  on  attraction  of  funds  to  New  York 595 

Loans  for  correspondents  by  New  York  City  banks 644-649, 664 

Money  committee 543, 637-638, 665-682 

Not  eligible  for  rediscount  at  Federal  reserve  bank 542, 637 

Peak,  November  3, 1919 545,546,629,633,664 

Rate  control  necessary  in  order  to  market  certificates  of  indebtedness. .  543,666 

Rate  has  bearing  on  Federal  reserve  bank  rate 539 

Relation  of  call  money  rate  to  v^ume  of  loans 545, 644 

Relation  of  Federal  reserve  bank  of  New  York  to  call  money  market.  546, 547, 637 

Relation  with  fiscal  agency  function 543 

Reports  from  borrowers  and  lenders 544 

Roberts,  George  E.,  article  on  call  rates 540 

Senate  document:  Rates  of  interest  on  collateral  call  loans 628, 629, 636 

Stocks  in  liquidating  market  pass  from  weak  to  strong  hands 630, 631 

Tables- 
Average  rates  of  interest,  call  loan  renewal  rate,  and  time  loans  mixed 

collateral.  New  York  City 540 

Balances  of  out  of  town  correspondents  and  strpet  loans  placed  for 
their  account,  daily  reporting  banks,  New  York  City,  January  3. 

1919,  to  July  20, 1921 '. 646 

Money  rates  at  New  York 564-565 

Street  loans,  New  York  City  daily  reporting  banks,  January  3,  1919, 

to  July  20,  1921 647 

Volume 546,632,684 

.  Wall  Street  Journal,  article  from 541 

Street  loans.    (See  Stock  exchange  loans  and  rates.) 

Strong,  Benjamin,  governor  Federal  reserve  bank  of  New  York: 

Letter  to  Gov.  Harding,  March  16,  1921 237 

Statement  of,  before  commission 447-814 

Suggestions  of  Gov.  Strong: 

Branch  banking  withm  limited  areas 786 

Entry  of  State  banks  into  system  facilitated 787 

System  of  credit  to  take  care  of  lone-time  agricultural  loans 790-800 

Competition  with  national  banks 791, 793, 795 

Inv^ment  funds,  rather  than  deposit  funds,  to  be  used  for  this  pur- 
pose  : 792 

Paper  under  this  system  could  go  through  land  banks,  .j 790-793 

Such  paper  discounted  at  Federal  reserve  banks  when  nearing  matur- 
ity  790,792,793,799 

Symptoms  or  recovery : 

Activity  increasing  in  various  industries 509 

Easier  rates  for  money 509 

Further  phases  to  follow 514 

Rise  of  security  values 509 

Wholesale  consumption  and  production  increasing 512 

Wholesale  urices  tend  to  stabilization 511 


Digitized  by 


Google 


INDEX.  XXTTI 

T. 

Tables.    (See  separate  index.) 

Treasury  policies:  Pag«» 

Borrowing  of  Treasury  to  meet  war  expenditures 451 

Federal  reserve  banks  fiscal  agents  of  the  Treasury 503 

Rates  on  Liberty  and  Victory  loans 503-504,670-671 

Treasury  and  Federal  reserve  bank  policies  interdependent 454 

Treasury  needs  controlled  during  war 454-465,495,  543 

Treasury's  war  problem — ^methods  of  financing  the  war  in  relation  to  in- 
flation: Address  by  Hon.  R.  C.  Leffingwell 454-465 

Treman,  R.  H.,  address,  certificates  of  indebtedness,  July  16, 1918 566, 575 

U. 
Unemployment  and  employment: 

Department  of  Labor  reports  on  employment,  Ma^  and  June,  1921 510 

Unemployment  feared  from  returning  soldiers  to  civil  life 495 

W. 
Wall  Street  Journal: 

Article;  call  rates 541 

Quotation  from 364 

Wannamaker,  J.  S.: 

Letter  to  Federal  reserve  bank  of  Richmond,  August  30,  1920 407 

Letter  to  Gov.  Harding  (cotton),  June  28,  1920 395 

Letter  to  Gov.  Harding  (cotton),  July  9,  1920 396 

Letter  to  Gov.  Harding  (cotton),  July  25,  1920 400 

Letter  to  Gov.  Harding  (cotton),  Julv  28,  1920 401 

Letter  to  Gov.  Harding,  August,  1926 402 

LettertoGov.  Harding,  August  27,  1920 405 

Letter  to  Gov.  Harding  (Washington  conference),  September  8,  1920 409 

Letter  to  Gov.  Harding  (Washington  conference),  September  11,  1920 410 

Letter  to  Gov.  Harding  (War  finance  corporation) 413 

Report  to  Washington  conference,  September  15,  1920 411, 412 

Telegram  to  Gov.  Harding,  August  24,  1920 403 

Telegram  to  Gov.  Harding  (Montgomery  conference),  August  31,  1920 405 

War  Finance  Corporation: 

Bill  passed  to  resume  operations. 440 

Resumes  operations,  urged  by  cotton  interests 413 

Wholesale  prices: 
Charts- 
Bank  loans  and  prices  in  the  United  States 499 

Prices  of  12  basic  commodities  in  the  United  States 511 

Wholesale  commodity  prices  in  four  countries 764 

Wholesale  commodity  prices  in  the  United  States  and  England,  1790 

to  1920. 775 

Wholesale  prices  and  the  cost  of  living  in  the  United  States 765 

Wholesale  prices  of  certain  groups  of  commodities  in  the  United  States .  498 
Williams,  John  Skelton: 

Address  at  Augusta,  Ga.,  July  14,  1921 36 

Address  at  Bangor,  Me.,  June  26,  1920 10 

Address  at  Wadbington,  D.  C,  April  15,  1921 18 

Appointed  Coinptroller  of  the  Ciurency 4 

Attendance  at  Federal  Reserve  Board  meetings 172 

Chaises  of — 

Position  of  Fedei'al  Reserve  Bank  of  New  York  in  regard  to 448 

Reasons  for  answering  charges 448 

Editorial  comment  in  Manufacturers'  Record,  May  5,  1921 255 

Extract  from  report  of  (Jai)an),  December  6,  1920 294, 334 

Federal  reserve  oanks,  duty  of 249 

Letter  from  Gov.  Harding  to  (methods  of  presenting  views  to  board), 

January  7,  1921 138 

Letter  from  Gov.  Harding  to  ^policies),  January  13,  1921 139 

Letter  from  Gov.  Harding  to  (policies),  April  4,  1921 231 

Letter  to  chairman,  Federal  Reserve  Bank  of  New  York,  August  6,  1920.  .  102 

Letter  to  Federal  Reserve  Board,  January  28,  1920 51 

Letter  to  Federal  Reserve  Board,  January  12,  1921 74 


Digitized  by 


Google 


XXIV  INDEX. 

Williame,  John  Skelton— Continued.  P^«- 

Letter  to  Gov.  Harding  of  Federal  Reserve  Board,  August  4,  1920 101 

Letter  to  Gov.  Harding,  Aupist  9,  1920 m 

Letter  to  Gov.  Harding  (policies  of  Federal  Reserve  Board),  December  28, 

1920 130 

Letter  to  Gov.  Harding,  January  6,  1921 138 

Letter  to  Gov.  Harding  (policies),  January  17,  1921 144 

Letter  to  Gov.  Harding  (progressive  interest  rates),  February  4,  1921 162 

Letter  to  Gov.  Harding  (prt^ressive  interest  rates),  February  7,  1921 175 

Letter  to  Gov.  Harding  (actions  of  b<Murd),  February  14,  1921 180 

Letter  to  Gov.  Harding  (actions  of  board),  March  1,  1921 181 

Letter  to  Gov.  Harding  (New  York  Federal  Reserve  Bank  operations), 

February  19,  1921 183 

Letter  to  Gov.  Harding  (policies),  February  26,  1921 206 

Letter  to  Gov.  Harding  (Minneapolis  Federal  Reserve  Bank),  January  13, 

1921 223 

Letter  to  Gov.  Harding  (policies),  March  26,  1921 223 

Letter  to  Secretary  of  the  Treasuiy  (revival  of  War  Finance  Corporation), 

October  21,  1920 122 

Memorandum  for  Federal  Reserve  Board,  August  26,  1920 Ill 

Memorandums  to 138 

Opposed  policy  of  board 161 

Opposed  to  progressive  rate 162, 171, 262 

Recommendation  of  change  in  credit  policy 252, 264 

Statement  as  to  deflation,  October,  1920 124 

Statement  of,  before  commission 1-268 

Statement  to  press,  July  31,  1920 100 

Statement  to  press  (interest  rates  in  New  York),  September  11,  1920 Ill 

Statement  to  press  (interest  rates  in  New  York),  October  18,  1920 113 

Statement  to  press,  October  22,  1920 120 

Wire  transfers . .  w 524, 537, 582, 583 

Table — Wire  transfers,  settling  figures,  September  1-October  22,  1920,  of 

6  banks  in  New  York  City 740 

Wool: 

B reak  in  marke t 361 

Credit  policies  as  to  industry 341, 386 

World  War  Chart — Interest  rates  on  commercial  paper  after  Civil  War,  and 

after  World  War 666 


Digitized  by 


Google 


INDEX  OF  CHARTS. 


Page. 

Wholeeale  prices  of  certain  group  of  commoditieB  in  the  United  States 498 

Bank  loans  and  prices  in  the  United  States 499 

Earning  assets  and  rates  of  discount  of  the  Federal  Reserve  Bank  of  New  York .  500 
Eaminff  assets,  note  circulation,  and  reserve  deposits,  Federal  Reserve  Bank  of 

New  York 506 

Prices  of  12  basic  commodities  in  the  United  States 511 

Percentage  of  firms  failing  to  firms  in  business,  annual  rate 512 

Stock  of  gold  in  the  United  States,  bank  deposits,  and  paper  money 525 

Earning  assets,  note  circulation,  and  member  bank  reserve  deposits,  all  Federal 

reserve  banks 534 

Growth  of  check  collection  system  of  tJie  Federal  reserve  banks 536 

Street  loans  of  New  York  City  banks  and  the  call  loan  rate 545 

Street  loans  of  New  York  City  banks  for  their  own  account  and  for  the  account 

of  correspondents,  and  the  call  loan  rate 546 

Loans  and  deposits  of  New  York  City  reporting  banks  and  interest  rates  in 

New  York  City 550 

Interest  rate  of  certificates  of  indebtedness  at  issuance,  and  rates  of  Federal 

Reserve  Bank  of  New  York  on  advances  secured  by  certificates  of  indebtedness.  559 
Minimum  discount  rate  of  the  Bank  of  England  and  tiie  market  rate  on  90-day 

bills  in  London,  1914-1921 559 

Open-market  rates  for  certificates  of  indebtedness  and  rates  of  Federal  Reserve 

Bank  of  New  York  on  advances 560 

Discount  rates  of  Federal  Reserve  Bank  of  New  York  and  the  market  rate  on 

commercial  paper 561 

Minimum  discount  rate  of  the  Bank  of  England  and  market  rate  on  90-day  bills 

in  London,  1900-1920 561 

Discount  rate  of  Federal  reserve  bank  of  New  York  and  market  rate  on  different 

types  of  paper 563 

Interest  rates  on  commercial  paper  after  Civil  War  and  after  World  War 566 

Market  rates  on  principal  types  of  paper  at  New  York 567 

Call  and  time  loan  rates  in  New  York  City 567 

Reserve  percentages  of  Federal  reserve  bank  of  New  York,  and  of  the  entire 

Federsd  reserve  system 587 

Reserve  percentages  of  the  New  York  Federal  reserve  bank  before  and  after 

interbank  borrowing. : 588 

Reserve  percentages,  Federal  reserve  banks  and  the  Bank  of  England 591 

Accommodation  between  Federal  reserve  bank  of  New  York  and  other  Federal 

reserve  banks 592 

Reserve  percentages  Federal  reserve  banks  before  interbank  accommodations. .  593 
Loans  of  reporting  banks  in  the  United  States  and  street  loans  of  New  York 

City  banks , : 626 

Loans  of  rei)orting  banks  in  New  York  City  and  the  United  States 635 

Bank  deposits  in  New  York  City  and  outside 636 

Loans  and  deposits  of  reporting  banks  in  the  United  States  compared  with 

earning  assets,  note  circulation,  and  member  bank  reserve  deposits  of  all 

Fedend  reserve  banks 641 

Out-of-town  fimds  with  52  New  York  City  banks 644 

Street  loans  of  52  New  York  City  banks 645 

Per  cent  change  between  May  4, 1920,  and  April  28, 1921,  in  loans  and  discounts, 

total  deposits,  and  borrowings  of  member  banks  in  agricultural,  semiagricid- 

tural,  and  nonagricultiual  counties 650 

Reserve  percentages  of  the  Federal  reserve  system,  with  and  without  gold  ac- 
cessions.  '. 759 

Reserves  of  the  Federal  reserve  bank  of  New  York 760 

Wholesale  commodity  prices  in  four  countries 764 

Wholesale  prices  and  the  cost  of  living  in  the  United  States 765 

Wholesale  commodity  prices  in  the  United  States  and  England,  1790  to  1920.  775 

Movement  of  representative  foreign  exchanges 803 

XXV 


Digitized  by 


Google 


INDEX  OF  TABLES. 


Gold  poeition  of  Federal  reserve  systein i 480 

Liabilities  and  reserves  12  Federal  reserve  banks  and  Federal  reserve  bank  of 

New  York  (footnote) 491 

Transfer  of  1200,000,000  from  deposit  reserve  to  note  reserve  (footnote) 493 

Coiintry*8  stock  of  gold 621 

Reserves  under  national-bank  act 521 

Reserves  under  Federal  reserve  act 522 

Expansion  under  Federal  reserve  system 522 

Percentage  relation  of  time  deposits  to  individual  demand  deposits 523 

Clearing  operations  Federal  reserve  bank  of  New  York 523 

Wire  transfer  operations  Federal  reserve  bank  of  New  York 524 

Imports  and  exports  of  Federal  reserve  notes  durinff  1920 524 

Loans  and  discounts  and  deposits  of  all  banks,  stock  of  monetary  gold  in  coun- 
try and  ratio  of  stock  of  gold  to  deposits,  June  30,  1914,  June  30,  1919,  and 

June  30,  1920 524 

Average  rates  of  interest,  call  loan  renewal  rate,  and  time  loans  mixed  collateral, 

New  York  City 540 

Report  of  discount  and  interest  rates  as  shown  by  actual  transactions  of  five 
banks  of  New  York  City;  30-day  periods  ending  August  15,  1918,  October  15, 

1919,  October  15,  1920,  January  15,  1921,  and  June  15,  1921 54«,  549 

Market  on  certificates  of  indebtedness,  April,  1917,  to  July  29,  1921 551-553 

Comparison  of  interest  rates  on  issues  of  certificates  of  indebtedness  outstanding, 
interest  rates  on  offerings  of  new  issues  of  certificates,  and  yields  in  current 
market  prices  of  issues  outstanding,  month  by  month,  from  May,  1920,  when 
Treasiuy  sanctioned  an  open  market  on  certificates  of  indebtedness,  to  July 

29,1921 554 

Certificates  of  indebtedness 557-558 

Discount  rate  of  Federal  Reserve  Bank  of  New  York  on  60  and  90  day  commer- 
cial paper  and  market  rate  on  4  to  6  months'  commercial  paper  in  New  York . .       562 
Market  rate  on  90-day  bank  bills  in  London  and  the  minimum  rate  of  the  Bank 

of  England 5«2 

Money  rates  at  New  York 1 554-565 

Amount  of  subscriptions  and  average  number  of  subscribers'  certificates  of  ^ 
indebtedness  issued  in  anticipation  of  First,  Second,  and  Third  Liberty 

loans  and  subscriptions  to  tax  issues 568 

Illustration  of  overlapped  feature  when  a  bank  subscribes  a  quota  of  |100,000 
certificates  of  indeotedness,  every  two  weeks,  with  book  credit  form  of  pay- 
ment        573 

Gold  settlement  fund  transactions,  January  to  June,  inclusive,  1920 584 

Gold  settlement  fund  transactio^ns,  July  to  December,  inclusive,  1920 585 

Gold  settlement  fund  transactions,  January  l-July  20,  1921 586 

Reserve  percentages  of  Federal  Reserve  Bank  of  New  York  before  and  after 
interbank  accommodations  and  reserve  percentages  of  Federal  Reserve 

System 588-589 

Interbank  accommodations  between  Federal  Reserve  Bank  of  New  York  and 

other  Federal  reserve  banks 589-591 

Schedule  of  maximum  interest  rates  under  Article  XI,  section  1,  of  clearing- 
house constitution 597 

Schedule  of  maximum  interest  rates  imder  the  amendment  submitted  to  the 

Clearing  House  Association  March  11,  1918 601 

Recapitu&ktion  of  interest  rates  paid  to  depositors  at  the  end  of  1917  and  the 
beginning  (rf  1918,  as  shown  by  the  inquiry  cards  sent  out  by  the  committee 

on  interest  rates 605-606 

Interest  on  time  deposits  as  shown  by  the  inquiry  cards  sent  out  by  the  com- 
mittee on  interest  rates  (1917-18) 606 


XXVI 


Digitized  by 


Google 


HTDBX.  XXVU 

Page. 
Interest  rates  paid  on  checking  accounts  as  shown  by  the  inquiry  cards  sent 

out  by  the  committee  on  interest  rates  (1917-18) 607 

Expansion  under  the  national  banking  system  which  could  theoretically  follow 

the  deposit  of  gold  in  a  national  bank  situated  in  a  central  reserve  city 623 

Loans  to  correspondents  located  outside  second  district  and  loans  and  invest- 
ments of  daily  reporting  banks,  as  of  November  15, 1920 638 

Deposits  of  correspondents  located  outside  of  second  district  and  total  borrow- 
ings from  Federal  reserve  bank,  as  of  November  15, 1920 639 

Percenti^  decline  from  maximum  loans  and  deposits  of  the  reporting  banks  of 

all  districts,  and  of  New  York  City : 642 

Deposits,  loans  and  investments,  and  borrowings  of  reporting  member  banks  in 
New  York  City  and  in  the  second  Federal  reserve  district  (last  week  of  each 

month,  1919^uly  20, 1921) 643 

Balances  of  out  of  town  correspomdents  and  street  loans  placed  for  their  account, 

daily  reporting  banks,  New  York  City,  January  3, 1919,  to  July  20, 1921 646 

Street  loans.  New  York  City,  daily  reporting  banks,  January  3,  1919,  to  July 

20,1921 647 

Out  of  town  loans  and  balances  of  out  of  town  correspondents,  five  large  New 

York  City  banks,  February  14, 1921 649 

Deposits,  balances  of  out  of  town  ccnrespondents,  total  loans  and  investments, 
and  borrowings  of  five  large  New  York  City  banks  on  selected  dates,  January, 

1920  to  July,  1921. 649 

Increase  or  decrease  in  loans,  borrowings,  and  deposits  of  member  banks,  1920-21 

in  agricultural,  semiagricultural,  and  nonagricultural  counties 651 

Increase  or  decrease  in  loans  and  in  borrowings  from  Federal  reserve  banks  by 
districts,   1920-21,  in  agricultural,   semiagricultural,   and  nonagricultural 

counties 652 

Borrowings  from  Federal  reserve  banks,  compared  with  basic  line  on  April  28, 

1921,  in  agricultural,  semiagricultural,  and  nonagricultural  counties 652 

Loans  and  discounts  of  member  banks  in  the  several  Federal  reserve  districts, 

1920-21,  by  s^cultural,  semiapiculturalj  and  nonagricultural  counties 653 

Capital  and  surplus;  demand  deposits;  time  deposits;  loans  and  discounts; 
borrowings  from  Federal  reserve  bank,  including  rediscounts,  bills  payable, 
and  a  total;  basic  lines;  and  borrowing  from  correspondents,  including  redis- 
counts, bills  payable,  and  a  total  of  member  banks  in  agricultural,  semiagri- 
cultural, and  nonagricultural  counties  (1920-21)  in — 

Entire  coimtry * 653-654 

Federal  reserve  district  No.  1,  Boston 654-655 

Federal  reserve  district  No.  2,  New  York 1 655 

Federal  reserve  district  No.  3,  Philadelphia 656 

Federal  reserve  district  No.  4,  Cleveland 656-657 

Federal  reserve  district  No.  5,  Richmond 657-658 

Federal  reserve  district  No.  6,  Atlanta 658 

Federal  reserve  district  No.  7,  Chicago 659 

Federal  reserve  district  No.  8,  St.  Louis 659-660 

Federal  reserve  district  No.  9,  Minneapolis 660-661 

Federal  reserve  district  No.  10,  Kansas  City 661 

Federal  reserve  district  No.  11,  Dallas 662 

Federal  reserve  district  No.  12,  San  Francisco 662-663 

Preliminary  financial  statement  of  the  United  States  Government  for  the  period 

from  April  6,  1917,  to  June  30,  1921 688 

Classified  receipts  of  the  United  States  Government,  exclusive  of  the  principal 
of  the  public  debt,  by  months,  from  April  6,  1917,  to  June  30,  1921,  as  pub- 
lished in  Daily  Treasury  Statements 688-689 

Classified  disbursements  of  the  United  States  Government,  exclusive  of  the 
principal  of  the  public  debt,  by  months,  from  April  6,  1917,  to  June  30, 1921, 

as  published  in  Daily  Treasury  Statements 690 

Comparative  figures  of  banks  in  New  York  City  and  of  Federal  Reserve  Bank 

of  New  York  on  selected  dates  in  1920 739 

Comparative  figures,  six  banks  in  New  York  City,  on  October  1,  22,  and  29, 

1920 739 

Comparative  figures,  six  banks  in  New  York  City,  on  September  30,  October 

22  and  29,  1920 739-740 

Wire  transfers,  settling  figures,  September  1-October  22,  1920,  of  six  banks  in 
New  York  City 740 


Digitized  by 


Google 


XXVin  IKDSX. 

Cost  of  living  figures,  May,  1921,  reported  for  imp(»tant  centerB  by  tlie  Depart- 
ment of  Labor 741 

Cost  of  living  figures,  May,  1921,  for  individual  items  in  New  York  City  and 
the  United  States 741 

Total  earning  assets.  Federal  Reserve  Bank  of  New  York,  January  3,  1919, 
to  July  20,  1921 742-744 

Total  reserves  and  Federal  reserve  notes  in  circulation,  Federal  Reserve  Bank 
of  New  York,  January  3,  1919,  to  July  20  1921 744-745 

Total  deposits.  Federal  Reserve  Bank  of  New  York,  January  3,  1919,  to  July 
20,1921 746-747 

Official  discount  rates  of  central  banks,  in  percentages,  1919  to  1921 748 

Official  discount  rates  of  other  foreign  State  Danks,  in  percentages,  1919  to  1921 . .      750 

Rates  of  discount  effective  at  the  Federal  Reserve  Bank  of  New  York  in  1919, 
1920,  and  1921 751 

Percentage  relation  of  total  borrowings  from  each  Federal  reserve  bank  to  total 
basic  discount  line  of  all  banks  in  the  corresponding  district  on  June  10  and 
October  9,  1920,  and  February  10  and  June  15,  1921 762 

Averagepercentage  of  basic  discount  line  borrowed  by  five  largest  borrowers  in 
each  Federal  reserve  district  on  October  15, 1919,  February  16,  June  15,  and 
October  15,  1920,  and  February  15  and  June  15, 1921 762 


Digitized  by 


Google 


Digitized  by 


Google 


<) 


Digitized  by 


Google 


Digitized  by 


Google 


Digitized  by 


Google 


/ 


Digitized  by 


Google 


Digitized  by 


Google 


Digitized  by 


Google 


Digitized  by 


Google 


